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Financial Literacy Program
Research has shown that as little as 10 hours of  
personal financial education positively affects       
students’ spending and savings habits (National   
Endowment for Financial Education, 1998).  The 
Washington State Society of CPA firms has a Fi-
nancial Literacy Program. Through this program, 
over 10,000 high school, elementary and college 
students, as well as adults, have received infor-
mation on ways to manage their money.  Two of 
our senior accountants, Jessica Kinney, CPA and 
Dani Espinda, CPA have completed this training 
program.  Most recently Jessica volunteered her 
time to teach an eight week program to kinder-
garteners, as well as a one day course to seniors 
at a local High School.  

Credit Union Servicing Group
We are pleased to announce that Andrew D. Ray-
mond has joined Shannon & Associates as a part-
ner. Andy has spent over 30 years as a credit union 
industry expert. The last 20 years he has had his 
own practice, Clark, Raymond & Company. Andy 
joined his practice with the credit union practice 
of Shannon & Associates, where together we 
have the largest locally owned credit union CPA 
practice in Washington and Oregon.  Andy will 
be putting his industry background and expertise 
to use conducting industry outreach and training, 
performing annual audits, providing internal audit 
support and handling all facets of CPA services 
needed by credit unions, both large and small.

Exciting News about our staff
Congratulations to Lisa Brittain for completing all 
four sections of the CPA exam.  Of particular note 
is her passing score of 94% on the audit section.  

We are pleased to welcome Elizabeth Keating to 
our staff.  Elizabeth joined Shannon & Associ-
ates in July.  She recently graduated from Central  
Washington University with a Bachelor of Science 
Degree in Accounting. She plans to finish her fifth 
year requirements this coming year and sit for the 
CPA Exam. Elizabeth was recently married and 
she and her husband Robert live in Auburn. When 
she is not working Elizabeth enjoys spending time 
outdoors hiking, mountain biking, snowboarding 
and even yard work, if it’s a nice day!  One of her 
most favorite weekend activities is taking their 
dogs to the local dog park.

Our families continue to grow - the stork has vis-
ited Shannon & Associates yet again.  In April, 
Julia Atwood and her husband Ray welcomed 
their second son, Aaron James.  In October, Julie 
Courtney and her husband Colin welcomed their 
second daughter, Emily Jean.   
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Accounting software needs analysis, selection,  

implementation, training and support

Manufacturing and distribution solutions

Third-party software integration

Creating meaningful management reports using 
Crystal Reports or FrX

Assessing your IT controls and practices

Reviewing your internal processes and controls for 
efficiency as well as fraud prevention practices

Shannon & Associates is proud to be known as the 
only firm in the Northwest to be a part of Nexia       
International, a worldwide network of independent         
auditors, business advisers and consultants. 
Nexia International is the 10th largest network of 
accounting firms in the world, with member firms 
in over 100 countries.  This global representation 
with Nexia enables us to offer our expertise in 
international taxes and accounting around the world 
and provide top quality service to our clients with 
foreign and domestic financial needs.



Thank you for 
your 

referrals!

We appreciate the 
confidence you 

have in 
our services to 

refer to us other      
individuals and 

businesses!

Year-End Tax Planning for IRAs
hrough 2009, you 
can convert a tradi-
tional IRA to a Roth 

IRA only if your 2009 mod-
ified adjusted gross income 
(MAGI) is no greater than 
$100,000 on a single or joint 
tax return. The $100,000 
cap will come off in January 
2010. Under current law, 
this change is permanent. 
Therefore, high income 
taxpayers can convert tra-
ditional IRAs to Roth IRAs 
in 2010, 2011, 2012, and so 
on. For tax-payers whose 
2009 MAGI is $100,000 or 
less, year-end 2009 presents 
a  dilemma. 
Example #1: Wendy Ames 
expects her MAGI to be 
$80,000 this year. She 
would like to invest in a 
Roth IRA because these ac-
counts may permit tax-free 
withdrawals in the future 
and Roth IRA owners don’t 
have to take required distri-
butions. Also, if she wishes, 
Wendy can leave her Roth 
IRA intact for her beneficia-
ries, who will have to take 
scheduled distributions but 
will owe no tax as long as 
the account is at least five 
years old.

Crafting a conversion
Should Wendy convert her    
traditional IRA to a Roth 
IRA in 2009 or wait until 
2010? Although she will 
owe tax on the amount she 
converts, in this example 
her traditional IRA has a 
much lower value now than 
it did in 2007. Therefore, a 
Roth IRA conversion now 
would generate a lower tax 
obligation than it would 
have created two years ago. 
A 2009 conversion also will 
lock in this year’s income 
tax rates, which might be 
higher in the future, and 
start the five year clock 
for tax-free withdrawals at 

January 1, 2009.
On the other hand, Wendy 
can wait a short time and  
convert in 2010. Her IRA 
balance might be little 
changed by then, and tax 
rates for moderate income 
individuals like Wendy 
may not move up in the 
near future. If she waits a 
few weeks and converts in 
2010, Wendy will have two 
choices. She can report the 
taxable income from her 
2010 Roth IRA conversion 
on her 2010 tax return. Or 
she can take advantage 
of a special rule for 2010        
conversions and report half 
of the income on her 2011 

tax return and the remain-
ing half on her 2012 return, 
thus obtaining a period of 
tax  deferral.

Taking action
Some taxpayers  may 
choose to convert by year-
end 2009 because they will 
have a chance to reverse 
their conversion. All Roth 
IRA conversions can be 
recharacterized by October 
15 of the following year; 
the account will revert to 
a traditional IRA and the 
taxpayer will get a refund 
of any tax paid on the con-
version.
Example #2: Tim Brad-
ley decides to convert his 
$100,000 traditional IRA 

to a Roth IRA in late 2009 
to take advantage of a low 
IRA balance and today’s 
relatively low tax rates. He 
pays the tax on $100,000 
of income on his 2009 tax 
return. In October 2010, Tim 
sees that his Roth IRA is 
worth $125,000. He decides 
to leave his Roth IRA in 
place, with $25,000 of   tax-
free growth in the account.
Example #3: Assume the 
same facts as in Example #2, 
except that Tim’s Roth IRA 
has declined to $80,000 by 
October 2010. He rechar-
acterizes the account to a 
traditional IRA and files an 
amended tax return for a 
refund. After waiting at least 
31 days, Tim can re-convert 
this traditional IRA to a 
Roth IRA. If the account 
value has not changed ma-
terially in the interim, Tim 
will owe less tax on this 
Roth IRA conversion than 
he owed on his 2009 con-
version. What’s more, if he 
executes the re-conversion 
in 2010, he can defer the tax 
payments to 2011 and 2012, 
as explained previously.

Be prepared
Taxpayers who expect their 
2009 MAGI to be over 
$100,000 also may want 
to do some year-end IRA 
planning for 2010, when it 
will be possible to convert 
a traditional IRA to a Roth 
IRA regardless of income. 
Following are three steps 
you should take. 
First, decide whether you 
want to convert your tradi-
tional IRA to a Roth IRA. 
If you are concerned that 
upper income individuals 
and couples will pay much 
higher taxes in the future, 
you may want to convert 
your tax-deferred traditional 
IRA to a tax-free Roth IRA.

Second, if you would 
like to have a Roth IRA, 
decide how much you are 
willing to convert. If you 
do a partial conversion, 
you will reduce your tax 
obligation. 
Finally, if you decide to  
convert your traditional 
IRA to a Roth IRA, and 
you have determined how 
much you’d like to con-
vert,  notify the custodian 
of your traditional IRA in 
advance. There may be a 
rush to convert to Roth 
IRAs at the beginning of 
the year as many taxpay-
ers seek to take advantage 
of their IRAs’ diminished 
values. By notifying your 
IRA custodian in advance 
about your plans, you 
may be able to get your 
paperwork ready for a 
Roth IRA conversion in 
early 2010.
If you or a loved one face 
a similar decision, our 
office can help you make 
an IRA plan that’s ap-
propriate for your specific 
circumstances.
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bill. However, there is no 
guarantee that the 15% 
maximum tax rate on long-
term gains will remain in 
effect next year. Congress 
may respond to financial 
pressures on the federal 
government by raising that 
rate, perhaps limiting the 
increase to high-income 
taxpayers. For this rea-
son, John might decide 
to make planned sales in 
2009, locking in the tax 
on the gains at 2009 rates. 
(The Green Book proposes 
an  increase in the tax on 
high-income taxpayers’ 
long-term capital gains 
from 15% now to 20% in 
2011. However, Congress 
might legislate such an       

increase in 2010.)

Selling short
If some of your stocks are 
now worth less than you 
paid for them, you may 
want to sell them—and 
realize those losses—be-
fore year end. You can 
offset net capital losses 
up to $3,000 against your 
ordinary income on your 
2009 tax return and carry 
forward capital losses over 
$3,000 to future years’ 
tax returns with no time      
limits. Piling up a “bank” 
of capital losses may help 
you if you have gains from 
a 2009 investment and 
want to take profits. If you 
sell securities you’ve held 

for one year or less, you’ll     
generate short-term gains, 
which are taxable at or-
dinary income rates (up 
to 35% in 2009). Instead, 
you can use your capital 
losses to offset the gains 
you generate by  selling 
the securities held short 
term—and avoid tax.

Looking backward
As mentioned previously, 
you can deduct up to $3,000 
worth of net capital losses 
on your tax return and carry 
forward excess losses to fu-
ture years. Therefore, you 
should check your 2008 
tax return to see if you’re       
carrying forward any un-
used capital losses. You’ll 
find that information on 
Schedule D of Form 1040. 

If you have such losses 
from the 2008 bear mar-
ket or prior years, you can 
take gains to soak them up 
without paying any taxes 
out of pocket.

Example #2: Louis Ward 
has $20,000 worth of 
loss carry forwards from         
previous years. He hasn’t 
taken any capital gains or 
losses this year. If Louis   
generates $17,000 in net 
capital gains by the end of 
2009, his loss carry for-
wards will offset the tax on 
those gains. He can deduct 
the remaining $3,000 of 
net loss against his 2009 
ordinary  income, reducing 
his existing taxable income 
for the year and his result-
ing tax obligation.

Year-End Tax Planning for Investors
continued from page 1

Mutual fund methods

f you invest in mutual 
funds, proceed cau-
tiously at year end. 

At this time of year, funds 
may distribute any net 
capital gains for 2009 to 
their shareholders. These 
distributions are taxable to 
investors (unless the fund 
is held in a tax-favored re-
tirement account), and the 
share price typically drops 
to reflect the distribution.

Example #1: Caitlin Carter 
invests $10,000 in Mutual 
Fund ABC in early Decem-
ber 2009. She acquires 500 
shares at $20 apiece. One 
week later, ABC makes a 
$2-per-share capital gain  
distribution, and the share 
price drops to $18. Cait-
lin owes tax on a $1,000      

capital gain distribution 
($2 per share times 500 
shares)—even though the 
distribution is essentially a 
return of her own money. 

Therefore, if you are go-
ing to invest in a mutual 
fund between now and 
D e c e m b e r 
31, 2009, you 
may be better 
off waiting 
until after any 
distribution. 
You might be 
able to avoid 
this tax trap 
and buy at the 
post-distribu-
tion reduced trading price. 
Check the fund’s web-
site for information about 
capital gain distributions; 
if the fund won’t distribute 
capital gains because of 
bear market losses, you 

can buy at a time of your 
choosing.

If you are thinking of sell-
ing mutual fund shares, on 
the other hand, you may de-
cide to advance your plans 
if you learn that your fund 
will make a capital gain 

distribution.

Example #2: 
S teve  Da-
vis invested 
$ 1 0 , 0 0 0 
in  Mutua l 
Fund XYZ 
many years 
ago. He now 
o w n s  7 0 0 

shares of the fund, trad-
ing at $25, for a total of 
$17,500. Steve wishes to 
take his gains in 2009 while 
the maximum tax rate on  
long-term gains is 15%.

On the XYZ website, Steve 
sees that a $3 per share 
distribution is planned 
for December 15, 2009. 
The fund estimates that 
$2.50 per share of that 
distribution will be in the 
form of short-term capital 
gains from this year’s rally. 
Thus, if Steve holds onto 
his shares, he will receive 
a distribution of $2,100 ($3 
times 700 shares), most 
of which will be taxed in 
his 28% ordinary income 
tax bracket as short-term 
capital gains.

Instead, Steve sells be-
fore XYZ’s distribution. 
With a $10,000 cost ba-
sis and a $17,500 selling 
price, Steve will have a 
$7,500 long-term gain, all 
of which will be taxed at 
only 15%.

Year-End Tax Planning for Mutual Funds

II



hen you fill out 
your tax return 
for 2009, you’ll 

have to choose whether 
to itemize deductions 
or claim a standard de-
duction. If you itemize, 
you’ll deduct certain 
amounts you spent this 
year on charitable dona-
tions, mortgage interest, 
and so on.
You may, instead, claim 
a standard deduction. 
For 2009, the standard        
deduction is $11,400 for 
married couples filing 
a joint return, $5,700 
for singles and married         
individuals filing sepa-
rately, and $8,350 for 
heads of household.  Tax-
payers who are over age 
65 receive an addition-
al standard deduction: 
$1,400 for single taxpay-
ers and $1,100 apiece 
for married taxpayers in 
2009. Similar deductions 
are available to the blind. 
If you qualify on both 
counts, you’ll get two 
deductions.

Two tax breaks
In 2009, you may need 
to consider two special 
tax laws when you decide 
whether to itemize or take 
the standard deduction.
1.  Homeowners can de-
duct up to $500 of prop-
erty tax paid in 2009 in 
addition to their stan-
dard deduction. Married 
couples can deduct up to 
$1,000. If you itemize de-
ductions instead of taking 
the standard deduction, 
you generally can deduct 
all the property tax you 
pay.
2.  You can deduct the 
sales tax paid on a new 
vehicle, even if you take 
the standard deduction. 

You must have bought the 
new car, light truck, mo-
tor home, or motorcycle 
from February 17, 2009–     
December 31, 2009. If so, 
you can deduct the sales 
tax paid on a purchase 
price of up to $49,500. If 
you itemize and choose 
to deduct state and local 
general sales taxes (in-
stead of deducting state 
and local income taxes), 
you can only deduct the 
sales tax on the vehicle 
once as part of the general 
sales tax deduction. If 
you deduct state and local 
income taxes, you can in-
clude the vehicle sales tax 
with your other deduc-
tions, such as mortgage 
interest and charitable 
contributions.
Both of these tax benefits 
are scheduled to expire   
after this year.

Making the choice
As year end nears, you 
can determine whether 
you will be better off 
itemizing or taking the 
standard deduction this 
year. If you think you’ll 
take the standard deduc-
tion, you may want to 
defer itemized deduc-
tions until 2010, when 
you might get a tax ben-
efit. Moreover, if you are 
considering buying a new 
vehicle, you may want to 
buy before December 31 
so you’ll get the sales tax 
deduction.
Example #1: Wallace 
and Diane Franklin are 
both 66 years old. They 
own their home without a 
mortgage and pay $2,000 
per year in property tax. 
They bought a new car 
for $30,000 this June 
and paid $1,200 (4%) in 
sales tax. The Franklins 

expect to pay around $4,000 
this year in state income tax. 
They have not had signifi-
cant unreimbursed medical 
expenses. So far this year, 
they have not made substan-
tial charitable contributions.
If the Franklins decide to 
take the standard deduction, 
their total will be $15,800:

If the Franklins decide to   
itemize, their deductions 
would include only $4,000 in 
state  income tax, $2,000 in 
property tax, and $1,200 for 
the special sales tax deduc-
tion — $7,200 total. Thus, 
in this example they would 
be much better off taking the  
standard deduction. There-
fore, the Franklins probably 
should delay their usual 
year-end charitable contri-
butions until January 2010 
because they might save tax 
in 2010 by itemizing deduc-
tions. In contrast, taxpayers 
whose itemized deductions 
clearly will top the standard 
deduction amount generally 
should incur itemized de-
ductions such as charitable 
contributions in 2009. 
Drive hard for tax breaks
As previously mentioned, 
the special sales tax deduc-

tion for new vehicles will 
expire at year end unless 
Congress extends it. Does 
this mean that if you’re 
in the market for a new 
car, light truck, etc., you 
should purchase it before 
year end? Probably, but 
not necessarily. Some ex-
amples can illustrate the 
tradeoffs: 
Example #2: Emily Gib-
son regularly itemizes            
deductions, including 
state income taxes paid. 
In late 2009, she buys a 
car for $40,000 and pays 
$2,000 (5%) in sales tax. 
Emily can itemize her 
state income taxes and 
also take a special deduc-
tion for the $2,000 in sales 
tax she paid for her new 
car. Conclusion: Buying a 
new car in 2009 is a good 
choice for Emily.
Example #3: Barry James 
always takes the stan-
dard deduction. He had 
planned to buy a new car 
and decides to make the       
purchase before year end 
to lock in the special sales 
tax deduction. Conclu-
sion: For Barry, buying 
a new car in 2009 makes 
sense.
Example #4: Karen Little 
likes to have a new car   
every two years, so she 
leases a car. The special 
sales tax deduction ap-
plies only to purchased 
cars, not leased cars. 
Therefore, Karen decides 
to wait until 2010, when 
her current lease will be 
up, to lease a new car. 
She will get little or no 
tax advantage by leasing 
a car in 2009.
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See Year-End Tax 
Planning for 

Itemized Deductions  
continued on Page 4

Standard
deduction
for all couples
filing jointly	 $11,400

Additional 
deduction 
for married  
people 65 and 
older	 2,200

Special property 
tax deduction	 1,000

Special vehicle 
sales tax 
deduction	 1,200

Total	 $15,800
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Conclusion: For people 
like Karen who lease 
cars, the special sales 
tax deduction will not 
affect year-end plan-
ning.
Example  #5 :  Saul       
Thompson has MAGI 
of $180,000 as a single    
taxpayer. He cannot 
take the special sales 
tax deduction, which 
is phased out for tax-
payers with MAGI be-
tween $125,000 and 
$135,000 ($250,000 
and $260,000 on a joint    
return). Saul should buy 
or lease a car at any time 
of his choosing and pay 
the indicated sales tax. 
When he files his tax    
return for the year, Saul 
can determine which is 
the larger deduction: (1) 
the sales tax deduction 
(adding the amount of 
sales tax paid for the 
car to the amount other-
wise deductible per the 
IRS’s tables) or (2) the 
income tax deduction.  
Conclusion: For high-
income taxpayers like 
Saul, the special sales 
tax deduction will not 
affect year-end plan-
ning.
Healthier deductions
Regardless of whether 
you plan to buy a new 
car by year end, there 
are steps you can take 
to increase your deduc-
tions for 2009 if you 
decide to itemize rather 
than take the standard 
deduction. For instance, 

you can figure out whether 
you are likely to deduct medi-
cal costs this year. You can 
deduct such costs only to the 
extent they exceed 7.5% of 
your adjusted gross income 
(AGI). 
Example #6: Melody Neale 
expects her AGI this year to be 
around $100,000. Thus, she’ll 
be able to deduct health care 
expenses over $7,500 — 7.5% 
of $100,000.
When Melody tallies her med-
ical outlays for the year, she 
finds she already 
has spent $10,000, 
so she is over the 
threshold. She can 
go to the dentist, 
get doctors’ check-
ups, buy prescrip-
tion eyeglasses, 
and so on before 
December 31. Mel-
ody will be paying 
those bills with tax-
deductible dollars.
On the other hand, suppose 
Melody’s health care expenses 
are only $4,000 for the year, 
through November. She can  
decide to postpone all elec-
tive medical procedures  until 
2010, when they might lead to 
tax deductions.
Make the most of miscellany
You should approach miscel-
laneous itemized deductions 
in the same manner. Such 
deductions include outlays for 
tax preparation, unreimbursed 
employee business expenses, 
investment expenses, Roth 
IRA losses, and 529 college 
savings plan losses. You add 
up all of those items and take 

deductions to the extent 
they exceed 2% of your 
AGI.
Example #7: Phil Roberts 
expects his AGI this year 
to be around $150,000.    
Therefore, he’ll be able 
to deduct miscellaneous 
itemized deductions over 
$3,000: 2% of $150,000. 
As of early December, Phil 
finds that his miscellaneous 
deductions for 2009 are 
already at $4,000; thus, 
further expenses will be de-
ductible. Before year end, 
he can pay for investment 
publications and software 
with tax-deductible dollars. 

If Phil closes 
out his sole 
Roth IRA and 
sole 529 ac-
count for loss-
es this year, 
those losses 
also will  be 
deductible on 
his 2009 tax 
return. 
On the other 

hand, if Phil has only a few 
hundred dollars in miscel-
laneous costs in 2009, he 
may decide to incur addi-
tional miscellaneous costs 
in 2010, when they might 
be more valuable.
Adjusting for the AMT

Your strategies for item-
ized deductions will be 
different if you are subject 
to the alternative minimum 
tax (AMT). Increasingly,       
moderate and upper income 
taxpayers owe the AMT in 
addition to regular tax; our  
office can tell you if you 
will pay the AMT this year.
Taxpayers who are subject 
to the AMT can deduct 

medical costs only to the 
extent those costs exceed 
10% of AGI, rather than 
7.5% of AGI. Therefore, 
your decision on whether 
to incur elective medical 
bills by year end will be 
based on whether they’ll 
be greater than 10% of 
your AGI, not 7.5%.
If you are subject to the 
AMT, you won’t be able 
to take miscellaneous 
itemized deductions, no 
matter how much you 
spend. Therefore, if you 
will owe the AMT this 
year, you shouldn’t close 
out Roth IRAs or 529 
college savings plans at 
a loss because you won’t 
get any tax benefit. In-
stead, wait until next year 
to see if those tax-favored 
accounts recover—or if 
you’ll escape the AMT in 
2010 and perhaps be able 
to deduct miscellaneous    
expenses.
Just as you can’t take    
miscellaneous itemized  
deductions for AMT     
purposes, you also can’t 
deduct state and local 
tax payments. Taxpayers 
who itemize deductions 
may decide to prepay in 
2009 any property tax or 
state and local income 
tax due in early 2010 to 
get a current deduction.       
However, if you will owe 
the AMT in 2009, you 
might as well wait until 
those tax payments are 
due in early 2010, be-
cause you might be able 
to deduct them on your 
2010 return.

Year-End Tax Planning for Itemized Deductions 
continued from page 3


