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rates expire? There'sThe
plenty
year
ofwas
time2001.
beforeThe
2011, so stay tuned …
top marginal federal
income tax bracket was
39.6%, and the tax rate
that applied to most
long-term capital gains
was 20%. Then came the Economic Growth
and Tax Relief Reconciliation Act of 2001,
followed two years later by the Jobs and
Growth Tax Relief Reconciliation Act of 2003.
By mid-2003, the top marginal tax rate was
35%, and the 20% capital gains rate had
dropped to 15%. But this tax relief was
designed to be temporary--the provisions that
established lower rates were crafted to
self-expire after a period of time. And now, in
2010, we're only months away from seeing
those provisions expire.

Federal income tax brackets
Right now, there are six marginal income tax
brackets: 10%, 15%, 25%, 28%, 33%, and
35%. For 2010, these brackets apply to married
couples filing joint federal income tax returns in
the following manner:
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Long-term capital gain tax rates
For 2010, if you sell shares of stock that you've
held for more than a year, any gain is long-term
capital gain, generally taxed at a maximum rate
of 15%. If you're in the 10% or the 15%
marginal income tax bracket, however, you'll
pay no federal tax on the long-term gain (a 0%
tax rate applies). That means if you're a married
couple filing a joint federal income tax return,
and your taxable income is $68,000 or less,
you'd pay no federal tax on the gain.
However, these rates are also scheduled to
expire at the end of 2010. Absent new
legislation, in 2011, a 20% rate will generally
apply to long-term capital gains. Individuals in
the 15% tax bracket (remember, there won't be
a 10% bracket in 2011) will pay the tax at a rate
of 10%. Special rules (and slightly lower rates)
will apply for qualifying property held for five
years or more.
Finally, while qualifying dividends are taxed in
2010 using the same capital gain tax rates
described above (i.e., 15% and 0%), in 2011
they'll be taxed as ordinary income.

2010 Marginal Income Tax Brackets

Will Congress take action?

Married Filing Jointly

In the proposed 2011 budget submitted to
Congress in February, President Obama asked
for a permanent extension of the current 10%,
15%, and 25% marginal income tax brackets,
and an expansion of the current 28% tax
bracket. The current 33% and 35% brackets
would be allowed to expire, resulting in the top
two marginal rates for 2011 returning to 36%
and 39.6%. The expanded 28% bracket would
be calculated in a way that would allow
individuals earning less than $200,000 (less the
standard deduction amount and one
exemption) and married couples filing jointly
earning less than $250,000 (less the standard
deduction and two personal exemptions) to
escape taxation at the top rates.

Taxable Income

Marginal Tax Rate

Not over $16,750

10%

Over $16,750 to
$68,000

15%

Over $68,000 to
$137,300

25%

Over 137,300 to
$209,250

28%

Over 209,250 to
$373,650

33%

Over $373,650

35%

The President also proposed making the
current tax rates that apply to long-term capital
gain (i.e., the 0% and 15% rates) permanent,
but adding a new 20% rate for those in the
newly reestablished 36% and 39.6% brackets.

As it stands now, these marginal tax brackets
will expire at the end of 2010. There would be
no 10% bracket for 2011, and the remaining
bracket rates would return to their original 2001
Will Congress act, or will it simply let current
levels: 15%, 28%, 31%, 36%, and 39.6%.
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Social Security: File-and-Suspend for Higher Benefits
Although many people think
of Social Security as only a
retirement program, Social
Security also provides
survivor's benefits that can
provide substantial income
to your spouse after your
death.

If you're married and looking for opportunities to
increase retirement income, you may want to
look closely at your Social Security benefits.
One opportunity for maximizing Social Security
income, called "file-and-suspend," may enable
a married couple to boost both their retirement
and survivor's benefits.

What is file-and-suspend?
Generally, a husband or wife is entitled to
receive a Social Security retirement benefit
based either on his or her own earnings record
(a worker's benefit), or on his or her spouse's
earnings record (a spousal benefit), whichever
is higher. But under Social Security rules, a
husband or wife who is eligible to file for
retirement benefits based on his or her
spouse's record cannot do so until his or her
spouse begins receiving benefits. However,
there is one exception--someone who has
reached full retirement age may choose to file
for retirement benefits, then immediately
request to have those benefits suspended, so
that his or her eligible spouse can file for
spousal benefits.

For more information,
contact the Social Security
Administration at
800-772-1213 or visit
www.socialsecurity.gov.

Henry is about to reach his full retirement age
of 66, but he wants to postpone filing for Social
Security benefits. At full retirement age his
monthly benefit will be $2,000, but if he waits
until age 70 to file, his benefit will be $2,640
(32% more) due to delayed retirement credits.
However, his wife Julia, who has had
substantially lower lifetime earnings than Henry,
wants to retire in a few months at her full
retirement age (also 66). Based on her own
earnings record, Julia will be eligible for a
monthly benefit of $700, but based on Henry's
earnings record she will be eligible for a
monthly spousal benefit of $1,000 (50% of
Henry's entitlement).
So that Julia can receive the higher spousal
benefit as soon as she retires, Henry files an
application for benefits, but immediately
suspends it. That way, he can also continue to
earn delayed retirement credits, which will
result in a higher monthly retirement benefit for
him later.

Using the file-and-suspend strategy not only
increases Julia and Henry's retirement income,
but it also offers increased survivor protection.
File-and-suspend is a strategy that may be
Upon Henry's death, Julia will be entitled to
used in a variety of situations, but is commonly
receive 100% of what Henry was receiving (or
used when one spouse has much lower lifetime
was entitled to receive) at the time of his death.
earnings, and thus will receive a higher
So by suspending his own retirement benefit in
retirement benefit based on his or her spouse's
order to increase it through delayed retirement
earnings record. (A husband or wife's spousal
credits, Henry has ensured that Julia will
benefit may be as much as 50% of what his or
receive a survivor's benefit that is up to 32%
her spouse is entitled to receive at full
higher for the rest of her life should he die first.
retirement age.) Using this strategy not only
(Note, though, that this hypothetical example is
allows the eligible spouse with lower earnings
for illustrative purposes only and does not
to immediately claim a higher (spousal)
account for cost-of-living adjustments or taxes.)
retirement benefit, but can also increase the
Points to consider
amount of available survivor protection. The
spouse with higher earnings who has
• Deciding when to begin receiving Social
suspended his or her benefits can accrue
Security benefits is a complicated decision.
delayed retirement credits at a rate of 8% per
You'll need to consider a number of
year (the rate for anyone born in 1943 or later)
scenarios, and take into account factors such
up until age 70. Because a surviving spouse
as both spouses' ages, estimated benefit
will generally receive a benefit equal to 100% of
entitlements, and life expectancies. A Social
the retirement benefit the other spouse was
Security representative can help explain your
receiving (or was entitled to receive) at the time
options.
of his or her death, suspending a benefit to
• Ask a tax professional to help you weigh the
accrue delayed retirement credits may
tax consequences of delaying Social Security
substantially increase the survivor's benefit.
income.

Example

Let's look at one hypothetical example of how
filing for, then suspending, Social Security
benefits might help a married couple increase
their retirement income and survivor's benefits.

• Using the file-and-suspend strategy may not
be advantageous when one spouse is in poor
health or when Social Security income is
needed as soon as possible.
• The spousal benefit will be reduced if the
spouse claiming it is under full retirement
age.
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Stock Dividends: An Income Alternative
"Many dividend-paying
stocks represent large
established companies that
may have significant
resources to weather
economic hard times."

Since 2003,
when the top
federal income
tax rate on
qualified
dividends was
reduced,
dividends have
acquired
renewed respect. When (or if) that tax rate
increases (under current law, dividends will
once again be taxed as ordinary income in
2011), the long-term demand for high-quality,
reliable dividends will likely increase as baby
boomers approach retirement and focus on
income-producing investments.

Why consider dividends?
Because they can add to a stock's total return,
dividends can be especially important if the
market produces relatively low or mediocre
returns. According to Standard and Poor's,
dividend income has represented roughly
one-third of the total return on the S&P 500
since 1926, though that percentage has
declined over the last decade. Dividends also
may mitigate the impact of a volatile market by
at least partly offsetting price fluctuations to
even out a portfolio's overall return.
Many experts also look at dividends as a
relatively reliable indicator of a company's
financial health. Investors have become more
conscious in recent years of the value of
dependable data as a basis for investment
decisions, and dividend payments aren't easily
restated. Because dividends are one sign of a
company's financial health, boards of directors
generally are reluctant to send investors a
negative message by cutting dividends.

Look before you leap
Investing in dividend-paying stocks isn't as
simple as just picking the highest yield. If you're
investing for income, consider whether the
company's cash flow can sustain its dividend.
Dividends on common stock are paid at the
discretion of the company's board of directors,
and there's no guarantee they won't be cut.
Also, some companies choose to use corporate
profits to buy back company shares. That may
increase the value of existing shares, but it
sometimes takes the place of instituting or
raising dividends.
If you're interested in a dividend-focused
investing style, look for terms such as "equity
income," "dividend income," or "growth and
income." Also, some exchange-traded funds
(ETFs) track an index that's comprised of
dividend-paying stocks, or that's based on
dividend yield. Be sure to check the prospectus
for information about expenses, fees, and
potential risks, and consider them carefully
before you invest.

All dividends are not alike
Some dividends, such as those paid by real
estate investment trusts (REITs) and master
limited partnerships, don't qualify for the same
maximum federal income tax rate as qualified
dividends, and a portion may be taxed as
ordinary income. Also, the 15% maximum rate
is scheduled to expire at the end of 2010, and
there is no guarantee dividends will continue to
receive favorable tax treatment.

The 15% rate applies to qualified dividends
(those paid by a U.S. or qualified foreign
corporation). Also, you must have held the
stock for more than 60 days during a 121-day
period (60 days before and 61 days after the
Also, many dividend-paying stocks represent
stock's ex-dividend date). Form 1099-DIV,
large established companies that may have
significant resources to weather economic hard which reports your annual dividend and interest
times, which could be helpful if you're relying on income for tax accounting purposes, will
indicate whether a dividend is qualified or not.
those dividends to help pay living expenses.
Finally, dividends become even more valuable Be aware that some so-called dividends
if they're reinvested rather than used to supply actually are considered interest for tax
purposes. These include dividends from
income. A dividend that's used to purchase
deposits or share accounts at cooperative
more of the company's stock means you'll
banks, credit unions, federal savings and loan
receive a proportionally greater share of the
company's earnings the next time dividends are associations, and mutual savings banks.
paid, which in turn means a larger dividend
payment to be reinvested (assuming the
company continues to do well and the dividend
rate remains the same).
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IMPORTANT DISCLOSURES
Broadridge Investor Communication
Solutions, Inc. does not provide
investment, tax, or legal advice. The
information presented here is not
specific to any individual's personal
circumstances.
To the extent that this material
concerns tax matters, it is not
intended or written to be used, and
cannot be used, by a taxpayer for the
purpose of avoiding penalties that
may be imposed by law. Each
taxpayer should seek independent
advice from a tax professional based
on his or her individual
circumstances.
These materials are provided for
general information and educational
purposes based upon publicly
available information from sources
believed to be reliable—we cannot
assure the accuracy or completeness
of these materials. The information in
these materials may change at any
time and without notice.

Will the new health-care law affect my Medicare drug
plan?
Yes, it might. Many Medicare
Part D beneficiaries have had
to pay for prescriptions
out-of-pocket after reaching a
gap in their annual coverage, referred to as the
"donut hole." Currently, if you're a Medicare
Part D beneficiary, you may pay up to an
additional $3,610, out-of-pocket, for medicines
after reaching an initial threshold of $2,830 in
total prescription drug costs (including Part D
payments, beneficiary co-pays, and
deductibles). But, in 2010, if you fall in the
coverage gap, you will receive a $250 rebate.

Another change affecting Medicare Part D
beneficiaries relates to full-benefit dual-eligible
beneficiaries (individuals eligible for both
Medicaid and Medicare). Dual-eligible
beneficiaries receiving institutional care, such
as in a nursing home facility, do not owe any
co-payments for prescriptions covered by Part
D. However, dual-eligible beneficiaries
receiving long-term care services at home or in
a day-care community setting are subject to
such co-payments. Beginning in 2012, the new
legislation removes this imbalance; individuals
receiving services at home or in a community
setting will no longer be subject to
Starting in 2011, you will receive a 50%
discount on the cost of brand-name drugs in the co-payments.
coverage gap. Additionally, a reduction in
Also, beginning in 2011, the time period during
coinsurance for generic drugs in the coverage
which Part D and Medicare Advantage
gap will be phased in, starting in 2011, and a
beneficiaries can make changes to their
similar reduction in coinsurance for brand-name coverage is extended and runs from October 15
drugs begins in 2013. By 2020, a combination
through December 7. This extension should
of federal subsidies and a reduction in
provide more time for beneficiaries to consider
co-payments will reduce your total
their options while ensuring that any benefit
out-of-pocket costs for medications in the donut changes are properly incorporated into the plan
hole to 25%.
for the following year.

Does the new health-care reform law affect health
spending accounts?
Yes. The new health-care
reform legislation impacts
flexible spending
arrangements (FSAs), health
reimbursement arrangements (HRAs), health
savings accounts (HSAs), and Archer medical
savings accounts (MSAs).

for other than qualified medical expenses are
subject to ordinary income tax plus a penalty
tax. In the case of HSAs, the penalty is 10%,
and for Archer MSAs the penalty is 15%.
However, the health-care reform legislation
increases the tax penalty for both of these
plans to 20%, beginning in 2011.

Over-the-counter medications. Beginning in
2011, FSAs and HRAs will not be able to make
reimbursements for the cost of over-the-counter
medications, and HSA and Archer MSA
distributions used to pay for the cost of
over-the-counter medications will not be made
on a tax-free basis. However, insulin and
over-the-counter medications prescribed by a
physician will still be reimbursable on a
tax-favored basis by these plans. You may
want to stock up on your over-the-counter
drugs to take advantage of the available
reimbursement before the end of this year.

FSA contribution limit. If you participate in an
FSA as part of a cafeteria plan, beginning in
2013, the annual amount available for
reimbursement for qualified medical expenses
is limited to $2,500 (this figure will be adjusted
for inflation in subsequent years). This
reduction does not apply to health FSAs that
aren't part of a cafeteria plan.

Tax increase on nonqualified distributions.
Generally, distributions from HSAs and Archer
MSAs for qualified medical expenses are
received income-tax free. Plan distributions

If these changes will affect you, and you or a
family member needs substantial dental work
such as orthodontia, or corrective vision
surgery, you might want to plan for and address
these needs prior to 2013. And remember,
FSAs are subject to the "use it or lose it" rule,
meaning that any pretax money in your plan
that is not used by the end of the plan year is
forfeited.

Page 5 of 5
Prepared by Broadridge Investor Communication Solutions, Inc. Copyright 2011

