


Objectives

Understand the secrets of reducing your taxable income

Break down the federal tax reporting system

Remove the mystery of the tax return

Learn how to use deductions and exemptions to reduce your taxes
Discover simple changes to what you are already doing

Use four strategies to save tax dollars

Efficiently plan for future purchases and events

Know what records to keep just in case



Federal Taxes

As a general rule the federal government requires you to pay tax on your
income from whatever source derived

The Treasury Department administers the tax law and sets collection policies

The Internal Revenue Service (IRS) collects the taxes



Additional Taxes

State Income Taxes
Social Security Taxes
Medicare Taxes
Sales Taxes

Property Taxes
Excise Taxes

Gift and Estate Taxes



Progressive Tax System

o Under the US income-tax structure, the more you earn, the higher the rate at
which you pay. This system is called a Progressive tax system.

o Income is divided into specific ranges or Brackets, each with a separate tax rate.

2014 Income Tax Brackets
Married Filing Jointly
Taxable Income Marginal Tax Rate

$ 0-18,150 10%
$18,150-73,800 15%
$ 73,801-148,850 25%
$148,851-226,850 28%
$ 226,851-405,100 33%
$ 405,101-457,600 35%

$457,601 and up 39.6%



The Reporting System

* 1040EZ - If your financial affairs are simple

 1040A - To report income from several different sources, subtract IRA
deductions and education expenses

* 1040 - Using additional forms, schedules and attachments



Completing a Return

What Is Your Status?

As a taxpayer, you fit into one of several categories of filing status, including:

* Single

* Married filling jointly

* Married filing separately
* Head of household



From Gross Income To Tax Owed

Gross income

- _Adjustments
= Adjusted Gross Income

Income tax owed
- Credits
= Total Tax




Withholding

When should you withhold more?

* Having more than one job
* When both spouses work

* Highincome

* Large investment earnings

When you should withhold less:

e Home ownership

 Alarge number of dependents
e High state and local taxes

* Large tax credits



Tax Planning Is A Must

There are three areas on the tax form where you can plan to reduce your
total taxes:

1. Adjustments to income — deductions that reduce your gross income
dollar for dollar.

2. Standard, itemized, and personal deductions — further deductions to
your adjusted gross income.

3. Credits —a dollar-for-dollar offset against your tax liability.



Basic Tax Strategies

Four basic strategies for minimizing taxes:

Tax Reduction — deductions and credits used to reduce income taxes
Tax Deferral — an economic return not recognized for current tax purposes
Tax Avoidance — an economic return not subject to taxation

Income Conversion — convert ordinary income into more tax favorable form
of income



Sources of Income

Reported income comes in all different forms:

4 Salary 4 Alimony received P Rental property income

P Commissions b Lnemployment income P Taxable distributions
from IRAs and

P Bonuses P Capital gains or losses retirement plans

P Business income P Dividends P S corporation and
partnership income

4 Lp to 85% of Social P Taxable interest

Security income P Trust and estate

distributions
P Farmincome
P Royalties




Adjustments To Income

Traditional retirement accounts:
IRAs, 401k plans, 403b plans, etc.

* Contribution dollars are not counted towards earned income and are not
taxed.

* Earnings within the plan are not taxed until withdrawn.
e Contributions may reduce your income tax bracket.
* Further earnings on taxed deferred dollars.



Tax Exempt Forms of Accounts

Earnings are not counted toward income, therefore no tax is due, now or ever
on

* Roth retirement accounts

e Certain municipal bonds

529 Plans (if used for education expenses)

* Educational savings accounts (if used for education expenses)



Standard Deduction and Personal
Exemptions

* You can take either standard or itemized deduction, whichever is greater

e Standard deduction is based upon filing status (single, married filling
jointly, etc.)

* Personal exemptions may claim:
— Himself/herself
— Spouse
— Dependents



ltemized Deductions

Qualified home mortgage interest

Property taxes

In either 2014 State Income Tax or State & local sales tax
Special medical expenses over 10% AGI

Casualty and theft losses

Charitable contributions



Giving To Charity

e Reduces current income

* Give highly appreciated assets (stocks, real estate)
— Same deduction as with giving cash
— Avoid capital gains tax



Tax Credits

Deductions reduce your taxable
income

 Making work pay credit
 Earnedincome credit

e Additional child tax credit

* American opportunity credit

Credits reduce your Total Tax dollar-
for-dollar

* First-time homebuyer credit
* Federal tax on fuels credit

* Adoption credit

e Refund credit

 Health coverage tax credit



Shifting Income And Tax Liability

* Employing family members

e Shift investment earnings to children*
* Trusts

* Life Insurance/annuities

* Shift appreciated property to children*
e Gifting™

* Gift tax considerations



Home Equity Loans

Since interest on many home equity loans may be deductible — while interest

on consumer loans and credit cards is not — it may pay to arrange a home equity
loan



Paying Expenses With Pretax Dollars

The money is not included in your salary for tax purposes
* Flexible spending accounts

* Health reimbursement arrangement

* Health Savings accounts



Shifting Income And Deductions

* Postpone income to the next year
* Accelerating income into the current year
* Bunching deductions to exceed miscellaneous expenses percentage

=




Convert Ordinary Income To
Unearned Income

* Taxed at a specific (not progressive) rate
e Stocks can appreciate tax deferred
* Losses can be used to offset gains in income

* Be Careful!l The new Medicare (Affordable Healthcare) surtax of 3.8% applies
to unearned income for those with AGI above $200,000 single/$250,000 joint



Specific Tax Planning Strategies

Income

Investments

Marriage and divorce
Self-Employment

Personal residence/vacation home
Business owners

Gift and estate planning

Education



Keeping Records

You need records that show what you earned and what you spent...

c W-2

1099

* 1099-R

* 1099-DIV & INT
* 1099-INT
 1099-Q

* Receipts/checks
* Credit card slips
* Appointment book/log

Wages or salary

Miscellaneous earnings
Retirement income or distributions
Dividend earnings

Interest income

Tuition payments

Expenses

Expenses

Expense records



Information Sources

IRS - www.irs.gov

US Dept. of Treasury - www.treasury.gov
American Institute of CPAs - www.aicpa.org
360 Degrees of Taxes - www.360taxes.org
Social Security Administration - www.ssa.gov



Let WorkLife4You
Make Your Life a Little Easier!

Contact WorkLifedYou 24/7:

1-877-WL4-NOAA - (1-877-954-6622)
(TTY: 1-800-873-1322)

http://www.worklifedyou.com
Look for the Member Login box

Not a registered member yet? Follow the “Start Now” link and
enter Registration Code: noaa






