Make Disability Insurance Less Taxing

Disability insurance can be a valuable
part of your risk management plan. If
you cannot work because of an illness or

infury, you m right ioss income, Disabiliry
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100% of your income. As a rule, disability

policies will replace no more than 60% or
70% of your income.
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and face more financial challenges. What,s InSIde :“
Tax treatment
A basic rule governs the raxation of
disability benefits. If you pay for disability
insurance with your own after-tax dollars,
your benefits will be tax free. However, if
your employer pays the premiums, you
will owe income tax on any disabiliry
benefits that you receive. That's the federal
income tax treacment, which typically is
followed by states, as well.

Many people have some form of
disability coverage at work. If you have
group coverage there, and you pay for
ir, you'll receive tax-free benehrs in case
youTe disabled, Even if you pay for your
cov mg through payroll withholding, as

as you pay income tax on the money
s wir f held, you'll qualify for tax-free
silie

@em

ity benefits.
e employers have a cost-sharing

arrangement. If so, employees will receive
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You might not be able to convince
your employer to trear its disability
imsurance premiums as taxable
compensation. Even if you can arrive
at such an arrangement, you mighe
feel rha your group coverage is

i In erther siruarion, you

may want to purchase individual

disability insurance, in addition to
your group coverage.

As long as you pay for individual
di qa’bﬁ%ty insurance with your own
afrer-tax dollars, which rypically will
be rhe case
benehts ¢

p@iides can have other advantages:

. you'll owe no tax on any
1ar you'll receive. Individual

they might offer additional benefic
amounts and longer payout periods
than group poimu. Also, you can
rake your individual'insurance wirh
you if you change jobs. Individual
disability policies may be expensive,
though, so shop carefully and work

with a well-recommended agent,

Multiple Choice

% If you have multiple IRAs,
“}J v must calculate the
annual RMD for each

sne, and then add them
all together for your total
RMD,

< Say your RMD for IR/

Ais i§§ 000 this year; your
BMD for IRA B is $3,000
and your RMD for IRA C
is $2,500, Your roral RMD
for the year is $6,500.

% You can withdraw thar
36,500 from any or all of
your IR As in any manner
tha
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Required minimum distributions
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{(RMDs) begin afrer you reach age

+ Grace Turner was
v half of 1941, 50 she
v 2011, Her cousin

Stan Qavzx was born a few months
iarer in the second half of 1941. Stan
will be 7074 in 2012,
Your ofhicial required beginning
dare (RBD) is April 1 of the year
after you reach 70%. Therefore,

races RBD is April 1, 2012, Scan,

is ;‘;.‘;S = f(‘\‘»’ §"“*G§3f 15 younger,

won't reach his RBD until one year
tater: April 1, 2013,

aling With Required Distributions

need funds. However, if you wichdraw
Ems than your RMD, you will owe a

50% penalty on the shorrfall.

Assume thar Grace has not needed,
and will not need, to rake money
from her IRA and, therefore, plans
to take only her RMD. To determine
how much she must withdraw, Grace
begins by checking her IRA balance
on December 31, 2010, Assume thar
it was $200,000. (In practice, your
IRA custodian probably will make the
calculation for you. This illustration
explains the process, to help you with
your planning.)

Grace's next step is to check the
Uniferm Distribution Table, which
is found in IRS Publicarion 590 and
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Grace must withdraw th x amount years. Dividing $205,000 by 26.5,
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from her rradirional IRA Grace derermines thar her next

y April |
2012, (If Grace 33 so has a Rafh ERi\ RMD will be $7,736. This process
she can ignore that account because will continue as long as Grace has
Rotch ‘{Rm owner 1t have RMDs money in her traditional IRA,
from rtheir Rorh | Q %S MNote thar Grace must withdraw

aver $15,000 from her IRA this
vear, with two RMDs. This might
push her into 2 higher tax bracker for
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the year. As you approach age 70¥
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RMD by December 31 of the year

you reach 70%, rather than waiting
1t Grace's tmzii the following April 1. Taking
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Weighing the Benefits of Medicare Advantage
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for Medicare, the federal health

surance program for seniors.

Ems may find thar Medicare offers

1

better coverage at a lower cost than

3
the coverage you had previousiy.

standard {original)

However, the
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Medicare program has severa
shortcomings.
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can be thousands

of dollars per
year. Married
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couples with both spouses on and hespitals, so they resemble

health maintenance organizations
(HMOs) and preferred provider
organizations (PPOs). As long as

Medicare might face extremely high
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prem ium pay ments.

T&k%§§§ advantage members stay in the network, they
Abour 1’ iillion seniors usually have mﬁdc r costs. You
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policy and, often, don't need to buy

a Part D plan, either. What's move,
some Medicare Advanrage plans
offer health benefits not offered by
Medicare; these mighr include dental
care, vision care, and even health club

memberships.

Paying the price

What costs will you incur if you choose
a Medicare Advantage plan? They vary,
from plan to plan. You will continue to
pay vour Medicare Part B premium,
which might be as low as $99.90 per
month or much more, depending

on your income. You may pay an
addirional monthly charge o your

Medicare Advantage plan, but thars
not always the case; some plans charge
1othing at all to members excepr the
copays for the care they receive.

In general, as long as

o STay
wirhin the nerwork, Medicare
Adv
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ntage plans typically cost

han original Medicare plus a
2
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Medigap policy plus a Part D drug
plan. That may be a good choice, if
you are willing to give up the freedom
ro choose frem a broader universe

of health care providers. If you think
that this would be a worthwhile
strategy, check to see whether a plan
includes your preferred physicians in
irs nerwork.

At www.medicare.gov/hind-
a-plan, 2 Medicare Plan Finder
provides costs, lists of covered
drugs, and a quality rating system
that goes up to five stars. If you
do choose a Medicare Advantage
plan and are nor pleased with your
choice, don't fret. You can leave a
Medicare Advantage plan and move
ro original Medicare until February
14, 2012; you can switch into a
five-star Medicare Advantage plan
at any time. Also, from October
15 to December 7, 2012, you can
join, switch, or drop a Medicare
Advantage plan for 2013. ®

JANUARY 2012

January 17

individuals. Make a payment of your estimated tax for 2011 if you
did not pay your income tax for the year through withhoiding {(or did
not pay enough in tax that way): Use Form 1040-ES. This Is the final
instaliment date for 2011 estimated tax. However, you don't have to
make this payment if vou file vour 2017 return-and pay any tax due
by January 31, 2012

Employers. For Social $écaré€y, Madicare, withheld income tax, and
nonpayroll withholding, deposit the fax for payments In December if
the monthly rule applies.

January 31

All businesses. Give annual information statements Forms 1089
to recipients of certain payments you made during 2011, Payments
that are covered include (1) compensation for workers who are not
considered emplovess, (2) dividends and other corporate distributions,
{8) intorest; (4 amounts-paid-in-real-estate fransactions; (B) rents, (8}
royalties, (7) amounts paid in broker and barter exchange transactions,
(8) payments toattorneys, (9) profit-sharing distributions, (10) retirement
plan distributions, (11) original issus discounts, {12) prizes and awards,
(13) medical and health care payments, (14) debt cancellations (ireated
as payment to debtor), (15) payments of Indian gaming profits to tribal
members, and (16) cash payments over $10,000. There are different
forms for different types of payments.

Emniavars. Give yonur amninveas their ronies of Foarm W9 for 2011

For Social Security, Medicare, and withheld income fa, file Form 941
for the fourth quarter of 2011, Deposit or pay any undeposited tax. If
your tax Hability is less than $2,500, you can pay it with the retum, if
you deposited the tax for the quarter in full and on time, you have until
February 10 to file the return.

For fedsral unemployment tax, file Form 840 {or 940-E2Z) for 2011,
If your undeposited tax is $500 or less, you can either pay it with
your return or deposit it. If it is more than $500, you must deposit it
However, if you already deposited the tax for the year in full and on
time, vou have until February 10 to file the return,

FEBRUARY 2012

February 18

individuals. If you claimed exemption from income tax withholding
last year on the Form W-4 that you gave your employer, you must file
a new Form W-4 1o continue your exemption for another year,

Employers. Begin withholding income tax from the pay of any
employes who claimed exemplion from withholding in 2011, but did
not give you a new Form W-4 fo continue the exemption for 2012,

Employers, For Social Security, Medicare, withheld income tax, and
nonpayroll withholding, deposit the tax for payments in January if the
monihly rule applies.

February 29
All businesses. Fils information returns {Form 1098) for certain
noavments yni mada during 2011 uan file Frrms 1000 alartrniealiv




