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DAVID M. ASH CPA
2112 Trawood Ste. B5

El Paso, TX 79935

Tele. (915)629-0912, Fax (915)629-0925

Dear Clients and Friends,

It has been a quiet year in terms of new tax legislation. The most recent major change took place last December, 2015, with the passage of the Protecting Americans from Tax Hikes Act of 2015 (PATH). Many of the provisions in that law remained in effect until the end of 2016 and beyond.

Practically speaking, while tax reform continues to be a talking point in Congress and in presidential election campaigns, the probability of achieving meaningful changes in the near-term is unlikely. The longer-term outlook is more difficult to predict, with proposals and discussions ranging from a comprehensive overhaul to less sweeping revisions involving specific sections of the Internal Revenue Code, such as modifications to the way businesses are taxed.

Though a simpler tax code would be a welcome development, this interlude of relative stability does have benefits from a midyear planning standpoint. Because the rules haven’t changed much, you have an opportunity to look over last year’s tax return and implement planning ideas for 2016. In addition, you can review your current tax situation and select strategies to put in place during the remainder of this year. We encourage you to read through the suggestions in this Letter, then contact us for additional options. We’re ready to help with effective tax-saving advice suited to your needs.
Take action to get results from midyear tax planning

Happy midyear! Are you ready to review and revise your 2016 tax plan? With half the year over, you have a solid foundation for making decisions. You can start by assessing the types of income you have already received and what you expect to receive through the remainder of the year. As you know, under federal tax law, income is taxed in different ways, depending on the source. Here are tips to consider.
· Investment income

Interest, dividends, and capital gains are investment income, and the 3.8% net investment income tax generally applies to all three when your adjusted gross income exceeds certain levels. Under regular rules, each type of income can be taxed at varying rates, or in some cases, not at all. For example, you’ll typically pay tax at your ordinary income tax rate on interest income in the year you receive it. But you can usually exclude municipal bond interest from your taxable income as well as from the net investment tax calculation, although the alternative minimum tax may apply to interest earned from certain municipal bonds.

Planning tip: Decide if adding municipal bonds to your portfolio makes sense.

Dividends earned from your investments can be taxed at capital gain or ordinary income rates. The distinction matters because the maximum capital gain rate is 20%, while ordinary income can be taxed at rates up to 39.6%. For capital gain rates to apply, the dividends you receive have to meet certain requirements, one of which is a holding period for the underlying stock.

Planning tip: Review the dividend-paying stocks that you already own. As you rebalance your portfolio, you can determine whether including these investments in your taxable accounts or placing them in tax-deferred retirement accounts will provide more benefit.

The tax rate on the sale of investments you own for a year or less is based on your ordinary income. The more beneficial long-term capital gain rate applies to gain on most investments that you hold longer than a year. Tracking your holding period can result in a lower tax, but you may have to sell an investment before you can take advantage of the long-term rates. That’s when having an accurate measure of your basis can be even more valuable than usual.

Planning tip: Update your basis records for reinvested dividends, stock splits, and other investment activity, including prior- and current-year “wash sales.” If you inherited any of your investments, be aware of whether the new estate tax rules for basis consistency apply. In some cases, these rules require the executor of an estate to notify the IRS and the estate beneficiaries of the value of inherited property. When the rules apply, penalties can be assessed if you sell the property and use a different value as your basis.

· Business income

The structure of your business determines how you report the income earned from operations, and influences how that income is taxed. As an example, S corporations are pass-through entities, meaning the business income “flows through” the corporation and is taxed on your personal income tax return. In addition, the pass-through income typically retains its character, so, for instance, interest earned by the corporation is taxed as interest on your personal return.

Planning tip: Revise and arrange your company’s chart of accounts to classify income into tax-specific categories. Making changes now can point out areas that will benefit from early planning, as well as streamline year-end tax preparation time and reduce misstatements. Having your chart of accounts set up properly can be especially important this year, since a recent law requires earlier due dates for certain 2016 tax and information returns.
· Passive income

Generally, all income from rental properties and business ventures in which you’re not actively involved is taxable. You may also have to pay net investment income tax on your passive income. In contrast, losses from your passive activities can only be deducted against other passive income. Losses that are unused in the current year are carried forward to offset future passive income or taxable gains from selling the underlying asset.

Planning tip: If you have multiple passive income sources, investigate whether you will benefit from treating them as a single activity for purposes of the passive loss rules. “Grouping” several activities can help you more easily meet the rules that will allow you to treat the income as nonpassive. Be aware that making the election to group assets means you may not be able to easily use prior-year losses if you dispose of one of the grouped assets.

· Earned income

Income you earn from your job or your business is taxed at ordinary rates on your federal income tax return. When your wages or self-employment income exceed $200,000 (if you’re single), $250,000 when you file jointly, or $125,000 when you file separately, you’ll also owe an additional Medicare tax of 0.9% on the amount over the threshold.

Planning tip: One way to reduce your tax liability when the bulk of your income is from employment is to maximize contributions to tax-deferred retirement plans, such as 401(k) plans and deductible IRAs. You get a double benefit from your contributions: tax deferral on asset growth inside the plan and a lower adjusted gross income in the current year that can increase other tax breaks. Similarly, you may also want to take full advantage of other employer-provided benefit programs, such as flexible spending accounts.

The most important fact to remember about tax planning is that you don’t have to have it all figured out to move forward. Action generates results. Contact us today to get started.

Follow the “PATH” to tax planning

For your personal taxes

The Protecting Americans from Tax Hikes Act of 2015 (PATH) that became law last December provides a clear path to midyear planning for your personal taxes. Here are seven ways you might benefit.

1. Higher education. The PATH Act made the American Opportunity Tax Credit permanent and restored the tuition deduction through 2016. But you can only claim a credit or deduction, not both. Plan ahead for next semester.

2. Sales tax. Instead of state and local income taxes, you can deduct sales taxes based on an IRS table or actual receipts. Thinking of buying a car or boat this summer? Hang on to the invoice. You can add sales tax paid on those items to the amount in the IRS table.
3. Charitable IRA transfers. Are you age 70½ or older? If you want to make a summertime donation to your favorite charity, follow the rules and you can transfer up to $100,000 directly from your IRA to the charity with no tax consequences. The transfer counts as part of your required minimum distribution in the year you make it.

4. Qualified small business stock. As you rebalance your portfolio this summer, consider investing in the stock of certain small corporations. When you hold the stock at least five years before selling it, your gain is completely excluded from federal income tax.

5. Energy credits. Prepare for summer heat by installing energy-saving improvements in your home. You can claim a 10% energy credit, up to a lifetime limit of $500.

6. Conservation easements. Combine tax savings with your estate planning this summer by donating a conservation easement in real estate you own. The easement permanently limits uses of the land for conservation purposes. You can claim a charitable contribution deduction for the donation and benefit from special tax rules.

7. Classroom expenses. Keep the receipts when you stock up on classroom supplies during summer sales. If you’re an educator, you can deduct unreimbursed expenses of up to $250.

For your business taxes

Business tax breaks restored by last December’s PATH Act can provide benefits as you begin your midyear planning. Here are five examples.

1. Buy equipment. Under Section 179 of the tax code, for 2016 your business can claim a maximum deduction of $500,000, subject to a phase-out threshold of $2,010,000. You can also claim 50% bonus depreciation on qualified property placed in service this year.

2. Fast-track research activities. The PATH Act restored the research credit with enhancements for qualified small businesses. Starting in 2016, special offsets against alternative minimum tax and FICA tax may be available.

3. Hire target employees. The Work Opportunity Tax Credit is available when you hire workers from certain “target groups.” And don’t overlook the special summertime credit for disadvantaged youth.

4. Make building improvements. The new law permanently extends the shorter 15-year depreciation period for qualified leasehold improvements, restaurant property, and retail improvements.

5. Offer employee transportation benefits. The PATH Act creates parity for the tax exclusion for mass transit passes, van pooling, and employer-provided parking. The monthly maximum for 2016 is $255.

Getting ready to retire? Benefit from advance planning

As you approach retirement age, you will have to manage many risks to secure your well-being. The risk of inflation, volatile markets, and outliving your retirement savings all threaten your nest egg. Taxes will also present a risk to your savings. Here are tips to consider in the years before you retire.

· Diversify your savings. Maximizing contributions to tax-deferred retirement accounts, such as IRAs and employer-sponsored plans, can reduce your current taxable income as well as defer the tax on asset growth into your retirement years. But you’ll also want to supplement retirement plan assets with investments in taxable accounts. Having the option to take funds from those accounts allows you to maximize the tax-deferred growth in your retirement plans.

· Consider a Roth conversion. Converting your traditional IRA to a Roth may be a smart move because Roth accounts have tax advantages over traditional IRAs. For example, you’re generally not required to take distributions from a Roth no matter your age, unless the Roth is inherited or is a Roth 401(k). The downside is that you’ll pay current-year income tax on the amount you convert so you’ll need to plan around your expected current and future income tax rate.

· Take advantage of tax-free bond income. Bonds issued by state and local government entities generate income that’s free from federal income tax and generally not subject to the 3.8% Medicare surtax. That means purchasing these bonds in your taxable investment account can make sense if you expect high earnings in the years before you retire. As retirement gets closer, revisit your decision. Why? Interest from these bonds is considered in the calculation of whether your social security benefits will be taxed.

· Know your social security options. If you’re still working but nearing the age where you could begin to collect social security, a major question is when to start receiving payments. While one goal is to maximize your lifetime benefit, factors such as what other sources of income you can rely on will influence your final decision. In general, the longer you wait – whether that’s until you reach your full retirement age or age 70, when your benefit stops increasing – the more you’ll collect each month.

Once you retire, your savings may have to provide income for a span of 30 years or more. Planning in advance can help you minimize the tax you’ll owe during those years. Give us a call. We’re here to help you prepare now for life after work.

Plan wisely for post-retirement withdrawals

Planning for retirement doesn’t end when you stop working. Instead, the questions shift from how to save for retirement to how to begin withdrawing from your accounts. Here are tips for making the most of retirement plan withdrawals.

· Know the basic rules. Funds withdrawn from a regular IRA or 401(k) are taxed at your ordinary income tax rate, which could lead to a surprising tax bill come April 15th. Worse, you can only put off withdrawals from these accounts until age 70½, when required minimum distributions kick in. (An exception is if you have a 401(k) and are still working for the company where you have the account. In that case, you can delay withdrawals from that plan.) Withdrawals from a Roth IRA are tax-free and are not subject to required minimum distribution rules.

· Consider delaying withdrawals. In the years prior to age 70½, you might consider keeping your retirement accounts untapped and instead live off capital gains within a taxable account. The advantage: the tax rate on long term capital gains is likely lower than your marginal rate.

· Remember the fundamentals. No matter where you begin drawing funds, you will have a portfolio of securities to monitor and decisions to make regarding what to sell along the way. Consider selling volatile securities first, leaving safer investments for later in life when you have less time to recover from a mistake. At the same time, avoid being too conservative, especially in the early years of retirement.

Your retirement plan withdrawal strategy could impact the taxation of your social security benefits as well as your eligibility for certain deductions. Contact us for additional suggestions for tax-efficient retirement account withdrawals.


Sincerely,




















David M. Ash
NOTE: This newsletter is issued annually to provide you with information about minimizing your taxes. Do not apply this general information to your specific situation without additional details. Be aware that the tax laws contain varying effective dates and numerous limitations and exceptions that cannot be summarized easily. For details and guidance in applying the tax rules to your individual circumstances, please contact us. 
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