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With the hotter weather here, we
hope you are enjoying spending time
with your family and friends. Before
the children and/or grandchildren
head back to school, we wanted to
provide you with some useful
information. If you have any
questions, please don't hesitate to
call or email your Advisor.
Thank you,
Creative Financial Group

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
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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.

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.

That consistency, however, does not apply to
the alternative minimum tax (AMT)--essentially
a parallel federal income tax system, with its
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Medicare and Medicaid: Do You Know the Difference?
Medicare and Medicaid were signed into law 36
years ago to protect older and poorer
Americans against the high cost of health care.
Ironically, it's the high cost of providing health
care through these programs that now
threatens federal and state budgets, leading to
calls for Medicare and Medicaid reform.
Although these programs are often lumped
together, they function quite differently. Here's a
look at the coverage each provides.

Medicaid, not Medicare, is
the primary payer of nursing
home care in the United
States. Although Medicare
pays for short-term skilled
nursing or rehabilitative care
in a skilled nursing facility,
it does not pay for extended
care in a nursing home or
for other custodial long-term
care. Custodial care is help
with daily activities such as
eating, bathing, dressing,
and using the bathroom.
Some individuals need both
short-term and long-term
care; for example, someone
who has suffered a stroke
may receive rehabilitation
services in a skilled nursing
facility, but may later be
admitted to a nursing home
in order to receive custodial
long-term care services.
For more information, visit
the Centers for Medicare &
Medicaid Services website
at www.cms.gov.

known as a "dual eligible" beneficiary.
Generally, individuals who are eligible for both
programs are older or disabled (or both) and
need help paying their Medicare costs because
they have very low incomes. Medicaid covers
premiums, deductibles, co-payments,
coinsurance, and other Medicare costs and
provides some health benefits that Medicare
does not. Individuals in nursing homes are
often dual eligible beneficiaries, and that's
partly behind the misconception that Medicare
What is Medicare?
pays for nursing home or other long-term care
Medicare is a health insurance program funded (it does not--see sidebar); instead, Medicaid is
and run by the federal government that
the primary payer of nursing home bills.
guarantees health coverage to older
Because many older individuals cannot afford
Americans. Medicare is not income-based.
the high cost of nursing home care and exhaust
People who have paid Medicare taxes on their their savings, they eventually become eligible
earnings are automatically eligible at age 65,
for Medicaid.
but some people with disabilities qualify for
Medicare
Medicaid
Medicare coverage earlier than age 65, and
people with end-stage renal disease qualify at
Primarily age-based; Primarily
any age.
individuals age 65 and means-based;
Medicare offers three main types of coverage.
Part A covers inpatient hospital care, as well as
short-term skilled nursing care, hospice care,
and home health care under certain conditions.
Part B covers medical services such as doctor's
visits, outpatient care, and laboratory tests. Part
D covers prescription drugs. If you or your
spouse has paid Medicare taxes while working,
you generally won't pay a premium for
Medicare Part A coverage, but you'll pay a
premium if you want to enroll in Part B or in
some (but not all) Part D plans. You'll also need
to pay certain out-of-pocket costs such as
deductibles, co-payments, or coinsurance
costs, depending on the types of coverage you
have.

What is Medicaid?
Medicaid is a health insurance program funded
by both the federal government and state
governments to provide coverage to Americans
of all ages who have low incomes and no
health insurance. States administer their own
Medicaid programs under federal guidelines.
They must cover individuals on public
assistance, but they may also opt to cover other
groups and establish eligibility requirements.
Children, families, people with disabilities, and
older individuals may all receive Medicaid.
If you're eligible for Medicaid, you may have to
pay a small co-payment when receiving
medical services, but most of your health-care
costs will be covered.

Can you be eligible for both Medicare
and Medicaid?

older qualify, along
with some individuals
with disabilities

individuals of any age
with low incomes who
meet eligibility
requirements may
qualify

The federal
government runs
Medicare, and the
program is the same
for all Americans

State governments
run programs under
federal guidelines, so
programs vary from
state to state

Financing comes from Financing comes from
federal funds; partly
federal, state, and
financed through
local revenue
payroll taxes and
premiums
Medicare Part A
provides coverage for
hospital stays;
Medicare Part B
covers the cost of
doctor's bills,
laboratory costs, and
some outpatient costs;
Medicare Part D
covers some
prescription drug costs

Broader coverage of
health costs than
Medicare, including
inpatient and
outpatient care,
prescription drugs,
laboratory costs,
family planning, and
nursing home care
(types of coverage
may vary from state to
state)

Medicare beneficiaries
may pay deductibles,
co-payments,
coinsurance costs,
and premiums

Medicaid generally
pays all approved
charges, though a
small deductible or
co-payment may be
required

Yes--if you're eligible for both programs, you're
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Social Security Survivor's Benefits
You might think Social Security is a program
that only provides you with a monthly income
after you retire. But what you might not realize
is that Social Security may also provide monthly
payments in the form of survivor's benefits,
based on your work record, to certain members
of your family after your death.

Earning survivor's benefits

Of the total new benefits
awarded by Social Security
in 2009, 16% was paid to
survivors of deceased
workers. Source: Social
Security Administration

In order to be able to provide Social Security
survivor's benefits to your family, you have to
earn those benefits. Generally, to be eligible for
survivor's benefits, you must pay Social
Security taxes and you have to work long
enough to earn sufficient credits to be fully
insured. The length of time you need to work
and pay Social Security taxes depends on your
age--the younger you are, the fewer years you
need to work. But in any case, if you've worked
at least 10 years (the equivalent of 40 credits)
you'll be fully insured for any Social Security
benefits, including survivor's benefits.

Your unmarried children may receive survivor's
benefits if they are younger than age 18 or age
19 if they're attending elementary or secondary
school full-time. If your child was disabled
before reaching age 22, and remains disabled,
he or she is eligible for benefits at any age.
Also, your stepchildren, grandchildren,
stepgrandchildren, or adopted children may be
eligible for benefits under certain conditions.
Your dependent parents can get survivor's
benefits if they're at least age 62 and you
provide at least one-half of their support.

How much will the benefits be?

The easiest way to find out how much your
family may receive in survivor's benefits is by
checking your Social Security statement, which
is sent to you each year beginning at age 25.
Generally, survivor's benefits are based on your
basic benefit amount, which can be increased
by delayed retirement credits, or reduced if you
claimed retirement benefits before reaching full
Even if you haven't worked long enough to be
retirement age. The amount your survivors
fully insured, if you've worked at least 1½ years receive is based on a percentage of your basic
out of the 3 years immediately before your
benefit, and the percentage, in turn, is based on
death, survivor's benefits will be available to
the survivor's age and relationship to you.
your dependent children and to your spouse if
For example, at full retirement age, your
he or she is caring for your children.
surviving spouse can receive 100% of your

Who can receive survivor's benefits?
Your spouse is eligible to receive full survivor's
benefits at your spouse's full retirement age.
Full retirement age is 66 for people born
between 1945 and 1956, and gradually
increases until reaching age 67 for people born
in 1962 or later. Your spouse can receive
reduced survivor's benefits as early as age 60.
If your spouse is disabled, he or she can begin
receiving survivors benefits as early as age 50.
And your spouse can receive survivor's benefits
at any age if he or she is caring for your child
who is receiving Social Security benefits and is
under age 16 or disabled.
Your former spouse, if you've been divorced,
may receive survivor's benefits if your marriage
lasted at least 10 years, and your former
spouse does not remarry before age 60
(remarriage after age 60 will not affect your
former spouse's eligibility for benefits based on
your work record). If your former spouse is
caring for his or her child who is under age 16
or who is disabled and entitled to benefits
based on your work record, your former spouse
may receive benefits at any age. In that case,
your former spouse need not meet either the
age or length-of-marriage requirements.

retirement benefit. However, if your spouse
claims survivor's benefits between age 60 and
under full retirement age, then the benefit will
be reduced to between 71% and 99%,
depending on his or her age. An eligible child
and a surviving spouse caring for a child under
age 16 would receive 75% of your benefit
amount. At your death, there is also a one-time
death benefit of $255 paid to your surviving
spouse or child under certain circumstances.

Limits on benefits
Depending on the circumstances, the total
amount of monthly benefits your family can
receive is capped at between 150% and 180%
of your retirement benefit amount. Your
survivor's benefits may be reduced if you're
receiving a pension from an employer that
didn’t contribute to Social Security, like federal
civil service, or if you're under your full
retirement age but still working, and your
earnings exceed certain limits.
Social Security survivor's benefits are an
important means of providing for the continued
support of your family members after your
death. For more information, go to the Social
Security website, www.ssa.gov.
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Can the IRS waive the 60-day IRA rollover deadline?
If you take a distribution from
your IRA intending to make a
60-day rollover, but for some
reason the funds don't get to
the new IRA trustee in time,
the tax impact can be devastating. In general,
the rollover is invalid, the distribution becomes
a taxable event, and you're treated as having
made a regular, instead of a rollover,
contribution to the new IRA. But all may not be
lost. The 60-day requirement can be
automatically waived in some cases, and the
IRS has the discretion to waive the rule in
others. The 60-day requirement is automatically
waived if all of the following apply:

• The funds are deposited within 1 year from
the beginning of the 60-day rollover period
• It would have been a valid rollover if the
financial institution had deposited the funds
as instructed
If you don't qualify for an automatic waiver, you
can apply to the IRS for a discretionary waiver.
The IRS may waive the 60-day requirement
where failure to do so would be against equity
or good conscience, such as in the event of a
casualty, disaster, or other event beyond your
reasonable control. The IRS will consider all
relevant facts and circumstances, including:

• Whether errors were made by the financial
institution (in addition to those described
• The financial institution receives the funds on
under automatic waiver, above)
your behalf before the end of the 60-day
rollover period
• Whether you were unable to complete the
rollover on a timely basis due to death,
• You followed all the procedures set by the
disability, hospitalization, incarceration,
financial institution for depositing funds into
restrictions imposed by a foreign country, or
an IRA within the 60-day period (including
postal error
giving instructions to deposit the funds into an
IRA)
• Whether you used the amount distributed
• The funds are not deposited into an IRA
• How much time has passed since the date of
within the 60-day rollover period solely
distribution
because of an error on the part of the
financial institution

What is the IRA one-rollover-per-year rule?
The one-rollover-per-year rule
is a little known provision that
says you can only make one
rollover from a particular IRA
to any other IRA in any
12-month period. A violation of the rule can
have serious adverse tax consequences.
Luckily, it's a problem that's very easy to avoid.

any distribution from IRA B that you receive
before January 1, 2012, can't be rolled over.
You can, however, receive a distribution from
IRA C and roll it over to any other IRA without
restriction.

This is best understood with an example.
Assume you have three IRAs, A, B, and C. On
January 1, 2011, you receive a distribution from
IRA A and, within 60 days, you roll that
distribution over to IRA B. The
one-rollover-per-year rule says that any other
distribution from IRA A that you receive before
January 1, 2012, can't be rolled over. Similarly,

trustee (you never receive the funds). The rule
also doesn't apply to conversions of traditional
IRAs to Roth IRAs. So you can make as many
trustee-to-trustee transfers, or Roth IRA
conversions, as you like in any year--the
one-rollover-per-year rule will not apply.

What happens if you violate the rule? The
disallowed rollover is taxed as a distribution to
you; if you're not age 59½, the additional 10%
Here's how the IRS states the rule: "If you make early distribution penalty may apply; you're
a tax-free rollover of any part of a distribution
treated as having made a regular, rather than
from an IRA, you cannot, within a 1-year period, rollover, contribution to the receiving IRA, so a
make a tax-free rollover of any later distribution 6% excess contribution penalty may apply; and
from that same IRA. You also cannot make a
you may be subject to additional penalties if
tax-free rollover of any amount distributed,
you fail to report the "rollover" as a distribution
within the same 1-year period, from the IRA into on your income tax return.
which you made the tax-free rollover. The
So how do you avoid the problem? It's easy.
1-year period begins on the date you receive
Use direct transfers instead of 60-day rollovers.
the IRA distribution, not on the date you roll it
The rule doesn't apply when IRA funds are
over to an IRA."
transferred directly from one trustee to another
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