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This is the first of many e-newsletters to come. My objective is to help you legitimately save as much as you can on your worldwide taxes, be they, US, Canadian, UK, Indian, or any other country.  Since this newsletter is written with the perspective that most of you are US taxpayers, the majority of my articles and advice will be centered on the subject matter of US taxes.  However, I intend to mix into my writings, the details and complexities of dual national residency, foreign properties & income, foreign dependency rules, and many other transnational tax topics.  Yet, since the USA taxes worldwide income, being a US taxpayer presents in itself numerous international tax issues should the taxpayer also have foreign income.  As such, to start this newsletter off correctly, I thought that I should give you just some basic tax tips for domestic US filers first, some that you may or may not have seen, and then progress to foreign tax issues as they pertain to US tax filers.  Future newsletters will also have guest writers and columnists, to help you condense the wealth of financial and tax advice you see everyday but may not read or understand in detail.  So let’s get started, and I promise not to take too much of your time. 














You can easily figure out what the IRS wants you to do by looking at the majority of the tools they provide you for saving taxes. US tax saving tips are just that--saving. Saving your own money is the same as saving it from US income taxes also. I like to call them deferral mechanisms, because by putting money away into the correct accounts, you not only save that hard-earned money for specific purposes but also shield it from US income tax. Some will also save FICA (social security & medicare) taxes too. Here they are, in no particular order:


Health Savings Account – Anyone and everyone can put money into this account if they have a high deductible health insurance plan. All you have to do is just change your deductible to a qualified high deductible amount with your current insurance plan to qualify. Then open up the HSA at a bank of your choosing. The 2010 deduction IS the contribution, up to $3,050 for single people, and $6,150 for family coverage. Spend money from these accounts for your medical expenses only, and there is no tax consequence. Many people choose this instead of an FSA for medical purposes. If your employer sets it up, it will save income tax & FICA; but if you set it up outside your employer’s plan, you’ll only save income tax. 


FSA – Flexible Spending Arrangement  You can only do this if your employer sets it up for you. They will take a certain amount out (whatever you decide) from your payroll and you can then use this deferred monies for either medical expenses, child care services, and/or adoption expenses, depending on your employer’s rules. There is no maximum contribution to this account, but employer-plans usually stipulate a cap, typically $5,000. But be careful! This is a “use it, or lose it” plan where any balance left over at the end of the year automatically gets forfeited to the employer. Some employers have a 2 ½ month grace period after the end of the year before balance forfeiture occurs (so that you can disburse this balance last minute for your qualified expenses); but the employer is not allowed to give you back any unused amounts. This contribution will save FICA & income Tax.


HRA – Health Reimbursement Arrangement  Can’t get health insurance? That’s okay too. With this plan, set up by your employer, all your medical expenses are disbursed through this account. Unlike an HSA or FSA, the employer cannot reduce your payroll and fund the HRA. Qualified expenses (medical) can be used for the taxpayer as well as for many of the taxpayer’s dependents. Saves FICA & income Tax. 


Individual Retirement Account & 401K  The 401K is a retirement account your employer usually has for which you can contribute money from your payroll into. Although many employers may not be matching your contribution anymore due to the economy’s situation, it is still vitally important that you continue to contribute into the 401k so that you DEFER your income from income taxes. The 401k is simply a “shell” and you can move your money around within this account to the “cash” or “money market” portion of the 401k so that it is not subject to market fluctuations. The IRA is a similar type of account (“shell”) as the 401k and must be set up at your own bank of choosing, and usually only $5,000 MAX contribution can be made ($10,000 if husband & wife) as opposed to the $16,500 ($33,000 if husband & wife) deferral for the 401K. The deadline for a 401K contribution is Dec. 31st, but you have until April 15th of the next year to put money into an IRA. Some taxpayers can do both. Although you cannot take out money from these accounts until you are 59 ½, there are some valid reasons for which the IRS will allow you to disburse monies from the IRA at least, without the costly 10% penalty (first-time home-buyer, education, death, funeral, etc.) Saves income tax only.


Intangibles  Other than deferrals, you should do the following as well:


Keep track of your records & bills! If you move more than 50 miles, or if you are a consultant/traveling salesperson, and you spend quite a bit of money for relocating or for your job expenses (travel, training, books, etc), then scan and save your receipts to a folder in your email. Relocation expenses are a front page deduction on the US 1040, and deductible in any amount, NO MATTER your income for the year. Job expenses are an itemizable expense, and although you must have a certain amount (2% of your annual income) before you can contemplate deducting them, they ONLY come in handy if you save proof of those expenditures. Credit card bills are very supplementary, so save the original receipts!


Medical Expenses  I always get asked about medical expenses, but the truth is the IRS only allows you to deduct these as an itemizable expense ONLY if your expenditures are more than 7.5% of your income. So, if you made $50,000K for the year, and you spent $4,000 in medical expenses, then since you would have already spent the minimum amount ($3,750 ( 7.5% of your salary of $50,000), the IRS will allow you to deduct the difference of the threshold amount and what you spent ($250) only!  Peanuts!  What if you spent exactly $3,750? Your medical expense deduction would then be a big goose egg ( ZERO. Consider opening up an HSA, FSA, and or an HRA mentioned at the beginning of this newsletter, and regardless of you spending any money for medical expenses for the year, you can deduct ALL contributed amounts into the FSA or HSA!! 


Charity  If you are an itemizer, are not taking the standard deduction, and a charitable person, then remember to do your kindness in all forms EXCEPT cash. If you must do cash, get a letter from the organization or a receipt validating your donation. A better practice is to simply write a check, swipe a credit card, send a money order, or hec, even do PayPal (Make sure that the organization is a valid US-based charitable institutions ( Look for the 501(c)(3) Tax Exempt label;  � HYPERLINK "http://www.irs.gov" �www.irs.gov� has a list of all tax exempt institutions in Publication 78). All these are valid proof to the IRS that you are a giving person. You can always donate to the Salvation Army or Purple Heart or any other charitable organization which takes used clothing, books, or other items, but you must attain a receipt from them that shows the value of your goods donated. Although it might be overkill, pictures of anything you donate for a nominal amount is always good practice. A donated car must have a Kelly Blue Book appraisal value or some other valid from of appraisal at the time of donation. Another good idea is to donate appreciated mutual funds and/or stock – this gives you the deduction of the fair market value of the securities rather than your original invested amount.  Finally, charitable mileage is at $0.14/mile this year, for those of you driving down to help clean up the Gulf Oil spill this summer.


States Many states have a multitude of deductions you can take. For example, for IL you can deduct school expenses (tuition, books, supplies) for kids in from Kg to 12th grade. A $5,000 Max contribution to 529 education plan is also deductible. Indiana, Massachusetts, Wisconsin, Michigan, & New Jersey all have rent deductions. Connecticut allows you to deduct your vehicle taxes.  So be sure to look up your state specific deductions and allowable credits.  


Credits Finally, the more you defer, the more you actively control your taxable income on your US 1040. The lower your taxable income is, the more into eligible territory you come into for tax credits. For example. If your joint income is $140,000, and you have one child, you will NOT be eligible for a child credit. But if you & your wife each contribute the maximum into a 401k, then your reportable income on the US 1040 becomes just $107,000 and you now qualify for a $1,000 child credit. 


Other credits Remember the 30% energy credit (new doors, windows, furnaces, water heaters,central a/c) up to $1,500 & and the solar equipment credit is still available for 2010 (labor cost included). Check with the equipment manufacturer for eligibility. 
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Scan in all your receipts & bills into your email for fast record keeping!
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Send me an email to � HYPERLINK "mailto:info@vimlantax.com" �info@vimlantax.com� and I will be sure to develop new newsletters based on the topics that you would like to see.  Some suggested areas I will be including are the following:


ROTH conversion to IRA.  For those who haven’t done this yet, I will cover this in the next newsletter.


US residency rules.  For those on different US Visa types, the IRS has their OWN rules for determining residency which differ from that of the DHS. This could mean you might have to pay US tax on your foreign income if you choose to be a dual resident. 


Per Diem vs. Accountable/Nonaccountable Plans.  Lots of consultants & traveling salespersons receive nontaxable pay from their employers for travel expenses.


 State Filing Requirements.  Many filers do not know which state they should file due to them being traveling consultants/salespersons. 


Foreign Earned Interest Reporting Requirements.  Did you know about the little checkbox at the bottom of Schedule B (interest income schedule) on the US 1040?  Did you remember to report it? Most people miss this. 


Telecommuting. Watch out! States know that you are working from your home and are now taxing your income even though you don’t travel to their state. 
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Please see From Basics  on page 3











“Use it, or lose it.”
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�


Don’t get caught with nondeductible medical bills. DO AN HSA, FSA, OR HRA!!








�





By Milan Madhani, CPA

















“Donate appreciated mutual funds and/or stock.”
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