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he most important thing you can
do to get ready for tax time is to
seek out a tax preparer that
specializes in your unique industry
Be sure to choose one who will serve
your needs.

Who you ultimately choose as your tax
preparer and what you pay for their
service depends on the complexity of
your personal tax situation. Here are
some considerations to help you select
the best tax preparer for you.

Tax Knowledge: Competent tax
preparers must keep current on the
ever-changing tax laws. Your tax
preparer's job is to become thoroughly
familiar with your personal financial
situation and to help you identify and
gather information necessary to
minimize your taxes. He/she should
inform and educate you on the tax
laws that will affect your situation and
unique industry.

Professionalism:  Getting your taxes
prepared can actually be a pleasant
experience. You should not have to
pay a premium for professional
service and you should not feel as
though you are just another number
being processed in production line
style. Of course, your personal and
financial information should be held in
strict confidentiality.

Convenience: Some people prefer to
have their taxes prepared by a local tax
preparer. If you have a close
relationship with your local accountant,
seek out a maritime industry tax

Getting ready for ax time

Colleen HEmely, CPA

specialist who is willing to prepare only
the Schedule A (line 20) miscellaneous
deductions specific to your overseas
travel deductions. This portion of your
tax return can then be supplied to your
local tax professional, allowing you to
capture all the tax deductions you are
legally entitled to.

The majority of our clients are
perfectly comfortable with Transport
Workers Tax Service (TWTS)

handling all aspects of their tax return
preparation. We offer you the
convenience of preparing your
paperwork in your own home and
forwarding it to us for processing.
Upon receipt of a TWTS completed tax
organizer, certificates of discharge,
vessel schedules, and a copy of your
prior year’'s return, we will complete
and return your taxes within ten days.

Availability: Be sure that your
preparer is available year round to
provide assistance with any tax
problems or questions you may have.

Price: The cost of preparing any tax
return can vary dramatically among
different tax practitioners. We have
found the fairest basis for setting fees
is the complexity of the income tax
return, determined by the amount of
schedules and statements required.
For a typical mariner's Federal and
state tax return, which includes your
lucrative Schedule A line 20
deductions, our fee is $399, or $439 if
you want us to hold your check until
you receive your Federal refund.

Upon receipt of your completed tax
return, you should have no question in
your mind that all your personal
concerns were addressed and your
best interests were served. Basically,
the best tax preparers understand that
having genuine concern for the best
interests of their clients is good
business. (We believe you will find that
at TWTS).

If you have been affected by
Hurricane Katrina and have
suffered a loss, please contact us.
We will review your 2004 return at
no charge to determine if it is
more beneficial to take the loss in
2004 versus 2005.

Transport Workers Tax Service, LLC =~ PO Box 3604, Salisbury, Maryland 21802 » 866-777-TWTS
CFS/Retirement & Tax Solutions »~ 318 East Main Street, Salisbury, Maryland 21801 » 800-465-7042
Securities offered through Multi-Financial Securities Corp. (MFSC) » Member NASD/SIPC
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Early Retirees

Building lexibility intoodr IRA Wthdrawal Plan

Maik E.Engbeg (Investmenfdvisor Rep)
BruceW. Robson,CFP

s discussed in our previous

newsletter, IRS Code Section
72(1)(2)(A)(iv) is a powerful planning
tool. It permits distributions from an
IRA prior to age 59 Y2 without incurring
a 10% premature distribution penalty.
However, 72(t) is an "irrevocable
decision" and once it has been
implemented, there are few options
that would allow significant changes.
Violation of IRS 72(t) rules will result in
significant financial penalties for the
IRA owner. This article will give you
some insight on how to maximize your
options and increase flexibility while
taking advantage of penalty free early
IRA distributions. This information is
general in nature and not to be
construed as definitive tax advice.
Everyone's situation is unique - consult
a tax / financial professional to obtain
specific advice related to your
situation.

Q. How many IRAs can you have?
A. As many as you need.

If you have one large rollover IRA
account and start taking early
withdrawals under IRS 72(t), you are
limited to that income plan for 5 years
or until age 59 %2, whichever is longer.
You can not take additional funds for
an emergency or increase / decrease
your monthly income from this IRA
account. By dividing up your IRA
assets into multiple IRA accounts, you
can develop a plan as shown in the
flowchart. (See Pg. 3) This is a basic
example for illustrative purposes.
Each individual's specific needs will
determine what is best for them.

IRA 1 would be set up to begin
receiving current income as per IRS
Section 72(t) guidelines. Remember to
substantiate exactly how the
distribution was calculated. Seek
professional assistance if needed.

IRA 1l would not be set up for early
distributions until such time as it was
deemed necessary. If the retiring
individual has plans to begin a new
career, as many early retirees do, it
would be prudent to defer taking
income from this account and allow it
to grow tax deferred. On the other
hand, if the career change or
anticipated additional income does not
work out as expected, the retiree can
create additional income by

Quotable Quotes:

“The difference between the
impossible and the possible
lies in a person's
determination.”
-Tommy Lasorda

“Be curious always; for
knowledge will not acquire
you, you must acquire it.”

-Sudie Back

“You miss 100 percent of the
shots you never take.”
-Wayne Gretzky

beginning a 72(t) distribution program
applied to this IRA account at any
time.

IRA 11l would not be set up for any
sort of distribution stream. The
intention of this account is to remain
relatively stable and liquid, not
committed to any long-term
investment vehicles. If an unexpected
situation might arise, the individual
can take an early distribution from this
IRA account, subject to the 10%
penalty and ordinary income taxes.
This can be an expensive way to
access extra capital and you should
consult with a tax / investment
professional to decide if this is the
best plan to meet your needs.

You should also be aware there are
some exceptions to the early
distribution penalties for items related
to health care / medical expenses,
qualified higher education expenses
and others. Again, seek professional
advice to see if any of the exceptions
might apply to your situation.

To make this newsletter as helpful as possible,
we welcome your input. Please call

us toll-free or e-mail comments, suggestions
or questions to us. Answers to questions

of general interest may be published.

YOUR EDITORS:

Colleen H. Emery, CPA

Transport Workers Tax Service, LLC
1-866-777-TWTS
twts@transport1040.com

Bruce W. Robson, CFP;

Mark E. Engberg, Reg. Rep.,

Retired MEBA Chief Engineer
CFS/Retirement & Tax Solutions
1-800-465-7042; info@cfs-retirement.com
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Q. Can | access my 401(k) without a
penalty?
A. Maybe.

There are some planning opportunities
for penalty free withdrawals from your
401(k) account under IRS Section
72()(2)(A)(v). The IRS Code states
"distributions made to an employee
who has attained age 55 and separated
from service are exempt from the 10%
early withdrawal penalty."

The caveat here is and - both events
must occur concurrently. The retiring
individual must be at least age 55 at
time of separation from service to
benefit from this "exception" to the 10%
penalty. The individual can not retire at
age 54, leave his 401(k) account
balance undisturbed, and then access
this capital at age 55 without a
premature distribution penalty.

Another important item to clarify is that
this "exception” only applies to

"qualified" accounts such as a 401(k).
It does not apply to IRA accounts. The

401(k) account must stay in the
employer's "qualified" plan and
withdrawals are taken from that

account as appropriate. If you meet the
two criteria discussed above, it may be

WINTER 2006

How to Avoid IRS Earlittwiraal Renalties

tax / investment professional to help
formulate a strategy that is right for
you. The goal is to avoid IRS penalties,
minimize taxation, and create the
flexibility that best meets your needs.

Q. | am retired and t aking
distributions from my IRAs under
IRS Section 72(t) guidelines. If my
wife is entitled to a share of my IRA
assets and | get divorced, would
that affect the 72(t) program and
subject me to penalties?

A. Maybe.

When a question like this arises, it
often takes considerable research and
accurate substantiation to assure the
individual is not jeopardizing the
penalty free distribution program that
has been set in place. Anything that is
considered a "subsequent
modification" to 72(t) periodic
payments will result in a 10% penalty
on all payments received up to that
date.

There have been several cases similar
to this and in each case the IRS has
ruled favorably to allow the individual
to modify the 72(t) program and avoid
the 10% penalty. What is required is
an "IRS Ruling Request" related to

Mark E. Engbeg (InvestmenfAdvisor Rep)
BruceW. Robson,CFP

the retiree was required to transfer
half of the IRA assets to the spouse,
the IRS has allowed the retiree to
reduce his IRA distributions
proportionately - this did not
constitute a "subsequent
modification." However, it must be
noted that an IRS Private Letter
Ruling (PLR) only applies to the
taxpayer who requested the ruling.
PLR's can not be relied on as
precedent, but are a good indication
of the IRS's current position on a
specific tax issue. You will most
likely need professional assistance in
a situation such as this.

Everyone's situation is unique.
Remember, retirement planning
decisions are often irrevocable. Seek
out competent advice and
assistance where needed. Ensure
you have properly substantiated your
distribution strategies. You have
worked hard to accumulate your
retirement assets - avoid IRS
penalties, minimize taxes, and build
in the flexibility you need.

Enjoy your retirement years!

Keep your money working

wise to leave your 401(k) account your specific situation. For example, if for youl!
balance in the employer's plan and not under the terms of a divorce decree,
roll it over to your own IRA. Consult a
IRA Flowchart
(as described on page 2)
Total IRA Assets
$1,000,000
r ¥ |
IRA | IRA I IRA I
$600,000 $300,000 $100,000
1

1
Monthly Income as per
IRS 72(t)

Deferred Monthly Income

|
Early Withdraw
Subject to 10% Penalty

Transport Workers Tax Service, LLC, and CFS/Retirement & Tax Solutions, a financial planning firm, have created an affiliation
to better serve our Maritime Industry clients. Our mission is to work together to establish long-term relationships with our clients that
better enable us to anticipate and provide for your financial needs. We want to assist you throughout your working careers with tax

control strategies and sound financial planning so you can enjoy a comfortable retirement.
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What is Alternative Minimum
Tax and how can it be avoided?

nitially, the Alternative Minimum Tax
was intended to prevent higher-
income taxpayers from substantially
reducing or eliminating their tax
liabilities through incentives such as
Schedule A itemized deductions
offered by the tax code.
The most common triggers for ~ AMT are:
" Personal Exemptions
» ltemized deductions for state and local
income taxes and real estate taxes
»Home equity loan interest
» ltemized deductions for
miscellaneous expenses

In practice, the AMT affects even
middle-income taxpayers, because the
AMT exemption amounts have not

and 2003 are made permanent, more
and more middle income taxpayers will
be affected by AMT.

AMT exemption amount s for 2005 are:
» $58,000 married filing joint
» $40,250 single or head of household

Ways to avoid AMT:

» Maximize your elective deferrals
through 401k and IRA contributions.

» Adjust your portfolio to take write-offs
of up to $3,000 in losses (consult with
your financial advisor before doing
s0).

» Utilize rental property losses from
your Schedule E, which reduce your
AGI (adjusted gross income).

kept up with inflation. Additionally, if Within the maritime industry, it is not

temporary tax cuts enacted in 2001
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fluctuations in income from year to
year. You may be able to shift some
AMT-triggering items from an AMT
year to a non-AMT year. Speak with
your tax professional or contact us to
determine whether this applies to your
individual situation.

Applicable T ax Changes for 2005

Standard Mileage Rate:
$0.405 for mileage before September 1st
and $0.485 for mileage thereafter.

2005 IRA and 401K Limit s:
IRAs $4,000
($4,500 age 50 or older)
401K, etc $14,000
($18,000 age 50 or older)

2006 IRA and 401K Limit s:
IRAs $4,000
(%$5,000 if age 50 or older)
401K, etc. $15,000

($20,000 age 50 or older)
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