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This newsletter strives to provide
factual and up-to-date information
on the topics discussed, but it
should not be regarded as a com-
plete discussion of these issues.
The reader is advised to engage the
services of a competent profes-
sional before taking action on any
subject matter discussed.

Helping You Chart a Brighter Financial Future

Preparing Financially for Disaster

Disasters — be it hurri-
canes, earthquakes or
terrorist attacks — are
sadly an inevitable fact of
life. And just as you
might protect in advance
your house and personal
belongings from disas-
ters, so too you must pre-
pare your personal and
financial information.

What does that entail?
What is the near equiva-
lent of boarding up your
windows for your per-
sonal and financial infor-
mation? In short, it sim-
ply means that you need
to backup, document and
record all of your personal
and financial information
to go along with those
records (photos, videos or
otherwise) you keep for
insurance claims substan-
tiation purposes. These
records could be photo-
copies, electronic images,

computer files
burned onto a CD-
ROM or an online
backup service.

Individuals need to
make copies of
their personal and
financial docu-
ments, including
birth, death and
marriage certifi-
cates; social secu-
rity cards; pass-
ports; medical re-
cords; personal
identification, including
driver’s license; recent
bank and brokerage ac-
counts; property deeds,
mortgage and home eq-
uity notes; car title; in-
surance policies and con-
tact numbers; credit and
debit cards, including
contact numbers; tax re-
turns for the past 3 years;
the location of wills,
trusts and powers of at-

torney; names and contact
numbers for executors,
trustees and guardians; a
list of financial advisers
and contact information;
and a list of user IDs and
passwords for online ac-
counts.

Individuals also need to
create a household inven-
tory; this might entail tak-
ing and storing photos or a
(continued on page 4)

Year End Tax Planning Notes

Uncle Sam is giving many
taxpayers a break.

Recognizing the soaring
gasoline price increases,
the IRS has announced
an increase to the op-
tional standard mileage
rates for the final 4
months of 2005.

The increased rate will be
48.5 cents a mile for all

business miles driven
between Sept. 1 and Dec.
31, 2005. The 40.5 cent
rate remains in effect for
the first 8 months of
2005.

The IRS has not yet set
the comparable rate for
2006. Officials acknowl-
edge that rate may de-
crease from the current
48.5 cent rate. They an-

ticipate announcing the
new rate for 2006 closer to
January.

In addition the new 4-
month rate used for com-
puting deductible medical
or moving expenses will be
22 cents a mile, up from 15
cents for the first eight
months of 2005.

And don’t forget the sales
(conti nued on page 3)
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There’s a New ROTH on the Horizon

There are plenty of ways to save for
retirement. And come January
2006, many Americans will be faced
with evaluating and deciding
whether to use a new tax-sheltered
way of investing for retirement —
the Roth 401(k).

Starting next year, employers who
sponsor 401(k) and 403(b) plans will
be able to offer a new retirement
account option, the Roth 401(k) or
403(b).

The new Roth is a hybrid between
existing traditional 401(k) plans
and Roth IRAs. Like traditional
401(k)s, participants can choose to
set aside up to $15,000, plus an ad-
ditional $5000 catch-up contribu-
tion for individuals who are age 50
or over, for 2006. The contributions
grow on a tax-deferred basis. How-
ever unlike traditional 401(k)s,
Roth 401(k) contributions are made
with after-tax dollars.

Like Roth IRAs, withdrawals made
from a Roth 401(k) can be made tax
free after the individual reaches age
59 1/2 and as long as the contribu-
tions have been

held in the ac-

count for at least

5 years.

An important

distinction be-

tween Roth 401

(k)s and Roth

IRAs is that the former requires
mandatory distributions once the
account owner reaches age 70 1/2.
However Roth 401(k)s can be rolled
over to Roth TRA accounts, thereby
removing the mandatory with-
drawal requirement as well as pro-
viding additional flexibility.

Unlike Roth IRAs, persons who con-
tribute to Roth 401(k)s are subject
to no income eligibility limitations.
For instance, if your Adjusted Gross
Income exceeds the eligibility
threshold that applies to Roth IRAs,

Comparing the Plans

ROTH 401 (k) Traditional 401 (k) ROTH IRA
Maximum 2006 contribution $15,000 $15,000 $5000
Catch-Up amount - age 50 & over $5000 $5000 $1000
Employer Sponsored? yes yes no
Earned Income Required? yes yes yes
Income Eligibility Thresholds? no no yes
Contributions Made after-tax pre-tax after-tax

Earnings Growth

Future Withdrawals * tax free

Rollovers Permitted To:

* presuming no early withdrawals

tax deferred

ROTH IRA

tax deferred tax deferred

taxed as tax free
ordinary income
Traditional IRA n/a

you can still contribute to a Roth
401(k) — as long as your employer
makes this type of retirement ac-
count available.

How many employers will offer
Roth 401(k)s? An early survey by
Hewitt Associates, a major human
resources services firm, shows that
about 30% of employers
will likely offer such ac-
counts beginning in Janu-
ary. A Vanguard survey
of its retirement plan cli-
ents indicates a similar
level of interest. Some of
the plan details for Roth
401(k)s were finalized
only in the past few months. So it’s
possible that more employers may
offer this option in the future, after
they have time to assess specific
administrative changes needed.

What if you can’t decide between
the 2 types of Roths? Then you can
contribute to both traditional and
Roth 401(k)s, as long as the total
contribution does not exceed the
$15,000 maximum (plus any appli-
cable catch-up amount) for 2006.

Which is better for you? Unlike a

popular marketing adage, one size
does not fit all, and that appears
true for 401(k)s as well.

Generally, younger employees and
those earning a low to middle in-
come (taxed at 10 or 15%) may
benefit more from participating in a
Roth 401(k). These are probably
individuals who expect their tax
rates to be higher during retire-
ment, such as if they take a distri-
bution from a retirement plan or
receive a regular pension or annuity
income.

Older employees who may be in the
peak earning years and those who
expect to be in a lower tax bracket
during retirement might consider
using the traditional 401(k), which
allows them to lower taxes due now.

Admittedly, it’s difficult to gauge
projected tax rates during retire-
ment, especially if individuals are
more than a few years away from
that point. For comparison pur-
poses, perhaps it’s helpful to note
that today’s income tax rates are
among the lowest in years.

(continued on p. 4)
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Medicare’s New Drug Benefit

Medicare’s long-awaited new drug
benefit is slated to become effective
January 1, 2006. Eligible individu-
als will soon begin receiving specific
information about the program.

Participants may begin enrolling in
mid-November and continue to May
15 of next year with no penalty, al-
though delaying participation may
reduce the amount of assistance
currently available.

In the interim, here are a few im-
portant points to keep in mind as
you assess the program.

e Participation is voluntary. It’s

a portion of the costs
beyond the deducti-
ble.

If you delay enrolling

in the program until

after the initial en-

rollment period ends

on May 15, 2006, you

will pay a penalty of
approximately 1% in

premiums for each

month that you delay. This is a
permanent penalty, which will
apply to all future months’ appli-
cable premiums, unless you pres-
ently have ‘creditable’ drug cover-

available to anyone who is on
Medicare. But you have to enroll
in one of the private insurance
plans that

age. This is generally coverage
that is deemed at least as good as
that provided by the Medicare
benefit.

Medicare has Additional Resources Begin comparing
approved if ) plans by making a
you want the www.medicare.gov list of the current
coverage. prescriptions that

Costs will
vary depend-
ing on your

www.medicarerights.org

you take. Identify

www.medicareRXeducation.org | which drug plans

include your pre-

www.kff.org scription on their

geographic
locale and the drug plan that you
choose. The number of Medicare
approved drug plans varies by
area as well.

The specific drugs covered also
vary by plan. So find a plan that
covers all or most of your pre-
scriptions. Choose carefully, as
restrictions apply on the fre-
quency that you can make
changes in plans.

Multiple Medicare participants in
the same household may choose
different plans. Certain drugs
may not be covered under all
plans; hence, there may be ad-
vantages for household members
enrolling in differing plans.

Participating in the plan will still
require that you pay for some
out-of-pocket costs. An annual
deductible applies, and then each
participant will be responsible for

plan. Also identify
which pharmacies in your area each
drug plan will work with. You can
access this specific information from
the Medicare website at
www.medicare.gov (information
should be posted around mid-
October) or by calling Medicare at
1-800-633-4227.

Tax Planning

(continued from p. 1)

tax deduction. Individuals who live
in states which have no personal
income tax and who itemize may
deduct the larger of actual sales tax
paid during 2005 or the average
amount determined by IRS regula-
tions.

This provision is presently slated to
end after 2005.

Finding the right Medi-
care drug plan for you
will require some time
and research. But the
potential payback is
very high. Begin your
research and evaluation
process now, so you
have plenty of time to
evaluate the informa-
tion.

Additional resources that you may
find helpful include:

e Medicare (www.medicare.gov) for
a general description of the pro-
gram and specific information on
plans and pharmacies participat-
ing in your area;

e Medicare Rights Center
(www.medicarerights.org) which
contains an in-depth review of
the new drug coverage. On the
Home page, click on the Medicare
Prescription Drug Benefit link
and from there review the article
“Medicare Drug Coverage 101:
Everything You Need to Know
About the New Medicare Pre-
scription Drug Benefit”; and

e Kaiser Family Foundation
(www kff.org), click on the Medi-
care link located on the left side
of the Home page, and then click
on the Prescription Drugs link.
Scroll down to “Resources: On the
Medicare Prescription Drug

Benefit”. ®

Employees with Section 125 health
care accounts have an extended
window for seeking reimbursement
for eligible expenses. Treasury De-
partment regulations now set
March 15, 2006 as the deadline for
requesting reimbursement, al-
though services for eligible ex-
penses must be incurred by year

end 2005. °
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Preparing Financially for Disaster

(continued from p. 1)

video of personal belongings, jew-
elry and furniture. Regardless of
the method used to document per-
sonal belongings, the compilation
should include a brief description of
each item, including the cost, age,
manufacturer and model or serial
number, if applicable. Copies of
receipts or appraisals are highly
recommended for any expensive
items, especially jewelry, art and
collectibles.

And don’t forget updates. As you
purchase new items, be sure to
make revisions to your inventory on
a regular basis.

Why is a copy needed? Simply
stated, individuals/property owners,
heirs and professional advisers may
need this information to rebuild a
financial life in the wake of a disas-
ter.

In some cases, individuals might
consider storing originals of such
information in one place, such as a
safe deposit box or fireproof safe in
the home. It’s also a good idea to
consider sharing a copy of records
with a trusted friend or relative
who lives in another part of the

country.

The devastation caused by Hurri-
cane Katrina and the extended pe-
riod during which homes were inac-
cessible clearly demonstrates the
value in being able to access finan-
cial documents through another
trusted source.

Perhaps a belt-and-suspender ap-
proach to backing up personal and
financial data makes sense. For
example, in addition to making pho-
tocopies of important information,
you may wish to also take advan-
tage of digital resources. This
might involve sharing a copy of the
software file which contains such
information with a trusted individ-
ual. Or perhaps another option
would be using secure online
backup services that store personal
information for a fee. Two firms
that offer such services include
iBackup and Xdrive.

Why use an online backup service?
Easy access is the big attraction.
Individuals can access their files
from anywhere in the world. Docu-
ments can also be shared (on a
password protected basis) with indi-

91...

Percentage of Medicare benefi-
ciaries who took at least 1 medi-
cation to manage acute or
chronic health conditions in
2002 (Kaiser Family Foundation)

43.1...

Number of Medicare beneficiar-
ies, in millions, in 2006 (Dept. of
Health and Human Services)

23...

Number of years sooner that
Medicare will become insolvent

than Social Security (Employee
Benefit Research Institute)

By the Number$...

27...

Percentage that pension underfund-
ing at major U.S. companies rose

from 2003 to 2004 (Pension Benefit Guar-
anty Corp.)

10...

First time in ten years that employer-
paid health care costs have exceeded
paid leave as most expensive em-

ployer benefit outside of wages
(Employment Policy Foundation)

63...

Percentage of Americans under age
65 covered by job-based health care

plans in 2003, vs 67 % in 2001 (Center
for Studying Health System Change)

viduals in different regions of the
country. In addition it’s easy to up-
date the information without having
to worry about which version con-
tains the most recent data.

It’s also important to backup other
aspects of one’s financial life. For
instance, many individuals select an
executor, trustee and guardian who
live in the same state or area. How-
ever those same individuals might be
affected by a disaster. That’s why
it’s wise to have contingent plans in
place for executors, trustees and
guardians as well, should the pri-
mary person named be unable to
serve in that capacity.

The same considerations may apply
to individuals who you have named
to act via a power of attorney or on
your behalf in making medical deci-
sions.

Dealing with the aftermath of any
disaster is never pleasant. But a
little planning can help avoid many

potential future problems. ®

ROTH 401 (k)

(continued from p. 2)

As taxpayers, our first natural incli-
nation is probably to do whatever
we can to avoid or lower our poten-
tial tax liability currently. But in
the long run, perhaps biting the bul-
let and paying tax at the prevailing
lower rates today may prove more
advantageous for some folks than
postponing that bite to some future
date.

Sorting out the pros and cons of the
various retirement plans and decid-
ing which may be more beneficial
for you can quickly become compli-
cated. A visit with a financial plan-
ner who can help assess your own
likely situation can be money well
spent. Give us a call if we may as-

sist you. ®



