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Dear Friends,
Hope this issue of our
newsletter finds all of you
in good health and cheer.
Included in this edition, are
some articles pertaining to
small businesses. If you
are a business owner and
have not established a
retirement savings plan,
then this issue is a must
read.
With the tax season upon
us, you will find some
interesting tax tips.
As always, should you
have any questions, please
contact our offices.
Sincerely,
Randhir S. Judge
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Retirement Plans for Your Small Business
A retirement plan is a critical part of a competitive benefits package. Although small
business owners can sponsor a qualified retirement plan like a 401(k) or profit-sharing
plan, these plans can be expensive to maintain and relatively difficult to administer. Luckily, there are a number of simpler alternatives.
SIMPLE IRA plans
You can adopt a SIMPLE IRA plan if you have
100 or fewer employees who earn $5,000 or
more. A SIMPLE IRA plan lets your eligible
employees contribute a percentage of their
salary on a pretax basis, up to $10,500 in
2007 ($13,000 for
employees age 50
and older). You either
match each employee's contributions
dollar for dollar--up to
3% of the employee's
compensation--or
make a fixed contribution of 2% of compensation for all eligible
employees. All contributions to the plan are
fully vested (that is,
immediately owned by your employees), and
your contributions are fully deductible.
SIMPLE IRA plans are easy to set up (you fill
out a short IRS form to establish the plan),
easy to administer, and inexpensive to maintain. You can let each employee set up a
SIMPLE IRA account at a financial institution
of his or her choosing, or you can select the
financial institution that will serve as trustee
and initially hold all plan contributions.
Simplified employee pension (SEP) plans
A SEP plan allows small business owners to
set up traditional IRAs, called SEP-IRAs, for
themselves and each employee. You must
generally contribute a uniform percentage of
pay, up to 25%, for each eligible employee

(up to $45,000 in 2007), but you don't have to
make contributions every year. Your employees don't directly contribute to the SEP plan,
although they can make their regular annual
IRA contributions to their SEP-IRAs if they
choose. As with SIMPLE IRAs, all contributions to the plan vest immediately, and your
contributions are fully deductible.
Most employers, regardless of size, can establish a SEP plan. SEP plans have low startup and operating costs, and can be established using a two-page IRS form.
But don't rule out a 401(k) plan ...
No employees? Then there is one qualified
plan you should consider--the individual
401(k) plan (also known as a solo 401(k)
plan).
An individual 401(k) plan is a regular 401(k)
plan combined with a profit-sharing plan. You
can elect to defer up to $15,500 of your compensation to the plan for 2007 ($20,500 if
you're age 50 or older), just as you could with
any 401(k) plan. In addition, as with a traditional profit-sharing plan, your business can
make a tax-deductible contribution to the plan
of up to 25% of your compensation. Total contributions to your account in 2007 can't exceed $45,000, plus any catch-up contributions
(or, if less, 100% of your compensation). If
you're self-employed, compensation is your
earned income from your business.
Since an individual 401(k) plan can cover only
the business owner and his or her spouse, it
isn't subject to the often burdensome and
complicated administrative rules and discrimination testing requirements that generally
apply to regular 401(k) and profit-sharing
plans.
If you're a small business owner and haven't
established a retirement savings plan, what
are you waiting for? A financial professional
can help you select the plan that best fits your
needs, and the needs of your employees.
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Lifecycle Funds: Cruise Control for Your Investing Strategy
Matching your asset allocation to your time
horizon is one of the most basic investing principles, but many investors either forget or neglect it. How you divide your assets among
stocks, bonds, and cash based on your risk
tolerance and time frame has an enormous
impact on your investing results.

Employers may offer
new options

A lifecycle fund--sometimes called a target
maturity fund--attempts to tailor your investing
strategy to your time frame for a particular
goal, such as retirement. For example, if you
plan to retire in 2020, you might choose a
fund with a target maturity date of 2020. Between now and then, the fund will gradually
shift its asset allocation. The closer the target
date, the more conservatively the fund would
invest. A lifecycle fund with a target maturity
date of 2040 would be likely to have a much
higher percentage of its assets in stocks now
than a fund targeted at 2010 would.

Advantages of the lifecycle approach ...
Recent legislation has
made it easier for
•
If the idea of rebalancing your portfolio
companies to enroll
yourself periodically makes you yawn or if
employees
the thought of making investing decisions
automatically in their
on your own is overwhelming, a lifecycle
401(k) plan. A lifecycle
fund keeps the process simple.
fund is likely to become
a popular default
•
Asset allocation is critical to your longinvestment choice, so
term returns. The automatic asset allocait's useful to understand
tion of a lifecycle fund may give you a
the concept, especially
better chance of achieving a long-term
if you might change
goal than if you tried to go it alone without
employers.
investing experience or good financial
advice. (However, remember that diversification alone doesn't guarantee a profit
or insure against a loss.)
… and the disadvantages
•

A lifecycle fund doesn't take into account
your individual financial situation, including any tax concerns.

•

If you have other investments outside a
lifecycle fund, you may need help from a
financial professional to achieve an
appropriate overall asset allocation for
your portfolio.

Don't be fooled by look-alikes
Just because a lifecycle fund targets a particular time frame doesn't mean your choice is a
slam dunk. Even if they have the same target
maturity date, lifecycle funds from various
companies may have very different approaches to achieving their goals. Most take a
"fund of funds" approach, investing in an

assortment of stock or bond funds from the
same fund family. However, the number of
funds used can vary widely. One series of
lifecycle funds may use only one or two stock
funds, while another may include many more
funds that invest in more narrowly defined
categories of stocks. The selection may include index funds, actively managed funds, or
some combination.
Also, the asset allocations used to target a
particular date vary widely. An aggressive
allocation for one portfolio with a 2040 target
date may have a significantly greater percentage of stocks than another. Another important
difference among funds is the way asset allocations are shifted over time, particularly after
the target date has
been reached. Some
reach their most conservative allocation at
the target date and
then keep those percentages static. Others continue to become more conservative
after the target date is reached.
Hang in there
With lifecycle funds, it's particularly important
not to jump in and out of your choice in response to market changes. The fund's objective is a long-term one, and short-term moves
undercut its overall strategy.
Check your assumptions
Just because a
lifecycle fund
has a certain
target date
doesn't mean it's
necessarily the
right choice for
you. People are
living longer, and
you may need a
more aggressive
allocation to
provide a sufficient nest egg.
Your financial
professional can
help you estimate your needs
and gauge what
strategy is most
likely to meet
them.

Lifecycle vs.
balanced funds:
what's the difference?
●

A lifecycle fund
becomes more
conservative over
time; a balanced
fund's asset
allocation typically
remains within a
given range

●

Unlike a balanced
fund, a lifecycle fund
has a target date

●

A lifecycle fund is
often a "fund of
funds"; a balanced
fund typically invests
in securities directly
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Insuring Your Home Business
If you run a business out of your home, you
need to pay special attention to your insurance coverage. Fortunately, many insurance
packages are designed specifically for small
and mid-size businesses, making it easier for
you to obtain the insurance protection you
need.
Homeowners policies
You may assume that because you have
homeowners insurance, you have adequately
protected your home business. Wrong! Standard homeowners policies include little or no
coverage for home businesses. Policies typically cover business property on your premises only to a certain limit, usually $2,500, and
may limit coverage for business property away
from your premises to only $250. There's also
typically no coverage for business liability,
leaving you unprotected against potential liability claims from clients or others who use
your products or services or who make deliveries to your home.
You may be able to add endorsements to your
homeowners policy that raise your business
property limits or add limited business liability
protection. Keep in mind, though, that these
types of endorsements are typically designed
for very small businesses that have few visitors, so they may or may not be appropriate
for your business.
Home office policies
If you need more comprehensive coverage
than a homeowners policy with endorsements
can provide, look into purchasing a home office policy. These policies vary widely, but
they generally provide business liability coverage, business interruption coverages, and
increased limits for your business property,
along with the traditional coverages found in
homeowners policies. Policies generally cover
lost income and continuing expenses for a
certain time period (e.g., one year) in the
event your home is damaged and you're unable to work. They usually cover loss of valuable papers and accounts receivable, while
offering higher limits for equipment breakdown
coverage and business property used offpremises than standard homeowners policies.
Business owners policies
If you operate your business in multiple locations or you need broad protection, you may
want to consider a business owners policy
(BOP). A BOP is a type of commercial insurance designed specifically for small or midsized businesses. Traditional BOPs provide

comprehensive coverage for buildings, business property used on- and off-premises, and
liability exposures. Also covered are computers and other business equipment, software, data, loss of income, continuing expenses, and professional liability for certain
occupations. Some insurance companies
even offer BOPs tailored to the needs of
home business owners.
Liability coverage
You may need more liability protection than is
available through a home office or business
owners policy. If so, consider purchasing an
umbrella liability policy that provides increased
liability limits beyond those found in separate
policies. If you work in an occupation that is
particularly vulnerable to professional liability
(e.g., law, medicine, or day care), you may
also need other types of liability protection,
such as a separate professional liability policy,
usually called malpractice coverage or errors
and omissions coverage.
Other insurance you may need
Although business insurance policies can
provide comprehensive property and liability
protection for your home business, they don't
cover every risk. You may need other types of
insurance as well, including commercial automobile, health, disability, and life insurance. If
you have employees, your state will likely also
require you to carry worker's compensation
insurance.
For more information
Your insurance agent or financial professional
is the best source of information about the
types of insurance you may need. He or she
can help familiarize you with state insurance
requirements, and recommend an insurance
program to help protect your home business.

Ask the Experts
Can I deduct losses incurred in my IRA?
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If you're unfortunate
enough to have a loss on
your IRA investment, you
can recognize (deduct) the
loss on your federal
income tax return, but only after all the
amounts in all your IRA accounts have been
distributed to you, and the total distributions
are less than your unrecovered basis, if any.
You must apply this rule separately to all of
your traditional IRAs and all of your Roth
IRAs.
For traditional IRAs, your basis is the total
amount of your nondeductible (after-tax) contributions. For Roth IRAs, your basis is the
total amount of your contributions (which are
always after tax).
You claim the loss as a miscellaneous itemized deduction on Schedule A, Form 1040,
subject to the 2%-of-adjusted-gross-income
limit that applies to certain miscellaneous
itemized deductions. Any losses are added

back to taxable income for purposes of calculating the alternative minimum tax.
Example: Bill has made nondeductible contributions to a traditional IRA totaling $2,000,
giving him a basis at the end of 2005 of
$2,000. By the end of 2006, his IRA earns
$400 in interest income. In that year, Bill receives a distribution of $600 ($500 basis +
$100 interest), reducing the value of his IRA
to $1,800 ($2,000 + $400 - $600) at year's
end. Bill figures the taxable part of the distribution and his remaining basis on Form 8606.
In 2007, Bill's IRA has a loss of $500. At the
end of the year, Bill's IRA balance is $1,300
($1,800 - $500). Bill's remaining basis in his
IRA is $1,500 ($2,000 - $500). Bill receives
the $1,300 balance remaining in the IRA. He
can claim a loss for 2007 of $200 (the $1,500
basis minus the $1,300 distribution of the IRA
balance).
For additional information, refer to IRS Publication 590 or talk with your tax professional.

How is the employer stock in my 401(k) plan taxed?
If you take a distribution from your 401(k) plan
that qualifies as a "lump-sum distribution," you
can take advantage of very favorable tax rules
that apply only to employer securities.
In general, when you receive a distribution of
employer stock from your 401(k) plan, the
distribution consists of two parts: (1) the cost
of the stock when it was originally acquired by
the 401(k) plan (your cost basis), and (2) any
increase in value since then. The difference
between the fair market value of the stock
when distributed to you and your cost basis is
called net unrealized appreciation (NUA).
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If you take a lump-sum distribution from the
plan, you can elect to pay ordinary income tax
solely on the amount of your cost basis in the
employer stock. The NUA isn't taxed until you
sell the stock, and it's taxed at long-term capital gains rates no matter how long you've held
the stock outside the plan. Any appreciation in
value after the stock is distributed to you is
taxed as short-term or long-term capital gain,
depending on how long you own the stock

from the date of distribution from the plan until
the date you sell the stock. And if you haven't
yet reached age 59½, the early distribution
penalty applies only to your cost basis, not the
NUA.
Even though you have to pay ordinary income
tax on the stock's cost basis when it's distributed to you, it often makes sense to use these
special NUA rules in order to take advantage
of the lower capital gains rates that apply to
the stock appreciation. By comparison, if you
roll the distribution over to an IRA, the entire
amount will be subject to ordinary income tax
when ultimately distributed from the IRA.
To qualify as a lump-sum distribution, both of
the following conditions must be met: (1) you
must receive payment of your entire balance
from the 401(k) plan within a single tax year,
and (2) the payment must be made after you
reach age 59½, because you terminate employment, after you become permanently and
totally disabled if you're self-employed, or
because of your death.

