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Why Work with a Financial Professional?

If you're like most people,
you probably bring your
automobile to a profes-
sional mechanic for
routine maintenance. You
see a doctor when you
have concerns about your
health, and for regular
exams. When the need for legal counsel
arises, you consult an attorney. All of us rely
on the expertise of others. It's no different
when it comes to personal finances--most
people could benefit from working with a fi-
nancial professional. Here are some good
reasons to do so:

You don't know what you don't know

No one can be an expert on every subject.
Managing your finances on a day-to-day basis
is one thing; implementing a comprehensive
investment plan to fund your retirement while
setting aside funds for your child's education
is something else. That doesn't mean that
you're not capable of doing it, only that you
shouldn't underestimate the expertise needed
to put together an effective plan. If you're go-
ing to go it alone, you'll need to educate your-
self, and that brings us to the next point ...

You have good intentions, but never set
aside the time

There's an entire industry built around provid-
ing individuals with the tools they need to do
their own financial planning. Books, maga-
zines, websites, calculators, worksheets, and
videos all empower individuals to take a more
active role in their financial future, whether
they're working alone or with a financial
professional. Not one of these tools, however,
will help unless you set aside both the time to
learn to use the tool, and the time to apply the
tool to your own situation. Working with a fi-
nancial professional forces you to stop pro-
crastinating, and shifts the time commitment
from you to the professional.

Doing it all yourself isn't efficient

There's a long list of things that we could do
ourselves but choose to pay someone else to
do for us instead. For example, you could
paint your house, but you may be happy to
pay someone else to do it. Why? It's more
efficient. You can spend the time working on
other things and, if you choose the right pro-
fessional, it will probably be done faster and
better than if you did it yourself. The same
goes for working with a financial professional.

You're not objective

It's hard to look at your own situation objec-
tively. Having someone else with experience
analyze your financial condition can be ex-
tremely helpful. And, in cases where you and
your spouse aren't on the same financial
page, a financial professional can listen to all
concerns, identify underlying issues, and help
you find common ground.

Keeping up with change is a full-time job

In the last two years, there have been at least
five major pieces of tax legislation signed into
law. Even seasoned financial professionals
have had a difficult time keeping up with the
changes. Not understanding how these
changes might affect your financial plan could
be dangerous, but understanding the changes
takes time and effort.

You see the trees, but not the forest

A good financial professional can help you
see the big picture. He or she can show you
how your financial goals are related--for ex-
ample, how you might save for both your
child's college education, as well as your own
retirement. He or she can work with you to
prioritize your goals, implement specific strate-
gies, and choose suitable products or ser-
vices. A financial professional can also stay
on top of your plan to make sure it remains on
track, recommending changes when condi-
tions, or your circumstances, dictate.



http://www.ifcadvisory.com

AMT triggers

You're more likely to be
subject to the AMT if
you claim a large
number of personal
exemptions, deductible
medical expenses,
state and local taxes,
and miscellaneous
itemized deductions.
Other common triggers
include home equity
loan interest when
proceeds aren't used to
buy, build, or improve
your home, and the
exercise of incentive
stock options.
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Roth conversions
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Individuals who would
like to contribute to a
Roth IRA but don't
qualify because of
income limitations
might benefit from
making nondeductible
contributions to a
traditional IRA today,
and converting the
funds to a Roth IRA in
2010, when the income
limits no longer apply.
Additionally, for Roth
conversions in 2010
only, any resulting
taxable income will be
deferred until 2011 and
2012 (with 50% taxed
in each year).

2008 Year-End Tax Planning Tips

Despite passing three major pieces of tax
legislation in the past year, Congress is still
considering a host of expired and expiring
provisions. While it's likely that several of
these provisions will be renewed for the 2008
tax year, the uncertainty creates a challenging
planning environment. With the window of
opportunity for many tax-saving moves closing
on December 31, it makes sense to focus on
the basics, while staying ready to take advan-
tage of any late-breaking legislative
developments.

Timing is everything

Year-end tax planning is as much about the
2009 tax year as it is about the 2008 tax year.
There's a real opportunity for tax savings
when you can predict that you'll be paying
taxes at a lower rate (for example, if your in-
come will be significantly different) in one year
than in the other. If that's the case, some sim-
ple year-end moves can pay off in a big way.

For example, you may be able to defer a year-
end bonus, or delay the collection of business
debts, rents, and payments for services. Simi-
larly, you may be able to accelerate deduc-
tions into 2008 by paying some deductible
expenses in December rather than in January.

Alternative minimum tax (AMT) facts

If you're subject to the AMT, traditional year-
end maneuvers, like deferring income and
accelerating deductions, can actually hurt you.
The AMT--essentially a separate federal in-
come tax system with its own rates and rules--
effectively disallows a number of itemized
deductions, making it a significant considera-
tion when it comes to year-end moves. For
example, if you're subject to the AMT in 2008,
prepaying 2009 state and local taxes won't
help your 2008 tax situation, but could hurt
your 2009 bottom line.

Legislation signed into law in December 2007
brought the most recent in a long series of
temporary "fixes" for the AMT, but this tempo-
rary fix (in the form of increased AMT exemp-
tion amounts) expired at the end of 2007. If
Congress doesn't act, the number of taxpay-
ers subject to AMT could reach 25.7 million in
2008 (Source: Joint Committee on Taxation,
JCX-38-07, June 25, 2007). Congress is likely
to take some action, but the specifics are un-
certain, making it important to stay up-to-date
on any new developments.

Don't overlook IRA and retirement plan
opportunities

Traditional IRAs (assuming you qualify to
make deductible contributions) and employer-
sponsored retirement plans, such as 401(k)
plans, allow you to contribute funds pretax,
reducing your 2008 income. Contributions you
make to a Roth IRA or Roth 401(k) aren't de-
ductible, so there's no benefit for 2008, but
qualified Roth distributions are completely free
from federal income tax--making these retire-
ment savings vehicles very appealing.

For 2008, the maximum amount you can con-
tribute to an IRA has increased to $5,000, and
you can contribute up to $15,500 to a

401(k) plan. If you're age 50 or older, you can
contribute up to $6,000 to an IRA, and up to
$20,500 to a 401(k). The window to make
2008 contributions to your 401(k) closes at the
end of the year, while you can generally make
2008 contributions to your IRA until April 15,
2009.

If you qualify, consider whether it makes
sense to convert some or all of your traditional
IRA assets to a Roth IRA. Funds that you con-
vert, to the extent the funds represent invest-
ment earnings and deductible contributions,
are considered taxable income. Nevertheless,
the potential future tax benefit could outweigh
the current tax bill.

Expired provisions likely to be renewed

In addition to AMT relief, watch for action on
other provisions that expired at the end of
2007, but are likely to be renewed, including:

e Election to take an itemized deduction for
state and local sales tax in lieu of state
and local income tax

e  Above-the-line deduction for qualified
tuition and related expenses

e  Above-the-line deduction for certain ex-
penses of elementary and secondary
school teachers

e Tax-free distributions from IRAs for chari-
table purposes of up to $100,000 per
person, per year

It's always difficult, at best, to anticipate what
Congress will do. In an election year, it's even
more unpredictable. If the last few years are
any indication, though, it's not unreasonable
to assume that we might see some legislation
late in the year, so stay alert.
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Lifetime gifting can be a powerful estate plan-
ning tool. Transferring property during your
life, instead of at your death, has many advan-
tages. Making lifetime gifts can be desirable
for personal reasons (e.g., to help your chil-
dren or other family members) or for financial
reasons (e.g., saving taxes). No matter what
your reasons for starting a gifting program,
there are a few gifting traps you should be
aware of.

1. The kiddie tax rules

Beware of the kiddie tax rules when transfer-
ring income-producing property to your chil-
dren. Investment income over $1,800 (for
2008) will be taxed at your marginal income
tax rate, not your child's.

The kiddie tax rules apply to children who are:
(1) under age 18, (2) age 18 with earned in-
come that doesn't exceed one-half of their
support, and (3) ages 19 to 23 who are full-
time students with earned income that doesn't
exceed one-half of their support.

2. Gifts of retained interests or powers

Be careful when making gifts of property in
which you retain some financial interest (e.g.,
a life estate, right of reversion, or right of revo-
cation) or powers (e.g., the power of appoint-
ment). This property may be includible in your
estate for estate tax purposes.

For example, say you transfer ownership of
your home to your son on the condition that
you're allowed to continue living in the home
for the rest of your life. You have retained a
financial interest in the home, and this interest
may be includible in your estate for estate tax
purposes.

3. Income taxation of gifts made to a trust

Some types of trusts are taxpaying entities,
which are taxed at more compressed income
tax rates than individual taxpayers. If you'll be
using such a trust, be sure to consider the
consequences of paying income tax on trust
income at higher income tax rates.

4. Delays in making a gift of life insurance

Do not delay making a gift of a life insurance
policy on your life. A transfer of an insurance
policy by gift within three years of death re-
sults in the proceeds being includible in your
estate for estate tax purposes.

Ten Gifting Traps You Should Avoid

5. Delays in planning your estate to meet
percentage tests

Do not delay removing certain nonbusiness
assets to help your estate meet the percent-
age tests to qualify for Section 303
(redemption of stock), Section 2032A (special
use valuation), or Section 6166 (installment
payout of taxes) tax treatment. This technique
will work only if the gift is made more than
three years prior to your death.

6. Payments for tuition or medical care
made to the donee

Payments you make for tuition or medical care
on behalf of another are exempt from federal
gift tax. However, to qualify, you must make
the gifts directly to the educational or medical
institution--do not make such payments to the
donee.

7. Overlooking gift splitting

For 2008, you can give $12,000 per donee
federal gift tax free under the annual gift tax
exclusion. There is also a gift-splitting privi-
lege for spouses who qualify that can double
the exclusion.

8. "Reverse" gifting if death is imminent

Reverse gifting is a technique where a healthy
individual transfers low-basis assets to a dying
individual. If the decedent lives for more than
one year from the date of the transfer, the
basis gets stepped up to fair market value.
However, the basis will not get stepped up if
the decedent dies within a year of receiving
the gift, and should this happen, you may end
up needlessly paying gift tax and/or using up
your $1 million gift tax applicable exclusion
amount.

9. Overlooking the benefit of taxable
lifetime gifts

Don't assume that lifetime gifts and transfers
made at death result in the same tax effect.
Paying gift tax on taxable lifetime gifts can
result in an overall tax savings because the
tax you pay is also removed from your estate.

10. Selecting property that does not attain
your tax-savings objectives

There are some types of property that you
should avoid giving if you want to enjoy tax
savings, such as property that has
depreciated in value or is likely to depreciate.

No matter what
your reasons for
starting a gifting

program, there are
a few gifting traps
you should be
aware of.
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Ask the Experts

Your credit score is the
result of a mathematical

-~ formula that's applied to all
the information in your
credit report (both positive
and negative) and then compared to millions
of other credit reports. The most common
credit score is a FICO score, developed by
the Fair Isaac Corporation. A variation of the
basic FICO model is used by each of the
three major credit reporting agencies: Equifax,
Experian, and TransUnion.

Your FICO score is based on five categories,
each of which accounts for a percentage of
your total score:

e Your payment history: 35%

e An analysis of your debt: 30%

e The length of your credit history: 15%

e Recent inquiries/new credit activity: 10%
e Types of credit in use: 10%

The result is a three-digit number between
300 and 850 that estimates your level of credit

What's a credit score and why should | care about it?

risk. The higher the number, the lower the
risk.

This number significantly affects your ability to
get credit and the terms you're offered. Gener-
ally, lenders consider people with scores
above 700 to be in good financial health, and
worthy of the best interest rates and credit
terms. Those with scores below 600 are con-
sidered to be financially risky, and may be
turned down for credit or offered stricter terms
(higher interest rates, lower credit limits, and/
or requirements for collateral or a cosigner or
both).

To keep your score high:
e  Pay your bills on time

e Repair any damage (i.e., overdue pay-
ments) as quickly as possible

e Keep your balances on your credit cards
low (especially in relation to your credit
limits)

e Pay off your debt

e Don't open new accounts you don't need

How do | dispute an unsatisfactory credit card purchase?

If you used a credit card to make what turns
out to be an unsatisfactory purchase, you
should first seek a refund or a replacement
from the merchant that sold you the item. But
if you have no luck there, you may have some
recourse through the credit card company.

There are some requirements. First, you must
have used the credit card to purchase the
merchandise for personal (not business) use.
Second, if you've already paid the credit card
bill on which the sale is listed, the credit card
company generally won't help you.

Additionally, the unsatisfactory purchase must
have been made either with a charge card
issued by the merchant or with a bank's card.
If the item was not purchased with the mer-
chant's own card, then the item must cost $50
or more.

Further, unless you used the merchant's own
card, the purchase must also have occurred
within your home state or within 100 miles of
your billing address. Catalogue sales, Internet
sales, and orders placed by telephone may be

considered in-state purchases. State laws
may vary, but these purchases are generally
protected.

If you're unable to resolve the matter with the
merchant, be sure to write the credit card
company within 60 days of when the charge
first appeared on your statement. Include in
your letter your name, account number, infor-
mation about the unsatisfactory item, and
what you've done to try to resolve the matter
with the seller.

The card issuer will usually investigate the
matter, and you may withhold payment on the
unsatisfactory merchandise until the matter is
resolved. (Until then, no interest or late fees
will be charged.) If the investigation reveals
you are right and the merchant is at fault, you
won't have to pay for the item or any finance
charges on it. However, if the card issuer
doesn't believe the merchant is at fault, you'll
be expected to pay for the item. If you want to
continue the dispute with the merchant, you'll
have to do so in court.




