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It is not that we plan to fail, it is
just that we fail to plan.

Success come in cans, not
can'ts.

The Taxpayer Advocate Service,
an independent organization within
the Internal Revenue Service
(IRS), has argued strongly for the
creation of a list of taxpayer rights
as a way to promote confidence in
the fairness and integrity of the tax
system (Source: National

Taxpayer Advocate, Fiscal Year 2015
Objectives Report to Congress). In response,
the IRS announced the adoption of a formal
"Taxpayer Bill of Rights." It's worth noting that
the rights listed are not new; the Taxpayer Bill
of Rights simply groups and summarizes rights
that exist in the Internal Revenue Code, making
them easier to find and understand. Here are
the 10 items that make up the list, along with
short explanations.
The right to be informed
The IRS must provide clear explanations in all
forms, instructions, publications, notices, and
correspondence. You have a right to be
informed of IRS decisions relating to your
account, and to receive a clear explanation of
any outcome.
The right to quality service
You should expect prompt, courteous
assistance when you deal with the IRS. All
communications from the IRS should be clear
and understandable. If you have a problem with
the way you are being treated by an IRS
employee, you can ask to speak to that
employee's supervisor.
The right to pay no more than the
correct amount of tax
You are expected to pay only the amount of tax
that is legally due, as well as penalties and
interest on unpaid amounts.
The right to challenge the IRS's position
and be heard
When the IRS takes or proposes any formal
action--for example, proposing a change to
your tax return as the result of a mathematical
error--you have the right to object and to
provide additional documentation that supports
your position. You should expect the IRS to
consider your response promptly and fairly.

The right to appeal an IRS decision in
an independent forum
You have the right to a fair and impartial
administrative appeal of most IRS decisions,
generally through an independent IRS Office of
Appeals that is separate from the IRS office
that initially reviewed your case. You also
generally have the right to take your case to
either the United States Tax Court or a U.S.
District Court (or the U.S. Court of Federal
Claims).
The right to finality
You have a right to know all statutory time limits
that apply. This applies to limits on the amount
of time that the IRS has to assess tax, to audit
a specific tax year, or to collect a tax debt, as
well as the amount of time you have available
to challenge an IRS position or action, or file a
claim for a refund.
The right to privacy
All IRS inquiries, examinations, and
enforcement actions must comply with the law
and must be no more intrusive than necessary.
You have specific due-process rights that the
IRS must respect, including search and seizure
protections.
The right to confidentiality
The IRS may not disclose your information to
third parties without your permission, unless
otherwise authorized by law.
The right to representation
You have the right to retain an authorized
representative such as an attorney, CPA, or
enrolled agent to represent you in dealing with
the IRS.
The right to a fair and just tax system
You have a right to expect the tax system to
consider all relevant facts and circumstances.
This applies in the determination of the correct
amount of tax owed, as well as your ability to
pay, and your ability to provide necessary
information in a timely manner.
The Taxpayer Bill of Rights is included in IRS
Publication 1, Your Rights as a Taxpayer.
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Importance of Timing a Roth IRA Conversion: An Example
Conventional wisdom holds that if you convert a
traditional IRA to a Roth IRA, you should never
pay the conversion taxes from IRA assets. The
reason is that you'll be depleting IRA assets
that might otherwise be available to grow on a
tax-deferred basis. The withdrawal from a
traditional IRA to pay the conversion taxes is
also a taxable distribution, generating an
additional tax liability, requiring an additional
withdrawal, and so on--plus you'll generally pay
a 10% penalty if you're not yet 59½.
It's also conventional wisdom that converting a
traditional IRA to a Roth IRA is tax neutral so
long as income tax rates remain the same at
the time of conversion and after retirement.
Conventional wisdom isn't always right
But there's one scenario where conventional
wisdom may not apply. This is best explained
with an example.1 Let's assume the following:
1. You'll be 59½ or older as of January 1, 2015,
and you've had a Roth IRA for at least five
years. So you'll be eligible for tax-free and
penalty-free qualified distributions from your
Roth IRA in 2015.
2. You've decided that it's appropriate for you to
have more retirement assets in a Roth IRA.
3. You own a stock in your traditional IRA that
you anticipate could be a candidate for
higher-than-average gains. For example, let's
assume you own 10,000 shares of Acme
Pharmaceuticals, a highly speculative biotech
that has a drug pending before the FDA. The
shares are currently trading at $10. After
diligent research, you've determined that the
Acme stock could climb to as much as $50 if
the drug is approved by the FDA, but it is
equally likely to drop to $1 if not approved. The
FDA deadline for approval is October 1, 2015.
(For simplicity, we'll assume the Acme stock is
the only asset in your traditional IRA and that
you are converting the entire IRA.)
4. You want to convert your traditional IRA to a
Roth in 2015, before the potential appreciation
in Acme stock, but you don't have any cash
available to pay the conversion tax, or you
simply don't want to pay the conversion tax
from other (non-IRA) assets.
Now let's further assume that Acme's drug does
receive FDA approval on October 1, 2015, and
the stock does in fact jump from $10 to $50.
Result if you do not convert
If you did not convert your traditional IRA to a
Roth IRA, your traditional IRA would now hold
10,000 shares of Acme stock worth $500,000.
Again, for simplicity, let's assume you sell the
stock, your account now holds the $500,000

cash proceeds, and you make no further trades
or contributions to the account. Assuming you
earn 6% until your retirement in 10 years, your
account would grow to approximately $895,000.
Assuming a 28% federal income tax rate, the
after-tax value of your account would be
$644,705 at retirement.
Result if you do convert
Now let's assume you did convert your
traditional IRA to a Roth IRA before October 1,
2015. The stock was worth $100,000 at the
time of conversion, and assuming a 28% tax
rate, the federal income tax is $28,000, due
when you file your 2015 tax return. On October
1, when the drug is approved, the value of the
shares increases to $500,000. Again, for
simplicity, let's assume you sell the stock, your
account now holds the $500,000 cash
proceeds, and you make no further trades or
contributions to the Roth IRA.
On October 1 you also receive a tax-free
$28,000 qualified distribution from the Roth IRA
to pay the conversion tax (although technically
you wouldn't need to actually pay that tax until
April 15, 2016).2 Now your Roth IRA balance is
$472,000. Assuming the same 6% earnings
rate, after 10 years your IRA would have grown
to approximately $845,000--about $200,000
more than if you had not converted--even
though tax rates have remained constant and
you've paid the conversion tax from IRA assets.
There's no magic to this. You're simply
paying--from the Roth IRA--conversion taxes on
the stock before the appreciation, instead of
paying taxes on the fully appreciated value of
the stock in the traditional IRA at retirement.
But by paying the conversion tax from the Roth
IRA--instead of from the traditional IRA--you're
able to convert your entire traditional IRA,
keeping the funds in the Roth IRA (and
potentially benefitting from the hoped-for
appreciation) until you actually make a
withdrawal from the Roth IRA to pay the tax.
And you can always recharacterize if
things go wrong
But what happens if you turn out to be wrong,
the FDA does not approve Acme's drug, and
the stock drops to $1? Well, in that case, you
can simply undo the conversion. You have until
October 15, 2016, to recharacterize the Roth
IRA back to a traditional IRA, and for tax
purposes you'll be treated as though the
conversion never happened (with no resulting
tax bill, or a tax refund if you already paid taxes
on the conversion).
Before taking any specific action, be sure to
consult with your tax professional.

1 This hypothetical example
is not intended to reflect the
actual performance of any
specific investment, nor is it
an estimate or guarantee of
future value.

2 If you wait until April 15,
2016, to actually withdraw
funds from the Roth IRA to
pay the conversion taxes,
do you need to worry about
paying estimated tax on the
$100,000 of conversion
income? Technically, yes.
You might need to increase
your withholding on other
income, or make estimated
tax payments, as a result of
the conversion.
But keep in mind that there
are a number of important
exceptions to the estimated
tax payment rules. For
example, if your tax
withholding for 2015 is at
least equal to your 2014 tax
liability, you generally would
not be required to make
estimated tax payments, and
you would not be subject to
an underpayment penalty,
regardless of the amount of
your Roth conversion
income.
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Saving for College: 529 Plans vs. Roth IRAs
529 plans are vehicles tailor-made for college
savings. But some parents like the flexibility of
using Roth IRAs. So how does a favorite of the
college savings world stack up against a
favorite of the retirement savings world when it
comes to putting money aside for college?
Contributions
529 plans: People at all income levels can
contribute to a 529 plan. Lifetime contribution
limits are high, typically $300,000 and up. And if
certain requirements are met, 529 plans let you
gift large lump sums gift-tax free--up to five
years worth of the $14,000 annual gift tax
exclusion, which would be up to $70,000 for
single filers and $140,000 for married joint filers
(in 2014).
Roth IRAs: Not everyone is eligible to
contribute to a Roth IRA. Income must be
below $129,000 for single filers or $191,000 for
joint filers (in 2014). In addition, Roth IRAs have
annual contribution limits--$5,500 per year, or
$6,500 if you're age 50 or older (in 2014).
Bottom line: Only 529 plans offer unlimited
eligibility and the ability to make large
lump-sum gifts in a single year.
Federal tax benefits
529 plans: Earnings accumulate tax deferred
and are tax free if account funds are used to
pay the beneficiary's qualified education
expenses (a broad term that includes tuition,
fees, room, board, and books). States generally
follow this tax treatment, and some offer an
additional tax benefit: a deduction for 529 plan
contributions.
But if 529 plan funds are used for any other
purpose, the earnings portion of the withdrawal
is subject to income tax and a 10% federal tax
penalty. Essentially, Uncle Sam is telling you to
use the money for college.
Roth IRAs: Earnings in a Roth IRA also
accumulate tax deferred and are tax free if a
distribution is qualified. A distribution is qualified
if a five-year holding period is met and the
distribution is made: (1) after age 59½, (2) due
to a qualifying disability, (3) to pay certain
first-time homebuyer expenses, or (4) by your
beneficiary after your death.
If your distribution is not qualified, the earnings
portion is subject to income tax and, if you're
younger than 59½, a 10% early-withdrawal
penalty (unless an exception to the penalty
applies). Again, Uncle Sam is encouraging you
to wait and use the money for retirement. One
exception to the early-withdrawal penalty is
when a withdrawal is used to pay college
expenses.

So it comes down to your age. Once you've met
both the age 59½ and five-year holding
requirements, money you withdraw from your
Roth IRA to pay your child's college expenses
is tax free. But if you withdraw funds before age
59½ to pay college expenses--the likely
scenario for most parents--you might owe
income tax on the earnings but not an
early-withdrawal penalty. (Nonqualified
distributions draw out contributions first and
earnings last, so you could withdraw up to the
amount of your contributions and not owe
income tax.)
Bottom line: 529 plans offer more potential tax
benefits if the funds are used for college. But
Roth IRAs offer greater flexibility for parents
over age 59½ who are paying college bills.
Investment choices
529 plans: With a 529 plan, you're limited to the
investment options offered by the plan. Most
plans offer a range of static and age-based
portfolios (where the underlying investments
automatically become more conservative as the
beneficiary gets closer to college) with different
levels of risk, fees, and management goals. If
you're unhappy with the market performance of
the option(s) you've chosen, you can generally
change the investment options for your future
contributions at any time. But you can change
the options for your existing contributions only
once per year (per federal law).
Roth IRAs: With a Roth IRA, you can generally
choose from a wide range of investments, and
you can typically buy and sell investments
whenever you like.
Bottom line: The 529 plan rule of "one
investment change per year" on existing
contributions may restrict your ability to respond
to changing market conditions.
Financial aid
529 plans: Under federal aid rules, 529
accounts are counted as parental assets
(assuming the parent is the account owner),
and 5.6% of parental assets are deemed
available for college expenses each year.
Colleges also consider the value of 529 plans
when distributing their own institutional aid.
Roth IRAs: Under federal aid rules, retirement
assets are not counted at all, so Roth IRAs
don't impact federal aid in any way. However,
colleges may consider retirement plan balances
when distributing their own aid.
Bottom line: Only 529 plans count in both
federal and college financial aid calculations.

529 plans reach the $200
billion mark
As of June 2013, assets in 529
plans totaled $205.7 billion.
Virginia has the largest 529
plan, with 19% of the total
assets. (Source: The College
Board, Trends in Student Aid
2013).

Note
Investors should consider the
investment objectives, risks,
charges, and expenses
associated with 529 plans
before investing. More
information about 529 plans is
available in each issuer's
official statement, which should
be read carefully before
investing. Also, before
investing, consider whether
your state offers a 529 plan
that provides residents with
favorable state tax benefits. As
with other investments, there
are generally fees and
expenses associated with
participation in a 529 savings
plan. There is also the risk that
the investments may lose
money or not perform well
enough to cover college costs
as anticipated.
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At Cannon Financial Institute, Inc., the program
materials and instructor presentations are
intended to provide program participants with
ideas and guidance in the areas of planning,
administration, and management. They are
intended to stimulate thought and discussion.
The materials and the instructor comments do
not constitute, and should not be treated as, legal
or other professional advice regarding the use of
any particular planning technique, audit or
compliance measure, policy, procedure or other
such application of the information provided, or
the tax consequences associated there with.
Although every effort has been made to ensure
the accuracy of the materials and the comments
at the program, Cannon Financial Institute, Inc.,
and each instructor, individually, do not assume
responsibility for any participant’s reliance on the
written or oral information disseminated during
the program. Each program participant should
independently verify all statements made in the
materials and comments made at the program
before applying them to a particular fact situation.
Each participant should independently determine
the tax, nontax, legal and fiduciary liability
consequences of using any particular information
before recommending that technique to their
institution, its management, its board of directors,
a client or implementing it on a client’s behalf.
The materials and the instructor comments
should not be utilized as a substitute for
professional service in specific situations. If legal,
accounting or other expert assistance is required,
the services of such a professional should be
sought.

How can college students save and spend money
wisely?
College is a pivotal time in a
young adult's life. Students
gain a sense of independence
that is accompanied by

responsibility--especially when it comes to
finances. If you're a new college student, it can
be overwhelming to figure out how to save and
spend money wisely. However, if you take time
to plan, you won't have to worry about spending
money carelessly. And your parents will be glad
to avoid desperate pleas for cash over the
phone.
It may be helpful to review campus resources
ahead of time so you can eliminate items that
you don't necessarily need to bring with you to
school. Why bring your car and pay for an
expensive parking pass if you can use free
public transportation? Similarly, it might make
more sense to borrow textbooks from your
university's library or rent them rather than fork
over the dough to buy pricey books you'll use
for a single semester.
Next, establish a monthly budget. Track your
expenses for a month to determine where most
of your money is going, then look for the areas
where you need to reevaluate your spending.

For example, you may be spending too much
on take-out when you already have a prepaid
meal plan at your school. Take advantage of
your plan and put that money toward something
else in your budget like clothing or
entertainment.
What if you have excess cash? Set aside a few
dollars each week to create an emergency
fund. Over time, that money could accumulate,
and you never know when it might come in
handy.
But if you still find yourself strapped for cash,
most college campuses offer a variety of
part-time jobs that are designed to fit into a
student's busy schedule. Ask about a job the
next time you go to the gym for a workout or the
dining hall for a meal. Or you can use your
school's career service website to browse
work-study options available on campus. As
long as you're aware of what's available to you,
you'll be better informed to make wise money
decisions, which enables you to focus on
making the most of this chapter in your
academic career.
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