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Though it may seem as if
the ink has barely dried on
your 2010 federal income
tax return, the end of 2011
is now visible on the
horizon. Here are some
things to consider as you

take stock of your current tax situation.

The 2% difference
If you're an employee, 6.2% of your wages (up
to the taxable wage base--$106,800 in 2011)
would normally be withheld for your portion of
the Social Security retirement component of
FICA employment tax. But legislation passed in
December 2010 included a temporary one-year
2% reduction in this tax. That means for 2011,
you're paying the tax at a rate of 4.2%. If you're
self-employed, the 12.4% you would normally
pay for the Social Security portion of your
self-employment tax is reduced to 10.4%.

Have you earmarked the resulting extra dollars
in your paycheck efficiently by, for example,
paying down high-interest debt or saving for
retirement? If you haven't, consider making up
for it by contributing an extra 4% of your income
to your 401(k) or an IRA for the remainder of
the year. By applying the extra money toward a
long-term goal, the potential benefit of the
temporary tax reduction can extend beyond
2011.

Tax rates
The same federal income tax rates that applied
in 2010 continue to apply in 2011 and 2012
(depending on your taxable income, you'll fall
into either the 10%, 15%, 25%, 28%, 33%, or
35% rate bracket). And, as in 2010, long-term
capital gains and qualifying dividends in 2011
and 2012 continue to be taxed at a maximum
rate of 15%; if you're in the 10% or 15%
marginal income tax brackets, a special 0%
rate will generally apply. So, unlike this time last
year, you don't have to contend with the
uncertainty of not knowing what next year's tax
rates will be.

That consistency, however, does not apply to
the alternative minimum tax (AMT)--essentially
a parallel federal income tax system, with its

own rates and rules. While the December
legislation extended regular income tax rates
through 2012, it only extended AMT relief (in
the form of increased AMT exemption amounts)
through 2011. You can probably expect another
AMT fix in legislation later this year, since
without it there would be a dramatic increase in
the number of individuals subject to AMT in
2012. But that leaves a fair degree of
uncertainty today, however, as you consider
your overall tax situation.

Also worth noting
Small business stock: Generally, individuals
may exclude 50% of any capital gain from the
sale or exchange of qualified small business
stock provided they meet certain requirements,
including a five-year holding period. For
qualified small business stock issued and
acquired after September 27, 2010, and before
January 1, 2012, however, 100% of any capital
gain may be excluded from income if the stock
is held for at least five years and all other
requirements are met.

IRA qualified charitable distributions: Absent
additional legislation, 2011 will be the last year
that you'll be able to make qualified charitable
distributions (QCDs) of up to $100,000 from an
IRA directly to a qualified charity if you're age
70½ or older. Such distributions may be
excluded from income and count toward
satisfying any required minimum distributions
(RMDs) that you would otherwise have to
receive from your IRA in 2011.

Depreciation and IRC Section 179 expensing: If
you're a business owner or self-employed
individual, you're allowed a first-year
depreciation deduction of 100% of the cost of
qualifying property acquired and placed in
service during 2011 (the "bonus" first-year
additional depreciation deduction will drop to
50% for property acquired and placed in service
during 2012). For 2011, the maximum amount
that can be expensed under IRC Section 179 is
$500,000, but in 2012 the limit will drop to
$125,000.

A recent article in Investment News was
titled "Someday is not a day of the
week." Are you guilty of procrastinating
on your financial plan? The article
suggests that procrastination on
retirement planning produces bad
outcomes due to wasted time and lost
opportunities. We all procrastinate on
different things but retirement planning
should be addressed early on before
retirement, and if not done, then the
sooner the better! We are here to help
you not procrastinate. Why not call and
set up an appointment today... not
"someday."

If you know someone who needs
budgeting help or just a better way to
manage their cash and eliminate debts,
Leslie once again will be teaching Dave
Ramsey's Financial Peace class at The
Grace Place in Stuart starting
Wednesday June 22nd from 7-8:30pm.

May summer bring some great trips and
some slower times to catch up!

Leslie Corcoran, CFP and Jackie
Goldstick, CFP



The New Face of Socially Responsible Investing
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Feeling strongly about the societal benefit or
harm your money might be supporting doesn't
mean you have to forgo pursuing a return on
your investments. Socially responsible investing
allows you to further both your own economic
interests and a greater good.

The concept of putting your money where your
mouth is first gained widespread attention
during the 1970s, when such highly charged
political issues as the Vietnam War and
apartheid in South Africa led some investors to
try to make sure their money didn't support
policies that were counter to their beliefs. Since
then, a wide variety of investment products,
such as socially conscious mutual funds, have
been developed to help people invest in ways
consistent with a personal philosophy.
However, individuals aren't the only ones to
adopt responsible investing principles; many
colleges and universities, government pension
and retirement funds, and religious groups do
so as well.

There are many approaches to what may also
be known as mission investing, double- or
triple-bottom-line investing, ethical investing,
socially conscious investing, green investing,
sustainable investing, or impact investing.

Screening potential investments
This is perhaps the best known aspect of
socially responsible investing: evaluating
investments based not only on their finances
but on their social, environmental, and even
corporate governance practices. The process
may be negative, eliminating companies whose
products or actions are deemed contrary to the
public good. Examples of companies that are
frequently excluded from socially responsible
funds are those involved with alcohol, tobacco,
gambling, defense, and those that contribute to
environmental pollution or that have significant
interests in countries considered to have
repressive or racist governments.

However, as socially responsible investing has
evolved, the screening process has become
increasingly positive, using screens to identify
companies whose practices actively further a
particular social good, such as protecting the
environment. For example, green technology
that can help address environmental problems
has attracted the interest of many investors
who see not only a social good but an
opportunity for profit.

Shareholder activism
Both individual and institutional shareholders
have become increasingly willing to pressure
corporations to adopt socially responsible
practices. In many cases, having a good social

record can enhance business, making a
company more attractive to investors.
Shareholder advocacy can involve filing
shareholder resolutions on such topics as
corporate governance, climate change, political
contributions, environmental impact, and labor
practices. Such activism got a boost from the
SEC when it adopted the so-called "say on pay"
rule as part of the Dodd-Frank financial
reforms. As of April 2011, companies over a
certain size must allow shareholders a vote on
executive pay at least once every three years.
Though the vote is nonbinding, it could give
institutional investors a stronger hand in
advocating for other interests.

Community investing
Still another approach involves directing
investment capital to communities and projects
that may have difficulty getting traditional
financing. Investors provide money that is then
used to make or guarantee loans to
organizations that help traditionally
underserved populations with challenges such
as gaining access to affordable housing, finding
jobs, and receiving health care.

Impact investing
A recent development focuses not only on
investment returns and social benefit, but on
measuring and managing performance in both
of those arenas. So-called "impact investing"
aims not only to minimize negative impact and
enhance social good, but to do so in a way that
maximizes efficient use of the resources
involved, using business-world methods such
as benchmarking to compare returns and
gauge how effectively an investment fulfills its
goals. In fact, some have made a case for
considering impact investing an emerging
alternative asset class, since such investments
may not be highly correlated with traditional
assets such as stocks or bonds.

Know your goals
When investing for the greater good, make sure
your expectations are clear and realistic. "The
public good" may be defined differently by
every investor. Also, many socially responsible
funds achieve solid financial returns; others
may not.

Note: Before investing in a mutual fund,
carefully consider its investment objectives,
risks, fees, and expenses, which can be found
in the prospectus available from the fund; read
it carefully before investing.

Though past performance is
no guarantee of future
results, you should make
sure your expectations (both
financial and social) are
realistic and in line with
what you hope to achieve.



These Deferred Annuity Mistakes Can Be Taxing
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The tax treatment of nonqualified deferred
annuities (annuities that are not part of a
tax-qualified plan such as an IRA or 401(k))
appears to be fairly clear-cut:

• A distribution that represents a return of your
investment in the contract is not taxed

• Earnings aren't taxed until they're withdrawn
• Earnings are taxed as ordinary income and

not capital gains, and
• A distribution of earnings taken before age

59½ is subject to a 10% tax penalty unless an
exception applies

Simple, right? Yes--except for those particular
circumstances that trigger unexpected tax
consequences.

Ownership by a "non-natural entity"
"Non-natural entity" is tax speak meaning the
annuity owner is not a human being, but is an
entity (e.g., trust, partnership, corporation). This
creates a situation where the annuity is not
treated as a tax-deferred annuity, so any
earnings will be taxed to the annuity
owner/entity as ordinary income during the
current year--even if the earnings haven't been
distributed.

There are some exceptions to this rule. It
doesn't apply to immediate annuities or those
considered qualified funding assets (e.g.,
annuities held for periodic payments due to
personal injury settlements). Also, the annuity
may not lose its tax-deferred status if the
non-natural entity/owner is acting as the agent
for a natural person. For example, ownership of
the annuity by the estate of a deceased annuity
owner, or the trustee of an IRA or qualified
plan, will not, in and of itself, remove its
tax-deferred status.

Certain revocable (grantor) trusts may also be
the annuity owner without negating the
annuity's tax-deferred status, as long as all of
the trust beneficiaries are natural persons.
However, if an irrevocable (non-grantor) trust,
such as a credit shelter trust, is the annuity
owner, distributions of earnings from the
annuity may be subject to an additional 10% tax
penalty. That's because exceptions to this
penalty that are available to a person/annuity
owner don't apply to a non-natural entity. For
example, a non-natural entity can't claim to be
over age 59½, nor can it be disabled from work.

Gifting an annuity contract
If you make a gift of an annuity you own,
special income tax rules apply. If you owned
the annuity for some time before making the
gift, you are subject to a tax on the difference
between the value of the annuity (its cash

surrender value) and the amount you have
invested in the contract (your premiums). You
would have to claim the income in the tax year
you make the gift. This rule applies to gifts of
annuities to charities and charitable remainder
trusts as well. A gift of an annuity contract
between spouses generally does not trigger this
tax, however.

A trust as your annuity beneficiary
Revocable living trusts are a common estate
planning tool. Often, an annuity owner/trustor
will name the trust as beneficiary of an annuity.
However, if you're survived by a spouse,
naming the trust as the annuity beneficiary may
remove some settlement options your spouse
would otherwise have.

Generally, a surviving spouse named as
beneficiary of a deferred annuity has four
options available: (1) take the full death benefit
in a lump sum (the earnings will be treated as
taxable income at the time the benefit is paid);
(2) take the annuity proceeds over a period of
five years; (3) elect to receive the annuity
payments over a period of time not to exceed
his or her lifetime (with the last two options,
each payment is part nontaxable return of
investment and part taxable earnings); or (4)
the surviving spouse may also have the unique
option of becoming the new owner of the
inherited annuity, in which case the annuity can
continue in deferral (the spouse doesn't have to
take any payments).

However, by naming the trust as beneficiary
instead of your spouse, you'd be eliminating the
last two options for your spouse--even if your
spouse is the beneficiary of the trust. With the
trust as beneficiary, the annuity proceeds would
have to be paid in a lump sum or over five
years following your death. If your annuity has
significant earnings, those earnings would be
taxed upon distribution, even if your spouse
neither needs nor wants the proceeds.

Using an annuity as collateral for a loan
Using your deferred annuity as collateral for a
loan may result in the unwanted realization of
taxable income to you. For instance, say the
basis (premiums paid) in your annuity is
$100,000 and it's now worth $150,000. If you
use this annuity as collateral for a loan, the
collateral assignment is treated like a
distribution and all of the gain (i.e., $50,000) will
be taxable to you as ordinary income.

The income tax rules for deferred annuities can
be tricky, so before making any ownership or
beneficiary designation changes, consult your
financial or tax professional.

The situations described
here relate to deferred
annuities. Different tax rules
may apply to annuities in
the payment stage
(annuitization).
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What is a funeral trust?
A funeral trust is a contract
you enter into with a provider
of funeral or burial services.
Often, the trust is entered into
directly with the funeral home,

which may agree to "lock in" costs for future
funeral or burial services at an agreed upon
price. The funeral home sometimes serves as
trustee (manager of trust assets), and you
usually fund the trust with cash, bonds, or life
insurance. A revocable funeral trust can be
changed and revoked by you at any time. An
irrevocable trust can't be changed or revoked,
and you generally can't get your money out
except to pay for funeral services.

Irrevocable funeral trusts may also help you
qualify for long-term care benefits through
Medicaid. These trusts may be funded with
assets that would otherwise be countable
resources for Medicaid. They are also often
sold through insurance companies, in which
case they are typically funded with
single-premium whole life insurance. Trust
assets, including life insurance death benefits,
are not countable resources when trying to
qualify for long-term care benefits through
Medicaid. And you can fund the funeral trust

right before entering the nursing home--there's
no "look-back" period for these transfers.

Another advantage of funding your trust with life
insurance is that the trust will have no taxable
income to report, since life insurance cash
values grow tax deferred. Otherwise, income
from trust assets may be taxed to you as the
trustor (creator of the trust) unless the trustee
elects to treat the trust as a qualified funeral
trust by filing form 1041-QFT with the IRS, in
which case trust income is taxed to the trust.

But what if you want to change funeral homes,
or the facility you selected goes out of
business? Does your irrevocable trust allow you
to change beneficiaries (e.g., funeral homes)?
Are trust funds protected from creditors of the
funeral home? States have laws regulating
prepaid funeral trusts that often require funeral
homes to keep trust assets separate from their
own business assets--keeping them safe from
funeral home creditors. And most irrevocable
trusts are transferable to another funeral home
should the initial business fail or you change
funeral homes.

Forefield Inc. does not provide
legal, tax, or investment advice. All
content provided by Forefield is
protected by copyright. Forefield is
not responsible for any
modifications made to its materials,
or for the accuracy of information
provided by other sources.

What is a pet trust?
A pet trust is a contract you
use to provide for the care and
financial support of your pet
upon your disability or death.
As the trustor (creator) of the

trust, you fund the trust with property or cash
that can be used to provide for the care and
protection of your pet based on the instructions
you lay out in the trust.

Your pet trust should name a trustee, who will
carry out your instructions for the care of your
pet, including handling and disbursement of
trust funds and turning your pet over to the
person or entity you designate to serve as your
pet's caregiver.

As with most trusts, you can create your pet
trust while you're alive (an inter vivos or living
trust) or at your death through your will (a
testamentary trust). In either case, you can
generally change the terms of your pet trust at
any time during your lifetime to accommodate
changing circumstances. If you create an inter
vivos trust, you can fund it with cash or property
either during your life or at your death through
your will. A testamentary trust is only funded
after you die.

Some of the instructions to consider for your
pet trust include: provisions for food and diet,
daily routines, toys, medical care and grooming,
how the trustee or caregiver is to document
expenditures for reimbursement, whether the
trust will insure the caregiver for any injuries or
claims caused by your pet, and the disposition
of your pet's remains.

You may also want to name a person or
organization to take your pet should your trust
run out of funds. Also, consider naming a
remainder beneficiary to receive any funds or
property remaining in the trust after your pet
dies.

A potential problem arises if your pet is
expected to live for more than 21 years after
your death. That's because the "rule against
perpetuities" forbids a trust from lasting beyond
a certain period of time, usually 21 years after
the death of an identified person. However,
almost every state has laws relating to pet
trusts that address this issue in particular and
allow for the continued maintenance of the trust
even if its terms would otherwise violate the
rule.


