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For many of us, 2010 was a bit of a disappointment. The tax provisions passed in 2009 that were to help us recover from the nasty recession did not deliver hoped-for job growth. Politics so dominated Congress that it was unable to extend key tax breaks that expired at the end of 2009, couldn’t agree on what to do about the tax cuts that expire this December 31st and failed to pass legislation needed to keep millions of us from paying Alternative Minimum Tax (AMT) for the first time. Both President Obama and our Congressional leaders have been promising for months that these problems will be fixed, but it’s now beginning to look like the fixes won’t come until the new Congress opens in January.  

Needless to say, estimating our tax bill for 2010 and for 2011 is going to be very complicated and very difficult.  Here’s why:

· Expired tax items. The following tax items are among those that expired at the end of 2009.  Many of them may be retroactively reinstated by Congress: 

· Exclusion for as much as $2,400 of unemployment compensation. 

· The up to $100,000 annual exclusion from gross income of taxpayers age 70½ and older who make qualified charitable distributions that would otherwise be taxable individual retirement account (IRA) distributions. 

· Above-the-line deduction for educator expenses. 

· Above-the-line deduction for higher education expenses. 

· Extra $3,000 IRA deduction for employees of bankrupt companies. 

· Increased standard deduction for real estate taxes or net disaster loss. 

· Itemized deduction or increased standard deduction for state or local sales or excise taxes on the purchase of a new motor vehicle. 

· Option to claim state & local sales tax as itemized deduction instead of deducting state & local income tax. 
· Waiver of required minimum distribution (RMD) rules for IRAs and defined contribution plans. 

· The Washington D.C. first-time homebuyer credit for homes purchased after 2009. 

· Credit to holders of clean renewable energy bonds issued after 2009. 

· Government retiree credit. 
· Certain tax benefits for Midwestern disaster areas. 
· Alternative minimum tax (AMT) exemption decreased. The AMT exemption amount is decreased to $33,750 ($45,000 if married filing jointly or a qualifying widow(er); $22,500 if married filing separately). 

· Certain credits not allowed against the AMT. The credit for child and dependent care expenses, credit for the elderly or the disabled, lifetime learning credit, nonbusiness energy property credit, and mortgage interest credit are not allowed against the AMT and a new tax liability limit applies. For most people, this limit is regular tax minus any tentative minimum tax. 

· IRA deduction. A taxpayer may be able to take an IRA deduction if covered by a retirement plan and the taxpayer's 2010 modified AGI is less than $66,000 ($109,000 if married filing jointly or qualifying widow(er)). 

· Increased standard deduction for heads of household. The basic standard deduction amount for heads of households has increased for 2010. For all other categories of taxpayers, the basic and additional standard deduction amounts remain at 2009 levels. 

· Personal casualty and theft loss limit reduced. Each personal casualty or theft loss is limited to the excess of the loss over $100 (instead of $500). 

· Standard mileage rates. The 2010 rate for business use of a vehicle has been reduced to 50 cents a mile. The 2010 rate for use of a vehicle to get medical care or for a household move is reduced to 16 1/2 cents a mile. The 2010 rate of 14 cents a mile for charitable use is unchanged. 

· Personal exemption and itemized deduction phase outs. For 2010, taxpayers with AGI above a certain amount will not lose part of their deduction for personal exemptions and itemized deductions. However, the phase outs are scheduled to resume in 2011. 

What’s New for 2010?

Health Care Act.  The new Health Care Reform law includes a number of tax increases, most of which take effect after 2012.  Among provisions that affect taxes for this year is a tax hike on indoor tanning services and tax credits for small employers who offer group health coverage. In addition, group health policies now must cover employee’s children under age 27 (employers have until the end of 2010 to amend those flex plans to allow for coverage of employee’s children under age 27).  

Employer Tax Deposit Procedures Change.  The IRS recently stated that Federal Tax Deposit coupons will no longer be accepted after December 31, 2010.  If this regulatory change takes effect as proposed, your business may be required to make deposits electronically through the IRS’s on-line “EFTPS” program and would be subject to a 10% penalty for each non-electronic deposit. 
Nonbusiness Energy Property Credit. In 2010, a taxpayer can still claim a credit under Code Sec. 25C equal to 30% of the sum of the cost of: qualified energy efficiency improvements to his home (e.g., energy-efficient windows, doors, insulation materials, and certain roofs) and residential energy property expenditures (e.g., high-efficiency heat pumps, air conditioners, water heaters, and stoves that burn biomass fuel), up to an aggregate amount of $1,500.  Keep in mind that to receive the credit, the improvements must be installed by December 31st.

2010 Inherited Assets Do Not Automatically Get Basis Step-Up.  Beneficiaries who receive assets from the estate of someone who died in 2010 may not get a basis step-up as in years past.  That will be up to the executor who can increase the decedent’s basis by a total of up to $1.3 million (plus an extra $3 million basis step-up that is available to the decedent’s spouse).  If you received such a bequest, be sure to check with us so that we can guide you through the rules for valuing your inheritance.
Medicare Tax on Unearned Income.  There has been some confusion over the Health Care Act’s 3.8% Medicare surtax that begins in 2013 on unearned income of single filers with adjusted gross income over $200,000 ($250,000 for couples filing jointly).  This surtax, which will be levied on investment income such as dividends, interest, capital gains, annuities, royalties and passive rental income, will not be levied on tax-free interest or on payouts from most retirement plans. The surtax also will not apply to gains on the sale of your primary residence, to the extent that you qualify for the home sale exemption of up to $250,000 (singles) or $500,000 (married filing jointly). 

Qualified Tuition Programs. (Also known as Section 529 Plans)  These are tax-advantaged savings plans used to pay qualified education expenses. For 2010 (as it was in 2009) the definition of qualified higher education expenses for tax-free distributions from a qualified tuition program is expanded. It now includes amounts paid in 2010 for the purchase of computer software, any computer or related peripheral equipment and fiber optic cable related to computer use.  Also included is Internet access (including related services). Any of these expenditures will qualify so long as they are to be used by the plan’s beneficiary and the beneficiary's family during any year that the beneficiary is enrolled at an eligible educational institution. 
Taxpayers Must Now Substantiate Their Adoption Tax Credit Expenses.  When Congress extended the tax incentives for adoption through 2011, it increased the 2010 maximum income tax exclusion by $1,000 to $13,170. Except where a “Special Needs” child is adopted, in order to claim the credit, taxpayers will now have to substantiate deductions related to the taxpayer's adoption or attempted adoption of an eligible child.  
Required Withdrawals from Retirement Accounts Return.  Normally people must begin withdrawing from their tax-deferred retirement accounts by April 1st of the tax year following the year they turn 70½.  Congress suspended the rule for 2009 and also allowed those who turned 70½ in 2009 to defer taking a 2010 distribution until December 31st.  If you turned 70½ in 2010, you will have until April 1, 2011 to take your first distribution and until December 31, 2011 to take your second distribution. 
IRS Delays Issue of Withholding Tables.  The IRS has decided to postpone issue of 2011 Withholding Tax Tables until Congress acts on the expiring “Bush tax cuts”.  Depending on what and when Congress does decide, this delay is likely to affect the amount of your 2011 tax refund (or tax obligation) to be received in 2012.
New Health Insurance Deduction for Self-employment Tax Purposes.  For his or her first tax year beginning in 2010, a self-employed individual can deduct as a trade or business expense the amount paid during the tax year for health insurance for the taxpayer; the taxpayer's spouse; the taxpayer's dependents; and, effective Mar. 30, 2010, any child of the taxpayer who hasn't attained age 27 as of the end of the tax year.  This may amount to an additional tax savings of up to 15.3% of the health insurance cost so deducted.
Expanded Education Credits.  The American Opportunity Tax Credit expands college education tax breaks under the Hope credit. Again in 2010, the credit can be as much as $2,500 of the cost of tuition and related expenses paid during the tax year, including expenditures for course materials. Individuals can receive a tax credit based on 100% of the first $2,000 of tuition and related expenses (including books) paid during the tax year plus 25% of the next $2,000 of tuition and related expenses paid during the tax year. The credit is available during the first four years of post-secondary education in a degree or certificate program (rather than just the first two years as in the past). Forty percent of the tax credit is refundable and a taxpayer who meets certain requirements can now receive a refund of up to $1,000 even if no taxes are owed. Because these credits are subject to a variety of limitations and to a phase-out, be sure to check with us if you think you will qualify for this credit in 2010. 
Relief for Homeowners with Corrosive Drywall. The IRS is allowing individuals with corrosive drywall to treat the costs of repairing the defective drywall as a casualty loss. A taxpayer who does not have a pending reimbursement claim may claim as a loss all unreimbursed amounts paid during the tax year to repair damage to his personal residence and household appliances resulting from corrosive drywall. A taxpayer who has a pending claim (or intends to pursue reimbursement) may claim a loss for 75% of the unreimbursed amount paid during the tax year to repair damage to the taxpayer's personal residence and household appliances that resulted from corrosive drywall.  Be sure to give us a call if you have such a problem.  

Year-end Tax Planning Strategies. Year-end tax techniques usually involve postponing income and accelerating deductible expenses to reduce taxes for the current year. But, because the economic downturn continued through 2010, some of us will have significantly less income in 2010 than we expect to have in 2011. Doing things in reverse (deferring expenses and accelerating income) may save more in taxes if you will be in a higher tax bracket in 2011 than in 2010. But, of course, you will have to factor in the time-value of money to see if this reverse strategy is truly worthwhile.  

2010 YEAR-END TAX TIPS

Use this Checklist and then Call Us
Not all these tips based on current tax rules will apply in your particular situation, but you (or a family member) are likely to benefit from many of them. The sooner you call us and make an appointment, the more time we will have to meet, narrow down the specific actions that will benefit you and your family and get you started on your year-end tax-saving moves.
· Don't forget that this is the last year you can set aside amounts to get tax-free reimbursements for over-the-counter drugs, such as aspirin and antacids. 

· If you become eligible to make health savings account (HSA) contributions in December of this year, you can make a full year's worth of deductible HSA contributions for 2010. 

· Realize losses on stock while substantially preserving your investment position. There are several ways this can be done. For example, you can sell the original holding, and then buy back the same securities at least 31 days later. It may be advisable for us to meet to discuss the year-end trades you could consider making. 
· You may want to settle an insurance or damage claim in order to maximize your casualty loss deduction this year.

· Postpone income until 2011 and accelerate deductions into 2010 to lower your 2010 tax bill. This strategy may enable you to claim larger deductions, credits, and other tax breaks for 2010 that are phased out over varying levels of adjusted gross income (AGI). These include:

·  IRA and Roth IRA contributions, and
· Child credits, higher education tax credits. 

· Postponing income also is desirable for those taxpayers who anticipate being in a lower tax bracket next year due to changed financial circumstances. Note, however, that in some cases, it may pay to actually accelerate income into 2010. For example, this may be the case where a person's marginal tax rate is much lower this year than it will be next year. 
· If you own an interest in a partnership or S corporation you may need to increase your basis in the entity so you can deduct a loss from it for this year.

· If you are self-employed and haven't yet done so, set up a self-employed retirement plan.
· If your car is fully depreciated, you might benefit by selling the car rather than trading it in.  

· It might be advantageous to arrange to have your employer defer until 2011 any bonus that may be coming your way.
· If you believe a Roth IRA is better than a traditional IRA, and want to remain in the market for the long term, consider converting traditional-IRA money invested in beaten-down stocks (or mutual funds) into a Roth IRA. Keep in mind, however, that such a conversion can increase your adjusted gross income for 2010. 
· If you converted to a Roth IRA in 2010 and your Roth investments have since lost value, you may want to consider reversing the conversion. Give us a call and we’ll explain how and when that can be done.
· Consider using a credit card to prepay expenses that can generate deductions for this year. If you are a homeowner, make energy saving improvements to the residence, such as putting in extra insulation or installing energy saving windows, and qualify for a tax credit. Additional substantial tax credits are available for installing energy generating equipment (such as solar electric panels or solar hot water heaters) to your home. 

· Businesses should consider making expenditures that qualify for the business property expensing option, which can be as much as $500,000 for assets bought and placed in service this year.  
· Businesses also should consider making expenditures that qualify for 50% bonus first-year depreciation when bought and placed in service this year.  
· You can save gift and estate taxes by making gifts sheltered by the annual gift tax exclusion before the end of the year. You can give $13,000 in 2010 to an unlimited number of individuals but you can't carry over unused exclusions from one year to the next. 

· If you expect to owe state and local income taxes when you file your return next year, consider asking your employer to increase withholding of state and local taxes (or pay estimated tax payments of state and local taxes) before year-end to pull the deduction of those taxes into 2010, if doing so won't create an AMT problem (see above). 
· Estimate the effect of any year-end planning moves on the alternative minimum tax (AMT) for 2010 keeping in mind that many tax breaks allowed for purposes of calculating regular taxes are disallowed for AMT purposes.  These include, among other items, itemized deductions such as state income taxes (or state sales tax if you elect this deduction instead), property taxes on your home, certain interest deductions, medical expenses in excess of 10% of your adjusted gross income, miscellaneous itemized deductions and your personal exemption deductions. 
· Depending on your particular situation, you may also want to consider deferring a debt-cancellation event until 2011, electing to deduct investment interest against capital gains, and disposing of a passive activity to allow you to deduct suspended losses. 
· Those facing a penalty for underpayment of federal estimated tax may be able to eliminate or reduce it by increasing their withholding.
· You may be able to save taxes this year and next by applying a “bunching” strategy that maximizes “miscellaneous” itemized deductions, medical expenses and other itemized deductions subject to percent of income offsets. For instance, you might prepay health insurance premiums, extend your subscriptions to professional journals, prepay union or professional dues, enroll in (and pay tuition for) job-related courses, etc.  There are a number of things to consider when “bunching”, so check with us before trying this tax saving tip.



THANK YOU!

Your business is appreciated, as are your referrals

of friends, relatives and business contacts.
Dawn R Lull CPA PLC

PO Box 486

Waukee, IA 50263

(515) 987-3890

dawn@lullcpa.com
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NOW IS THE TIME TO


PLAN FOR 


YOUR 2010 TAXES! 


Situations occur almost every day that can impact your income taxes.  Waiting until 2011 is likely to mean missing tax saving opportunities that are only available until the end of 2010.  


In 2010 did you have a significant income change; change your name or address; marry, divorce or live apart from your spouse; have or adopt a child; lose a spouse or a child; start or sell a business; purchase or sell business equipment or rental property; create a living trust; or receive any correspondence from the IRS?


Call today for a tax planning appointment.  The sooner we meet, the more time we will have for tax saving action.
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