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Here is your December newsletter. I
hope you find it helpful.

If you have any questions please
don't hesitate to ask.

Merry Christmas and Happy New
Year!

Thanks,

Jim

The Taxpayer Advocate Service,
an independent organization within
the Internal Revenue Service
(IRS), has argued strongly for the
creation of a list of taxpayer rights
as a way to promote confidence in
the fairness and integrity of the tax
system (Source: National

Taxpayer Advocate, Fiscal Year 2015
Objectives Report to Congress). In response,
the IRS announced the adoption of a formal
"Taxpayer Bill of Rights." It's worth noting that
the rights listed are not new; the Taxpayer Bill
of Rights simply groups and summarizes rights
that exist in the Internal Revenue Code, making
them easier to find and understand. Here are
the 10 items that make up the list, along with
short explanations.

The right to be informed
The IRS must provide clear explanations in all
forms, instructions, publications, notices, and
correspondence. You have a right to be
informed of IRS decisions relating to your
account, and to receive a clear explanation of
any outcome.

The right to quality service
You should expect prompt, courteous
assistance when you deal with the IRS. All
communications from the IRS should be clear
and understandable. If you have a problem with
the way you are being treated by an IRS
employee, you can ask to speak to that
employee's supervisor.

The right to pay no more than the
correct amount of tax
You are expected to pay only the amount of tax
that is legally due, as well as penalties and
interest on unpaid amounts.

The right to challenge the IRS's position
and be heard
When the IRS takes or proposes any formal
action--for example, proposing a change to
your tax return as the result of a mathematical
error--you have the right to object and to
provide additional documentation that supports
your position. You should expect the IRS to
consider your response promptly and fairly.

The right to appeal an IRS decision in
an independent forum
You have the right to a fair and impartial
administrative appeal of most IRS decisions,
generally through an independent IRS Office of
Appeals that is separate from the IRS office
that initially reviewed your case. You also
generally have the right to take your case to
either the United States Tax Court or a U.S.
District Court (or the U.S. Court of Federal
Claims).

The right to finality
You have a right to know all statutory time limits
that apply. This applies to limits on the amount
of time that the IRS has to assess tax, to audit
a specific tax year, or to collect a tax debt, as
well as the amount of time you have available
to challenge an IRS position or action, or file a
claim for a refund.

The right to privacy
All IRS inquiries, examinations, and
enforcement actions must comply with the law
and must be no more intrusive than necessary.
You have specific due-process rights that the
IRS must respect, including search and seizure
protections.

The right to confidentiality
The IRS may not disclose your information to
third parties without your permission, unless
otherwise authorized by law.

The right to representation
You have the right to retain an authorized
representative such as an attorney, CPA, or
enrolled agent to represent you in dealing with
the IRS.

The right to a fair and just tax system
You have a right to expect the tax system to
consider all relevant facts and circumstances.
This applies in the determination of the correct
amount of tax owed, as well as your ability to
pay, and your ability to provide necessary
information in a timely manner.

The Taxpayer Bill of Rights is included in IRS
Publication 1, Your Rights as a Taxpayer.
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Helping Your Parents Manage Their Finances
As the U.S. population gets older, more people,
particularly baby boomers, are confronting a
dilemma. As parents age, their ability to
manage their own finances may decline. That
can make it more likely that they may neglect
the life savings they've worked so hard to
accumulate or make costly mistakes with them.
Even worse, they're more likely to fall victim to
one of the fraudulent schemes that frequently
target seniors. "Financial Fraud and Fraud
Susceptibility in the United States," a
September 2013 report prepared for the FINRA
Investor Education Foundation, found that
seniors were 34% more likely to lose money to
fraudsters than were those in their 40s.

And yet many seniors, especially those who
have always been independent and/or
money-savvy, may be reluctant to accept
advice or help from their children, or even
discuss living expenses, health care plans,
investments, or general estate planning. Sadly,
postponing that discussion can increase the
difficulty of tackling whatever problems may
eventually arise.

What's behind parental reluctance?
Suggesting that parents might benefit from
assistance, either from their children or a
professional, may remind them of their own
mortality. People are living longer; if they're still
active and involved, they may have difficulty
accepting that their current good health and
financial comfort may not always continue.

Also, some seniors may be reluctant to discuss
finances because it can reinforce a sense of
loss; this could be especially true if they can no
longer drive or participate in activities they
enjoy. Admitting that they need help with
financial issues may make them feel as though
one more area is no longer under their control.
If this is the case, they might respond to the
idea that addressing important issues
now--planning for ill health or an
incapacity--could give them greater
decision-making power over their quality of life
later.

Parents also may be uncomfortable discussing
finances with only one child, preferring to
involve all siblings. In this case, you may need
to either try to reach a consensus about which
child is best equipped to help, or divide
responsibilities among siblings. For example,
one child might assist with billpaying and
day-to-day expenses while another reviews
investments or handles health insurance,
Medicare, and Social Security.

In some cases, parents may respond to the
idea that taking action sooner rather than later
can help prevent the loss of much of their

hard-earned savings to taxes or scams. If
they're uncomfortable discussing finances with
you, you could suggest working with a third
party who can review their situation and make
recommendations that could then be discussed
jointly.

When to offer help
Here are some signs that a parent might need
some assistance: confusion about whether
direct-mail offers are advertising or bills; failing
to pay bills or file documents properly,
especially if someone has always been highly
organized; complaints about being unable to
make ends meet; talking about the merits of
certain investments, especially unfamiliar ones
and especially if a parent hadn't previously
exhibited much interest in investing; unusual
behavior, such as making unexpected large
purchases or spending a lot of time gambling.

Be sure to rule out other physical problems,
such as an infection or difficulties with vision or
hearing, before assuming that mental confusion
is automatically a sign of dementia.

A start is better than nothing
If parents are reluctant to discuss specific
figures, try to make sure that key information,
including online account information and
passwords, is on paper, and that someone else
knows the location of those items and will be
able to access them if necessary.

You might start providing assistance in stages.
Offer to review checking account statements
and/or credit card bills to ensure they're not
paying for services they want to cancel or didn't
request; this may give you insight into the
overall state of their finances. Because seniors
may be more willing to discuss issues such as
health insurance and preferences regarding
long-term care or end-of-life decisions before
other topics, building trust in these areas could
increase comfort levels on both sides with other
matters.

If a trust has been set up, a trustee might be
the logical person to handle finances, since he
or she may eventually have to deal with
trust-related issues anyway. The same is true
for someone who has been granted a durable
power of attorney, even if he or she doesn't yet
have full responsibility for managing finances.
And in a worst-case scenario, children can
petition a probate court to name a conservator
or guardian. Whatever approach you take, one
of the key challenges of this process is to
respect a parent's dignity while protecting his or
her ongoing well-being.

Postponing a discussion
about helping a parent with
his or her finances
increases the odds that
problems could arise before
that discussion takes place.
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Importance of Timing a Roth IRA Conversion: An Example
Conventional wisdom holds that if you convert a
traditional IRA to a Roth IRA, you should never
pay the conversion taxes from IRA assets. The
reason is that you'll be depleting IRA assets
that might otherwise be available to grow on a
tax-deferred basis. The withdrawal from a
traditional IRA to pay the conversion taxes is
also a taxable distribution, generating an
additional tax liability, requiring an additional
withdrawal, and so on--plus you'll generally pay
a 10% penalty if you're not yet 59½.

It's also conventional wisdom that converting a
traditional IRA to a Roth IRA is tax neutral so
long as income tax rates remain the same at
the time of conversion and after retirement.

Conventional wisdom isn't always right
But there's one scenario where conventional
wisdom may not apply. This is best explained
with an example.1 Let's assume the following:

1. You'll be 59½ or older as of January 1, 2015,
and you've had a Roth IRA for at least five
years. So you'll be eligible for tax-free and
penalty-free qualified distributions from your
Roth IRA in 2015.

2. You've decided that it's appropriate for you to
have more retirement assets in a Roth IRA.

3. You own a stock in your traditional IRA that
you anticipate could be a candidate for
higher-than-average gains. For example, let's
assume you own 10,000 shares of Acme
Pharmaceuticals, a highly speculative biotech
that has a drug pending before the FDA. The
shares are currently trading at $10. After
diligent research, you've determined that the
Acme stock could climb to as much as $50 if
the drug is approved by the FDA, but it is
equally likely to drop to $1 if not approved. The
FDA deadline for approval is October 1, 2015.
(For simplicity, we'll assume the Acme stock is
the only asset in your traditional IRA and that
you are converting the entire IRA.)

4. You want to convert your traditional IRA to a
Roth in 2015, before the potential appreciation
in Acme stock, but you don't have any cash
available to pay the conversion tax, or you
simply don't want to pay the conversion tax
from other (non-IRA) assets.

Now let's further assume that Acme's drug does
receive FDA approval on October 1, 2015, and
the stock does in fact jump from $10 to $50.

Result if you do not convert
If you did not convert your traditional IRA to a
Roth IRA, your traditional IRA would now hold
10,000 shares of Acme stock worth $500,000.
Again, for simplicity, let's assume you sell the
stock, your account now holds the $500,000

cash proceeds, and you make no further trades
or contributions to the account. Assuming you
earn 6% until your retirement in 10 years, your
account would grow to approximately $895,000.
Assuming a 28% federal income tax rate, the
after-tax value of your account would be
$644,705 at retirement.

Result if you do convert
Now let's assume you did convert your
traditional IRA to a Roth IRA before October 1,
2015. The stock was worth $100,000 at the
time of conversion, and assuming a 28% tax
rate, the federal income tax is $28,000, due
when you file your 2015 tax return. On October
1, when the drug is approved, the value of the
shares increases to $500,000. Again, for
simplicity, let's assume you sell the stock, your
account now holds the $500,000 cash
proceeds, and you make no further trades or
contributions to the Roth IRA.

On October 1 you also receive a tax-free
$28,000 qualified distribution from the Roth IRA
to pay the conversion tax (although technically
you wouldn't need to actually pay that tax until
April 15, 2016).2 Now your Roth IRA balance is
$472,000. Assuming the same 6% earnings
rate, after 10 years your IRA would have grown
to approximately $845,000--about $200,000
more than if you had not converted--even
though tax rates have remained constant and
you've paid the conversion tax from IRA assets.

There's no magic to this. You're simply
paying--from the Roth IRA--conversion taxes on
the stock before the appreciation, instead of
paying taxes on the fully appreciated value of
the stock in the traditional IRA at retirement.
But by paying the conversion tax from the Roth
IRA--instead of from the traditional IRA--you're
able to convert your entire traditional IRA,
keeping the funds in the Roth IRA (and
potentially benefitting from the hoped-for
appreciation) until you actually make a
withdrawal from the Roth IRA to pay the tax.

And you can always recharacterize if
things go wrong
But what happens if you turn out to be wrong,
the FDA does not approve Acme's drug, and
the stock drops to $1? Well, in that case, you
can simply undo the conversion. You have until
October 15, 2016, to recharacterize the Roth
IRA back to a traditional IRA, and for tax
purposes you'll be treated as though the
conversion never happened (with no resulting
tax bill, or a tax refund if you already paid taxes
on the conversion).

Before taking any specific action, be sure to
consult with your tax professional.

1 This hypothetical example
is not intended to reflect the
actual performance of any
specific investment, nor is it
an estimate or guarantee of
future value.

2 If you wait until April 15,
2016, to actually withdraw
funds from the Roth IRA to
pay the conversion taxes,
do you need to worry about
paying estimated tax on the
$100,000 of conversion
income? Technically, yes.
You might need to increase
your withholding on other
income, or make estimated
tax payments, as a result of
the conversion.

But keep in mind that there
are a number of important
exceptions to the estimated
tax payment rules. For
example, if your tax
withholding for 2015 is at
least equal to your 2014 tax
liability, you generally would
not be required to make
estimated tax payments, and
you would not be subject to
an underpayment penalty,
regardless of the amount of
your Roth conversion
income.
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How can I save on my heating bills this winter?
According to the U.S.
Department of Energy, home
heating costs account for
about 45% of the average
American family's energy bills

(Source: U.S. Department of Energy,
December 2013). And with winter fast
approaching, now's the time to prepare for the
annual battle between the thermostat and your
wallet.

Fortunately, there are some relatively simple
steps you can take to help make your home
more energy efficient and help you save on
your heating bills this winter:

• Keep the heat in. To keep heat from escaping
your home, apply weather stripping and
caulking around drafty areas such as doors
and windows, and inspect storm doors and
windows for broken glass. Make sure that all
areas of your home are properly insulated,
especially attics, basements, crawl spaces,
and outside walls.

• Adjust your thermostat. Turning down your
thermostat even just a few degrees when you
go to bed or when you are not home can help
you save on your heating bills. To make it
easier, install a programmable thermostat

that will allow you to preprogram your heat to
a lower temperature at certain times of the
day.

• Utilize window treatments. Keep window
curtains, shades, and blinds open during the
day to allow sunlight in to warm your home,
and keep them closed at night to retain the
heat inside your home.

• Close the damper. To prevent heat from
escaping through a fireplace, keep the
damper closed when it's not in use. You can
also avoid further heat loss by refraining from
using the fireplace on extremely cold nights.

• Have your heating system serviced. Make
sure that your heating system is working
properly by having it serviced on an annual
basis. In addition, clean furnace filters, warm
air registers, baseboard heaters, and
radiators to ensure maximum heating
efficiency.

• Consider an energy audit. An energy audit
can offer tips on how to heat your home more
efficiently and save money on your energy
bills. Contact your utility company to find out
whether it offers free or discounted energy
audits, or visit energy.gov for more
information.

How can college students save and spend money
wisely?
College is a pivotal time in a
young adult's life. Students
gain a sense of independence
that is accompanied by

responsibility--especially when it comes to
finances. If you're a new college student, it can
be overwhelming to figure out how to save and
spend money wisely. However, if you take time
to plan, you won't have to worry about spending
money carelessly. And your parents will be glad
to avoid desperate pleas for cash over the
phone.

It may be helpful to review campus resources
ahead of time so you can eliminate items that
you don't necessarily need to bring with you to
school. Why bring your car and pay for an
expensive parking pass if you can use free
public transportation? Similarly, it might make
more sense to borrow textbooks from your
university's library or rent them rather than fork
over the dough to buy pricey books you'll use
for a single semester.

Next, establish a monthly budget. Track your
expenses for a month to determine where most
of your money is going, then look for the areas
where you need to reevaluate your spending.

For example, you may be spending too much
on take-out when you already have a prepaid
meal plan at your school. Take advantage of
your plan and put that money toward something
else in your budget like clothing or
entertainment.

What if you have excess cash? Set aside a few
dollars each week to create an emergency
fund. Over time, that money could accumulate,
and you never know when it might come in
handy.

But if you still find yourself strapped for cash,
most college campuses offer a variety of
part-time jobs that are designed to fit into a
student's busy schedule. Ask about a job the
next time you go to the gym for a workout or the
dining hall for a meal. Or you can use your
school's career service website to browse
work-study options available on campus. As
long as you're aware of what's available to you,
you'll be better informed to make wise money
decisions, which enables you to focus on
making the most of this chapter in your
academic career.
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