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RETAINING RISK 
 

 Because purchasing insurance is an 
effective way of spreading loss among those at 
risk, it should be purchased by those whose lives 
would be significantly adversely affected by 
suffering the loss.  However, the cost of insurance 
must, of necessity, recover the cost of the loss 
experience of the insurer plus its cost of 
marketing, sales commissions, other 
administrative expense, and a profit for the 
company.  Thus, self-insurance (retaining the risk) 
for those whose lives would not be significantly 
affected by incurring the uninsured loss is usually 
the best decision as they incur only the actual 
(and acceptable) loss amount and will have 
avoided the incremental cost of the issuing 
company expenses, profits, etc.  Accordingly, 
those with sufficient investment assets usually 
should avoid extended warranties, low deductible 
auto insurance, low deductible medical insurance, 
etc. 
 

The accompanying Tax & Business Alert 
contains on page 2 a short discussion of long-term 
care insurance.  Without much discussion of other 
factors, it mentions that net worth is a factor in 

determining whether or not such insurance is a 
worthwhile expenditure. 
 
 Low financial net worth people have 
taxpayer-provided long-term care (albeit at a very 
modest level).  High net worth individuals have 
capital sufficient to retain the risk and almost never 
need long-term care insurance because the sum of 
their income tax benefit from the long-term medical 
care deduction and the cost-of-living reduction 
from that of their healthy lifestyle will usually come 
very close, if not exceed, the uninsured cost of high 
level long-term care.  The more difficult decisions 
face those with some financial security 
(investments) who desire to protect their investment 
assets for their families and who feel insecure about 
their long-term care.  For such individuals, this 
purchase decision is very difficult.  For the more 
financially secure (their investment income equals 
or exceeds their cost-of-living), the decision is 
almost always retain the risk – that is, do not 
purchase long-term care insurance.  For the middle 
group, the answer is yes, if you derive peace of 
mind from the purchase and no if you are 
comfortable running (retaining) the risk. 

 
RETAINING RECORDS 

 
After filing your 2016 income tax returns, you 

might be considering disposing of some past 
years’ tax information.  However, you will want to 
remember the rules for retaining relevant tax 
records in the event that the IRS — or another 
taxing authority — wants you to produce those 
records as part of an audit. 
 

Individual Taxpayers 
 

Keep at Least Three Years — The following 
records are commonly used to substantiate a 
taxpayer’s income and expense items: 
 

 Form(s) W-2 
 Form(s) 1099 
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 Form(s) K-1 
 Bank and brokerage statements 
 Canceled checks or other proof of payment 

of deductible expenses  
 For charitable contributions of $250 or 

more, canceled checks are not sufficient.  
Receipts with statements affirming that no 
goods or services were received for the 
contribution are required by law. 

 
At a minimum, the above tax records should be 

kept for a three-year period following the date that 
you file your return (or its due date, if later).  
 

But, Six Years is Better — The IRS’s time limit 
for initiating an audit asserting that income was 
grossly understated, without fraud (for which there is 
no statute of limitation), is six years. Accordingly, 
you should retain all of the above documents for at 
least six years. 
 

Investment Records — Similarly, you will want 
to keep investment sales records after you liquidate 
an investment. Documentation that substantiates the 
gain or loss on an investment should be kept for the 
period that you retain other tax documents 
supporting the return on which you report the sale.  
You should keep investment purchase records for as 
long as you own the investment plus at least four 
years. 
 

Prior Years’ Tax Returns — It is a good idea to 
maintain one or more permanent files with 
important legal and personal documents, including 
those relating to taxes. Specifically, as a general rule, 
you should retain copies of your federal and state 
income tax returns (and any tax payments) 
indefinitely.  
 

For instance, the IRS (or another taxing authority) 
could claim that you never filed a particular year’s 
return. If that occurs, the IRS could assess tax and 
penalties relating to the return in question. You will 
need a copy of your return to bolster your position 
that you actually filed the return. 
 

Pass-through Business Entities — If you are an 
owner in an S corporation, LLC, or partnership, you 
should retain a copy of the annual Schedule K-1 for 
as long as you own an interest in the entity plus four 
additional years.  Also, keep any paperwork related 
to the sale or other disposition of your interest for at 
least four years after the disposition. 

Business Taxpayers 
It is an employer’s responsibility to keep 

accurate, up-to-date records.  Similar to the concern 
of an individual taxpayer, businesses need to be 
prepared for the possibility of an audit.  
 

Employment Tax Records — Employment tax 
records must be maintained for at least four years 
after the later of the due date of the tax return for the 
period to which the records relate or the date the tax 
is paid.  The penalties for noncompliance can be 
harsh.  These records should include the following 
information: 
 

 Employer identification number (EIN);  
 Amounts and dates of all wage, annuity, and 

pension payments;  
 Amounts of tips reported;  
 The fair market value of in-kind wages paid;  
 Names, addresses, Social Security numbers, 

and occupations of employees and recipients;  
 Employee copies of Forms W-2 that were 

returned as undeliverable;  
 Employees’ dates of employment;  
 Periods for which employees and recipients 

were paid while absent due to sickness or 
injury, and the amount and weekly rate of 
payments made to them by the employer or 
third-party payers;  

 Copies of employees’ and recipients’ income 
tax withholding allowance certificates (Forms 
W-4, W-4P, W-4S, and W-4V);  

 Dates and amounts of tax deposits;  
 Copies of returns filed;  
 Documentation for allocated tips;  
 Documentation for fringe benefits provided, 

including appropriate substantiation; and 
 Forms I-9 and supporting documentation 

must be retained as long as the person is 
employed and after termination, for three 
years after date of hire or one year after 
termination, whichever is later. 

 
Corporate Income Tax Returns — It is highly 

advisable that you retain copies of all corporate 
income tax returns indefinitely.  
 

Other Business Records — In addition, you 
should keep the following business records 
indefinitely: 
 

 Board minutes 
 Bylaws
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 Business licenses 
 Contracts, leases, and mortgages 
 Patents/Trademarks 
 Shareholder records 
 Stock registers/transactions 
 Employee benefit plans, including 

pension/profit sharing plans 
 Real estate purchases 
 Construction records 
 Leasehold improvements 
 Annual financial statements 
 Fixed asset purchases 
 Depreciation schedules 

 
The following business records should be 

retained for at least seven years: 
 

 Accounts Payable/Receivable 
 Inventory records 
 Loan payment schedules 
 Expense records 
 Sales records 
 Purchase orders 
 Bank statements 
 Canceled checks 

 

 Loan records 
 Electronic payment records 
 Payroll records 

 
Filing your tax returns is the first step in 

properly handling your taxes.  However, making 
sure you can defend yourself in event of an audit is 
also important. 
 

Electronic Storage — Taxpayers who utilize 
computers with scanners and with confidence in 
their backup procedures might want to consider 
using electronic storage for some of their records.  
Nonetheless, we encourage retention of the hard 
copies of income tax returns. 
 
 Tax Preparers’ Records – While you will want 
to keep your records as discussed above, you 
probably realize that most CPA tax return preparers 
keep electronic copies of returns they prepare for at 
least six years.  Most preparers also retain electronic 
imaging copies of the support furnished with the 
preparation information for at least six years. 
 
 We will be pleased to discuss your record 
retention questions at your convenience. 
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From time to time, a business may find that its  
operating expenses and other deductions for a 

particular year exceed its income. This is known as 
incurring a net operating loss (NOL).

In such cases, companies (or their owners) may be 
able to snatch some tax relief from this revenue defeat. 
Under the Internal Revenue Code, a corporation or 
individual may deduct an NOL from its income.

3 WAYS TO PLAY
Generally, you take an NOL deduction in one of  
three ways:

1.  Deducting the loss in previous years, called  
a “carryback,” which creates a refund, 

2.  Deducting the loss in future years, called a  
“carryforward,” which lowers your future tax  
liability, or

3. Doing a little bit of both.

A corporation or individual must carry back an NOL 
to the two years before the year it incurred the loss. 
But the carryback period may be increased to three 
years if a casualty or theft causes the NOL, or if you 
have a qualified small business and the loss is in a 
presidentially declared disaster area. The carryforward 
period is a maximum of 20 years.

DIRECTION OF TRAVEL
You must first carry back losses to the earliest tax year 
for which you qualify, depending on which carryback 
period applies. This can produce an immediate refund 
of taxes paid in the carryback years. From there, you 

may carry forward any remaining losses year by year up 
to the 20-year maximum.

You may, however, elect to forgo the carryback period 
and instead immediately carry forward a loss if you 
believe doing so will provide a greater tax benefit. But 
you’ll need to compare your marginal tax rate — that 
is, the tax rate of the last income dollar in the previous 
two years — with your expected marginal tax rates in 
future years.

For example, say your marginal tax rate was relatively 
low over the last two years, but you expect big profits 
next year. In this case, your increased income might 
put you in a higher marginal tax bracket. So you’d 
be smarter to waive the carryback period and carry 
forward the NOL to years in which you can use it to 
reduce income that otherwise would be taxed at the 
higher rate.

IN DOWN YEARS, NOL RULES CAN OFFER TAX RELIEF
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ASKING THE RIGHT QUESTIONS ABOUT  
LONG-TERM CARE INSURANCE

2

Like most people, as you age into your 40s and 50s, 
you may wonder what the future holds for your 

health and well-being. Will you be as sharp mentally and 
robust physically as you are right now? Could a serious  
medical condition arise in your future that might  
prevent you from performing routine daily tasks?

Unfortunately, many of us require long-term care 
(LTC) at some point in our lives. To hedge against  
this considerable financial risk, insurers offer LTC 
coverage.

DO YOU REALLY NEED IT?
LTC insurance policies help pay for the cost of  
long-term nursing care or assistance with activities  
of daily living (ADLs), such as eating or bathing.  
Many policies cover care provided in the home, an 
assisted living facility or a nursing home, though some 

restrict coverage to only licensed facilities. Without  
this coverage, you’d likely need to pay these bills out  
of pocket.

Medicare or health insurance generally covers  
such expenses only if they’re temporary — that is,  
during a period over which you’re continuing to 
improve, such as recovering from surgery or a stroke. 
Once you’ve plateaued and are unlikely to improve 
further, health insurance or Medicare coverage  
typically ends. 

That’s when LTC insurance may take over. But  
you need to balance the value of LTC insurance  
benefits with the cost of premiums, which can run  
several thousand dollars annually (though a portion 
may be tax deductible). Depending on your income 
and net worth, as well as your personal and family 
health history, LTC insurance may not be a worth-
while investment. 

SHOULD YOU BUY NOW OR LATER?
The younger you are when you buy a policy, the  
lower the premiums typically will be. And, the chance 
of being declined for a policy increases with age.  
Certain health conditions, such as Parkinson’s disease, 
can also make it more difficult, or impossible, for you 
to obtain an LTC policy. If you can still get coverage,  
it likely will be much more expensive.

So buying earlier in life may make sense. But, keep  
in mind you’ll potentially be paying premiums over  

Then again, as of this writing, efforts are underway to 
pass tax law reform. So, if tax rates go down, it might 
be more beneficial to carry back an NOL as far as 
allowed before carrying it forward.

WHATEVER THE REASON
Many circumstances can create an NOL. Whatever the 
reason, the rules are complex. Let us help you work 
through the process. n

AMT EFFECT

One tricky aspect of navigating the net operating loss (NOL) rules is the impact of the alternative minimum tax 
(AMT). Many business owners wonder whether they can offset AMT liability with NOLs just as they can offset 
regular tax liability.

The answer is “yes” — you can deduct your AMT NOLs from your AMT income in generally the same manner 
as for regular NOLs. The excess of deductions allowed over the income recognized for AMT purposes is  
essentially the AMT NOL. But beware that different rules for deductions, exclusions and preferences apply  
to the AMT. (These rules apply to both individuals and corporations.)
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RENTING OUT YOUR VACATION HOME?  
ANTICIPATE THE TAX IMPACT

When buying a vacation home, the primary 
objective is usually to provide a place for many 

years of happy memories. But you might also view 
the property as an income-producing investment and 
choose to rent it out when you’re not using it. Let’s 
take a look at how the IRS generally treats income  
and expenses associated with a vacation home. 

MOSTLY PERSONAL USE
You can generally deduct interest up to $1 million  
in combined acquisition debt on your main residence 
and a second residence, such as a vacation home. In 
addition, you can also deduct property taxes on any 
number of residences.

If you (or your immediate family) use the home  
for more than 14 days and rent it out for less than  
15 days during the year, the IRS will consider the 
property a “pure” personal residence, and you don’t 
have to report the rental income. But any expenses 
associated with the rental — such as advertising or 
cleaning — aren’t deductible.

MORE RENTAL USE
If you rent out the home for more than 14 days  
and you (or your immediate family) occupy the  
home for more than 14 days or 10% of the days you 
rent the property — whichever is greater — the IRS 
will still classify the home as a personal residence  
(in other words, vacation home), but you will have  
to report the rental income. 

In this situation, you can deduct the personal portion 
of mortgage interest, property taxes and casualty  
losses as itemized deductions. In addition, the rental 

portion of your expenses is deductible up to the 
amount of rental income. If your rental expenses are 
greater than your rental income, you may not deduct 
the loss against other income.

If you (or your immediate family) use the vacation 
home for 14 days or less, or under 10% of the days 
you rent out the property, whichever is greater, the 
IRS will classify the home as a rental property. In 
this instance, while the personal portion of mortgage 
interest isn’t deductible, you may report as an item-
ized deduction the personal portion of property taxes. 
You must report the rental income and may deduct all 
rental expenses, including depreciation, subject to the 
passive activity loss rules.

BRIEF EXAMINATION
This has been just a brief examination of some of  
the tax issues related to a vacation home. Please  
contact our firm for a comprehensive assessment of 
your situation. n

a much longer period. You can often trim premium 
costs by choosing a longer elimination period or a 
shorter benefit period.

The elimination period is the amount of time between 
the start of the benefit trigger and the time that the 

policy begins paying benefits. This can range from  
30 days to several months. Premium costs decrease as 
the elimination period increases. 

Meanwhile, the benefit period is the period of time over 
which the policy pays for care. This can range from a 
year or two to an unlimited amount of time.

BOON OR BUST
Buying LTC insurance can be a boon or a bust. You 
should consider contacting our firm before making the 
purchase. We can help you determine whether LTC 
insurance is right for your situation and, if so, when to 
buy and the appropriate amount of coverage. n

The elimination period is the 
amount of time between the start of 
the benefit trigger and the time that 
the policy begins paying benefits.



Simplicity is the key to a successful family budget. 
But every budget needs to cover all necessary items. 

To find the right balance, your budget should address 
two distinct facets of your family members’ lives:  
the near term and the long term.

In the near term, your budget should encompass the 
primary, day-to-day items that affect every family. First, 
housing: This is often the biggest expense in a family  
budget. And a budget shouldn’t include only mortgage  
or rent payments, but also expenses such as utilities,  
furnishings, maintenance and supplies.

Naturally, there are other items related to daily life for 
which you need to account. These include groceries, 
vehicle and transportation expenses, clothing, child 
care, insurance and out-of-pocket medical expenses. 
And you need to draw clear distinctions between fixed 
and discretionary spending.

Along with being a practical guide to family spending, a 
budget needs to address long-term goals. Naturally, some 
goals are further out than others. One of your longest-
term objectives is probably to retire comfortably. So the 

budget should incorporate retirement plan contributions 
and other ways to meet this goal.

A relatively less long-term goal might be funding your 
children’s education. So, again, the budget should reflect 
this. And, as a long-term but “as soon as possible”  
objective, the budget needs to be structured to pay  
off debt and maintain a strong credit rating.

Only through careful planning and discussion can families 
build a budget that addresses both daily finances and 
long-term financial goals. We can help you get started. n

This publication is distributed with the understanding that the author, publisher and distributor are not rendering legal, accounting or other professional advice or opinions on specific facts 
or matters, and, accordingly, assume no liability whatsoever in connection with its use. The information contained in this newsletter was not intended or written to be used and cannot be 
used for the purpose of (1) avoiding tax-related penalties prescribed by the Internal Revenue Code or (2) promoting or marketing any tax-related matter addressed herein. © 2017
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