





2010 YEAR-END INCOME TAX PLANNING FOR “INDIVIDUALS”


INTRODUCTION

As we approach the close of 2010, there is still time to take steps that can reduce your 2010 tax bill. Year-end tax planning is more complicated this year due to: ongoing uncertainties regarding tax rates for 2011; questions as to when and if many popular tax breaks that expired last year will be extended; and brief windows of opportunity to take advantage of recently-enacted tax breaks that are scheduled to expire after 2010. As we complete this letter, there is no assurance that Congress will resolve these issues by the end of this year. However, regardless of how and when these uncertainties are addressed, there are many “tried and true” year-end tax savings steps that you should consider for 2010. Moreover, Congress has passed several tax bills this year that offer new tax breaks to individuals, many of which are temporary, and some that are available in 2010 only!

We are sending you this letter to remind you of the traditional year-end tax planning strategies that 1) help ensure your income is taxed at lower rates, and 2) will in some cases postpone taxes. This letter will also help you navigate through the many new tax planning opportunities available to individuals under recent law changes. Caution! Since many recently-enacted tax breaks expire after 2010 (and others after 2011), it is extremely important that you be proactive and act timely to obtain maximum benefits! Tax Tip. Even though the recent recession has caused many individuals to experience a significant drop in income for 2010, this drop in income may actually produce additional tax benefits. If your income is down for 2010 as compared to recent years, you may be eligible for deductions and credits that you did not get in previous years because your income exceeded the phase-out thresholds. So, please notice the income thresholds for the various deductions and credits discussed in this letter, which we highlight prominently in each section.

To help you locate items of interest, we have divided the planning ideas into the following categories:

•	Highlights Of Recent Legislation Impacting Year‑End Planning
•	Expiring (And Expired) Individual Tax Breaks
•	Preparing For Potential Tax Rate Increases
•	Should You Consider Converting Your “Traditional IRA” To A “Roth IRA?”
•	Traditional Year‑End Planning Techniques
•	Estate, Gift, And Generation-Skipping Taxes
 
Planning Alert! Tax planning strategies suggested in this letter may subject you to an unexpected alternative minimum tax (AMT). For example, many deductions are not allowed for AMT purposes, such as: personal exemptions, the standard deduction, state and local income taxes, and real estate taxes. Also, AMT can be triggered by taking large capital gains or exercising incentive stock options. Therefore, we suggest that you call our firm before implementing any tax planning technique discussed in this letter. You cannot properly evaluate a particular planning strategy without calculating your overall tax with and without that strategy. Please Note! This letter contains ideas for Federal income tax planning only. State income tax issues are not addressed.





HIGHLIGHTS OF RECENT LEGISLATION IMPACTING YEAR-END PLANNING

Congress passed three significant tax bills this year: 1) The Hiring Incentives Act of 2010 (HIRE Act) to promote hiring; 2) The Health Care Act of 2010 (Health Care Act) to overhaul the health care industry (which also contains an array of tax provisions), and 3) The Small Business Jobs Act of 2010 (Jobs Act) providing a series of tax incentives to small businesses to help spur economic activity. Collectively, these tax bills contain several new temporary tax breaks for individuals.  The following are selected provisions from this tax legislation that we believe will have the greatest impact on your 2010 year-end planning.

Self-Employed Individuals May Deduct Health Insurance Premiums In Calculating Self-Employment Taxes For 2010 Only.  For tax years beginning in 2010, the Jobs Act allows self-employed individuals to deduct their health insurance premiums for S/E (Social Security and Medicare) tax purposes, as well as for regular income tax purposes. Planning Alert! For 2010, the S/E tax rate is 15.3% for the first $106,800 of self-employed income, and 2.9% on the income exceeding $106,800. Thus, if your self-employed income for 2010 does not exceed $106,800, this temporary deduction will generally save you S/E tax equal to 15.3% of the cost of your health insurance. Tax Tip. If you are self employed and you are planning to pay health insurance premiums in the early part of 2011, accelerating that payment into 2010 will salvage a deduction for S/E tax purposes.

Rules For Cell Phones Relaxed. Effective for tax years beginning after 2009, the Jobs Act provides that cell phones and similar telecommunications equipment (including PDAs and Blackberry devices) are no longer classified as “listed property”. In order to obtain a deduction for the business use of listed property, detailed contemporaneous record keeping is required. Therefore, after 2009, the general documentation rules for business deductions apply to cell phones and similar devices used for business.

Reimbursements Of Over-The-Counter Drugs No Longer Tax Free. Before the Health Care Act, taxpayers were allowed tax-free reimbursements for most nonprescription drugs and medicines from a health savings account (HSA), health flexible spending arrangement (FSA), health reimbursement arrangement (HRA), or other qualified employer health plans. Effective for expenses incurred after 2010, reimbursements for drugs and medicines will be tax free only for a prescribed drug or insulin. Planning Alert! If you have been using a tax‑favored reimbursement arrangement to pay for your over‑the‑counter medications (e.g., to treat a chronic medical problem such as allergies or asthma), these reimbursements will generally be taxable starting in 2011, unless you have a prescription. Tax Tip. The IRS has stated that you may receive tax-free reimbursements after 2010 for non-prescription drugs that you purchased on or before December 31, 2010. In addition, reimbursements for over-the-counter medications may still be tax free after 2010 if you have a prescription for the medication. In other words, obtaining a prescription for a medication (even though not required) will enable the medication to qualify for tax-free reimbursement.

Tax-Free Medical Benefits Extended To Children Under Age 27.  Effective March 30, 2010, the Health Care Act allows tax-free reimbursements from an employer‑provided health plan to any child of an employee who is not age 27 as of the end of the tax year. This exclusion applies even if the employee cannot claim the child as a dependent for tax purposes. Previously, an employer could only reimburse “tax free” the medical expenses of an employee, the employee’s spouse and the employee’s dependents.
 
Adoption Credit Increased And Made Refundable For 2010 And 2011. For tax years beginning in 2010 or 2011, the Health Care Act makes two significant changes to the adoption credit: 1) the maximum adoption tax credit is increased to $13,170, and 2) the credit becomes “refundable” (this generally means that, to the extent the credit exceeds your income taxes before the credit, the IRS will send you a check for the excess). For 2010, the adoption credit is phased‑out as your modified adjusted gross income increases from $182,520 to $222,520 (whether you're married filing a joint return, or single). Tax Tip. Generally, for domestic adoptions you are allowed the adoption credit in the tax year following the year the qualifying adoption expense is “paid.” However, the credit is allowed for adoption expenses paid in the same tax year that the adoption is finalized. Therefore, qualified expenses for a domestic adoption paid by December 31, 2010 will generally generate a refundable credit in 2011. However, if you can finalize the adoption on or before December 31, 2010, you can qualify for the credit in 2010. 
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EXPIRING (AND EXPIRED) INDIVIDUAL TAX BREAKS

Selected Individual Tax Breaks That Expired At The End Of 2009. Congress has given us an ever- expanding list of temporary tax breaks that expire every few years. However, even though it often waits until the last minute, Congress has historically extended most of the more popular provisions before they actually expire. Unfortunately, Congress has yet to extend many popular tax breaks that expired at the end of 2009. The following is a list of some of the tax breaks that expired at the end of 2009: 1) school teachers' deduction (up to $250) for certain school supplies; 2) deduction for state and local sales tax; 3) deduction (up to $4,000) for qualified higher education expenses; 4) real property tax standard deduction for non itemizers, 5) qualifying tax‑free transfers from IRAs to charities for those at least 70½; and 6) higher alternative minimum tax (AMT) exemption thresholds. Planning Alert! If recent history is a guide, Congress will likely extend these provisions eventually, but there is no guarantee. Our firm will monitor the status of these expired provisions closely. Please call us if you want an up-to-date report.

Individual Tax Breaks Currently Scheduled To Expire At The End Of 2010. With the majority of the 2001 Act tax cuts and other tax provisions scheduled to expire at the end of 2010, a complete listing of tax breaks that are scheduled to expire after this year is too long to include in this letter. However, starting with the next segment, we discuss several important items scheduled to expire after 2010. We also suggest steps that you should consider in 2010 to take advantage of these expiring tax breaks, in case Congress decides not to extend them beyond 2010. Our firm will continue monitoring these provisions closely. Feel free to call us if you need a status report.

PREPARING FOR POTENTIAL TAX RATE INCREASES

Unless Congress changes current law, individuals are facing an increase in their federal income tax rates beginning next year. In 2011, the top regular individual income tax rate on income, other than long-term capital gains, is scheduled to jump from 35% to 39.6%. The maximum tax rate on long-term capital gains is scheduled to increase from 15% to 20%. And, the top tax rate on dividends is scheduled to increase from 15% to 39.6%. Also, starting in 2011, current law provides for a return of the provisions phasing out itemized deductions and personal exemptions for higher-income taxpayers. Consequently, starting in 2011, for taxpayers who are affected by these phase-out limits, the effective top regular income tax rate will be even higher than 39.6%. Furthermore, starting in 2013, the Health Care Act imposes a new .9% Medicare Surtax on the earned income of higher-income individuals as well as a 3.8% Medicare Surtax on their net investment income. 

If tax rates in fact increase in 2011, accelerating post-2010 taxable income into 2010 could save taxes for individuals subject to these higher rates. However, accelerating income into 2010 has risks, because: 1) Congress could decide to extend the 2010 rates at least for a year or two, particularly for low and middle-income taxpayers; 2) taxes that you might save by accelerating taxable income into 2010 are reduced by the “time value of money” benefit you give up by choosing to accelerate the payment of taxes, and 3) accelerating income into 2010 could cause taxpayers (particularly low and middle-income taxpayers) to exceed the 2010 income thresholds that phase out valuable tax benefits (e.g., the child credit, education credits, the adoption credit, the ability to contribute to a deductible IRA, etc.).

However, at this point, it may be too early to decide whether income should be accelerated into 2010 because of scheduled 2011 rate increases. It’s possible that current rates may be extended during the “lame duck” session of Congress, or that Congress will pass legislation similar to President Obama’s proposal to only increase rates for higher income individuals. Therefore, it seems prudent to wait. However, you should be prepared to accelerate income into 2010 and possibly defer deductions until 2011, if it becomes clear that your tax rates will substantially increase after 2010. However, even if it does become clear that your tax rates will increase in 2011, a decision to accelerate income into 2010 should not be made before performing detailed income tax calculations for the current and future years with and without the acceleration of the income. Only by performing with and without calculations that consider the regular federal income tax, the alternative minimum tax (AMT), and any state or local income tax, can you be certain that accelerating income into 2010 will be beneficial. Caution! Even if your regular tax rates increase after 2010, if you are subject to the alternative minimum tax this year and for future years, it is possible that your alternative minimum tax rates

will not increase at all.  We will be ready to assist you with these calculations and with other year-end planning considerations as we approach the end of 2010.

SHOULD YOU CONSIDER CONVERTING YOUR “TRADITIONAL IRA” TO A “ROTH IRA?”

Whether to convert (rollover) your traditional IRA to a Roth IRA (Roth conversion) continues to be a hot topic, and there are many variables that impact this decision. Probably the most significant consideration is your current tax rates compared to the rates you expect when you retire. Therefore, uncertainty as to future tax rates creates uncertainty as to whether a Roth conversion is right for you. Prior to 2010, you were not allowed to convert your traditional IRA into a Roth IRA unless your modified adjusted gross income was $100,000 or less. Starting in 2010, this income threshold is eliminated, and individuals of all income levels are allowed to convert to a Roth. Tax Tip. If the recession has caused a significant, but temporary, decline in your income for 2010, you may be a good candidate for converting all or a portion of your regular IRA to a Roth. This is particularly true if: 1) your temporary drop in 2010 income places you in a much lower tax bracket than you expect in the future, 2) you believe that the value of your IRA is currently at or near an all time low, 3) you expect your IRA to significantly appreciate in the future, and 4) you have funds outside the IRA to pay the income taxes caused by the conversion and your after-tax rate of return on these outside funds is less than the rate of return in the IRA. Planning Alert! If you want the conversion to be effective for 2010, you must transfer the amount from the regular IRA to the Roth IRA no later than December 31, 2010 (you do not have until the due date of your 2010 tax return to complete the conversion).

When you convert a traditional IRA to a Roth IRA, you generally must pay tax on the amount converted as if you withdrew the funds from the traditional IRA. However, if you convert in 2010, your conversion income will be included ratably in 2011 and 2012 (unless you “elect” to include the income entirely in 2010). Caution! Please don’t attempt a Roth conversion or implement a Roth conversion strategy without calling us first. There is a host of factors you should evaluate before deciding to convert your traditional IRA to a Roth.

TRADITIONAL YEAR-END TAX PLANNING TECHNIQUES

Planning With Capital Gains And Losses

Generally, the current maximum long-term capital gains rate of 15% is scheduled to increase to 20% starting in 2011. Lower-income taxpayers who have long-term capital gains that would otherwise be included in the 15% (or below) ordinary income tax bracket, are taxed at a zero percent rate through 2010 (scheduled to increase to 10% starting in 2011).

Planning With Zero Percent Capital Gains Tax Rate.  Long‑term capital gains and qualified dividends that would otherwise be included in the 15% (or below) ordinary income tax bracket for 2010, are taxed at a zero percent tax rate. Planning Alert! For 2010, all ordinary income (e.g., W-2 income, interest income) up to $68,000 for joint returns ($34,000 if single) is taxed at the 15% rate, or below. Thus, taxpayers filing jointly can benefit from the zero percent capital gains rate if (and to the extent) they have 2010 ordinary taxable income under $68,000 ($34,000 if filing single). Tax Tip. Taxpayers who have historically been in higher tax brackets but now find themselves between jobs, recently retired, or expecting to report higher-than-normal business deductions in 2010, may temporarily have income low enough to take advantage of the zero percent capital gains rate for 2010. If you are experiencing any of these situations, please call our firm and we will help you determine if there is a strategy for you to take advantage of these low capital gains rates. Planning Alert! Gains that currently qualify for the zero percent rate will be taxed at 10% (generally 8% if held for more than 5 years) starting in 2011, unless Congress extends the zero percent rate beyond 2010.

Year-End Considerations For Capital Assets. Timing your year-end sales of stocks, bonds, or other securities may save you taxes. After fully evaluating the economic factors, the following are time-tested, year-end tax planning ideas for sales of capital assets. Caution! Always consider the economics of a sale or exchange first!


•	Timing Your Capital Gains And Losses. If you have already recognized capital gains in 2010, you should consider selling securities (that have declined in value) prior to January 1, 2011. These losses will be deductible on your 2010 return to the extent of your recognized capital gains, plus $3,000. Tax Tip. These losses may have the added benefit of reducing your income to a level that will qualify you for other tax breaks, such as the: American Opportunity Tuition Tax Credit, $400/$800 Making Work Pay Credit, $1,000 child credit, adoption credit, etc. Planning Alert! If within 30 days before or after the sale of loss securities, you acquire the same securities, the loss will not be allowed currently because of the “wash sale” rules. However, the disallowed loss will increase the basis of your replacement stock. Tax Tip. There is no wash sale rule that applies to gains. Thus, you can sell stock at a gain in order to take advantage of a lower 2010 capital gains rate, or to absorb previous capital losses, and acquire the same securities within 30 days, without impacting the recognition of the gain. 

•	Exercising Incentive Stock Options (ISOs) Could Trigger AMT. Exercising an incentive stock option (ISO) in 2010 can generate a 2010 alternative minimum tax (AMT) if the difference between the stock’s value and the exercise price is substantial. Tax Tip. If you exercised an ISO in 2010 and the stock you acquired has declined in value since the date of exercise, it may be possible to eliminate or reduce your 2010 AMT tax liability if you sell the stock on or before December 31, 2010.  Please check with us if you have exercised incentive stock options during 2010 and the price of the stock has fallen since the date of exercise. 

Postponing Taxable Income

It continues to be a good idea to defer income into 2011, if you believe that your marginal tax rate for 2011 will be equal to or less than your 2010 marginal tax rate. Also, deferring income into 2011 could increase various credits and deductions for 2010 that would otherwise be phased out as your adjusted gross income increases. Tax Tip. This classic tax planning strategy may be particularly valuable for 2010 if it also keeps your 2010 income below the phase-out thresholds for the refundable adoption credit, the American Opportunity education credit, the $400/$800 Making Work Pay Credit, or the $1,000 child credit.

If you are a cash method, self-employed taxpayer and, after considering the uncertainty of 2011 tax rates, you believe that deferring taxable income into 2011 will save you taxes, consider delaying year-end billings to defer income until 2011. Caution! If you have already received the check in 2010, deferring the deposit does not defer the income. Also, you may not want to defer billing if you believe this will increase your risk of not getting paid. Planning Alert! In addition, if you anticipate receiving distributions this year (or in the near future) from your qualified retirement plan or IRA, there are various ways that you might be able to defer those payments (and thus defer the taxes on those payments). Please call us if you need additional details. 

Taking Advantage Of Deductions 

Accelerating “Above-The Line” Deductions Into 2010. As a cash method taxpayer, you can generally accelerate a 2010 deduction into 2010 by “paying” it in 2010. Accelerating an “above-the-line” deduction (e.g., IRA or Health Savings Account (HSA) deduction, health insurance premiums for self-employed individuals, qualified student loan interest, qualified moving expenses, deductible alimony) into 2010 may allow you to reduce your “adjusted gross income” (AGI) below the thresholds needed to qualify for many other tax benefits (e.g., the child credit, education credits, the adoption credit, the Making Work Pay credit, the ability to contribute to a deductible IRA, etc.). However, “itemized” deductions (i.e., below-the-line deductions) do not reduce your “adjusted gross income” and, therefore, will not affect your 2010 deductions and credits that are reduced as your income increases. Itemized deductions generally include charitable contributions, state and local income and property taxes, medical expenses, unreimbursed employee travel expenses, and home mortgage interest. Tax Tip. “Payment” typically occurs in 2010 if a check is delivered to the post office, if your electronic payment is debited to your account, or if an item is charged on a third-party credit card (e.g., Visa, MasterCard, Discovery, American Express) in 2010. Be careful, if you post‑date the check to 2011 or if your check is rejected, no payment has been made in 2010. Planning Alert! The IRS says that prepayments of expenses applicable to periods beyond 12 months after the payment will not be deductible in 2010.


Accelerating “Itemized” Deductions Into 2010 May Be Particularly Valuable. If your itemized deductions fail to exceed your standard deduction in most years, you are not receiving maximum benefit for your itemized deductions. You could possibly reduce your taxes over the long term by bunching the payment of your itemized deductions in alternate tax years. This may produce tax savings by allowing you to itemize deductions in the years when your expenses are bunched, and use the standard deduction in other years. Tax Tip. The easiest deductions to shift from 2011 to 2010 are charitable contributions, state and local taxes, and your January, 2011 home mortgage interest payment. For 2010, the standard deduction is $11,400 on a joint return and $5,700 for single individuals. If you are blind or age 65, you get an additional standard deduction of $1,100 if you’re married ($1,400 if single).

Prior to 2010, itemized deductions (other than medical expenses, investment interest expense, casualty and theft losses, and gambling losses) for higher-income taxpayers were reduced once their AGI reached a certain threshold. For 2010, this phase-out rule does not apply. However the phase-out is scheduled to return in 2011. Consequently, for 2010, all taxpayers (regardless of income) will generally receive full “regular” income tax benefit for their itemized deductions. Thus, if you anticipate that your income will exceed the beginning phase-out threshold of $169,550 in 2011, you may benefit by accelerating 2011 itemized deductions subject to the phase-out into 2010 by paying those expenses this year rather than next year.

Charitable Contributions.  A charitable contribution deduction is allowed for 2010 if the check is mailed on or before December 31, 2010, or the contribution is made by a credit card charge in 2010. However, if you give a note or a pledge to a charity, no deduction is allowed until you pay off the note or pledge. Planning Alert! For the past several years, we have had a popular (but temporary) rule that allowed taxpayers who had reached age 70½ , to contribute up to $100,000 from their IRAs directly to a qualified charity, and exclude the distribution from income. This provision expired after 2009, and is not available for 2010 unless Congress decides to extend it. If you are interested in this provision, please call our office and we will give you a status report.

Maximizing Home Mortgage Interest Deduction. If you are looking to maximize your 2010 deductions, you can increase your home mortgage interest deduction by paying your January, 2011 payment on or before December 31, 2010. Typically, the January mortgage payment includes interest that accrued in December and, therefore, is deductible if paid in December. Planning Alert!  Make sure that you send in your January, 2011 mortgage payment early enough in December for your lender to actually receive it before year‑end. That way, your lender will be sure to reflect that last payment on your 2010 Form 1098, and we can avoid a matching problem for your 2010 return. 

Time Payment Of State And Local Taxes To Your Benefit. If you anticipate deducting your state and local income taxes, consider paying them (fourth quarter estimate and balance due for 2010) and any property taxes for 2010 prior to January 1, 2011 if your tax rate for 2010 is higher than or the same as your projected 2011 tax rate. This will allow a deduction for 2010 (a year early) and possibly against income taxed at a higher rate. Planning Alert! State and local income and property taxes are not deductible for AMT purposes. Consequently, you should not employ this tactic without carefully calculating the alternative minimum tax impact. Also, “overpayment” of your 2010 state and local income taxes is generally not advisable particularly if a refund in 2011 from a 2010 overpayment will be taxed at a higher rate than the 2010 deduction rate. Please consult us before you overpay state or local income taxes!

•	Temporary Rule For Deducting Sales Tax Expired After 2009!  For the past several years, we have had a temporary rule that allowed taxpayers to “elect” to deduct “either” state and local income taxes or state and local sales taxes, as itemized deductions. Planning Alert! This provision expired after 2009, and is not available for 2010 unless Congress decides to extend it. Therefore, absent Congressional action, only state and local income taxes (not sales taxes) will be allowed as an itemized deduction for 2010.

•	Temporary Real Property Tax Deduction For Non-Itemizers Expired After 2009! For 2008 and 2009, individuals that did not itemize deductions (i.e., they took the standard deduction), were allowed to claim an additional “standard deduction” for any state and local property taxes paid (limited to $500 if single, $1,000 in the case of a joint return). Planning Alert! This provision expired after 2009, and is not available for 2010 unless Congress decides to extend it.





Planning With Selected Tax Credits

“American Opportunity Education Tax Credit” (Formerly “Hope Credit”). Before 2009, individuals were allowed a HOPE tuition tax credit (HOPE Credit) for qualifying tuition costs generally for the first two years of college (e.g., freshman and sophomore years). For 2009 and 2010, Congress changed the name of the HOPE credit to the “American Opportunity Tax Credit” and 1) increased the maximum credit from $1,800 to $2,500 (100% of the 1st $2,000 of qualifying education expenses plus 25% of the next $2,000 of qualifying expenses); 2) increased the total number of years that a student may qualify from two years to four years (i.e., generally, freshman through senior years); 3) increased the income phase-out levels (for 2010 the credit is phased out as your modified adjusted gross income increases from $160,000 to $180,000 for those filing joint returns and from $80,000 to $90,000 for single filers); 4) made 40% of the credit refundable (unless the person claiming the credit is subject to the so-called kiddie tax rules); and 5) added course materials to the expenses (in addition to tuition and fees) that qualify for the credit. Planning Alert! This credit will automatically revert to its pre-2009 provisions after 2010, unless Congress decides to extend it. To get the full $2,500 credit for 2010, you must pay qualifying expenses of at least $4,000 for the student by December 31, 2010. For example, if you paid tuition and books of $2,500 for the fall, 2010 semester for a college freshman, you would need to pay tuition of at least $1,500 for the spring, 2011 semester by December 31, 2010, to get the full credit of $2,500 for 2010. 

Up To $1,500 Credit For Qualified Energy-Efficient Home Improvements. For improvements to your principal residence located in the U.S. and placed-in-service in 2009 or 2010, last year’s “American Recovery Tax Act of 2009" provided a 30% credit for qualified expenditures with a $1,500 maximum cumulative credit for the 2009 and 2010 tax years. Qualified improvements can include properly certified energy efficient roofs, insulation, exterior windows (including skylights), exterior doors, heat pumps, hot water boilers and air conditioners. Tax Tip. Before making energy‑efficient improvements to your home, you should first check to see if the manufacturer has certified the products as qualifying for the energy tax credit. Planning Alert! Absent Congressional action, this provision expires after 2010. To take the credit for 2010, the qualifying property must actually be installed no later than December 31, 2010.

30% Credit For Qualified Residential Solar Water Heaters, Geothermal Heat Pumps, Wind Energy Property, And Solar Electric Generating Property. If you install a qualifying solar water heater, solar electric generating property, geothermal heat pump, or small wind energy property in your residence located in the U.S., you may qualify for a credit equal to 30% of the equipment’s cost (including onsite labor costs). The residence does not have to be your "principal residence," so installations in your second residence or vacation home may qualify. Tax Tip. The IRS says on its website that this credit is available to the extent that the purchase price of a new home can be reasonably allocated to the qualifying energy‑efficient equipment. Therefore, if you purchased a new home in 2010, be sure to ask the builder to provide you a cost breakdown of any solar electric panels, solar water heaters, etc. Planning Alert! Expenditures related to swimming pools or hot tubs (e.g., solar equipment to heat water or run electrical pumps) do not qualify. Also, to take the credit for 2010, the property must actually be installed no later than December 31, 2010. This credit is not currently scheduled to expire until after 2016.

ESTATE, GIFT, AND GENERATION-SKIPPING TAXES 

If someone died in 2009, generally, $3.5 million of asset value in the estate was exempted from the estate tax. For 2010, the federal estate tax is repealed. The estate tax is scheduled to be reinstated in 2011 with only $1,000,000 of asset value exempt from the tax. However, President Obama has recommended that the exemption should be reinstated at the 2009 exemption level of $3.5 million. Bills have also been introduced in Congress proposing even higher exemption amounts. But, nobody knows for sure what will happen. In addition, the exemption from the generation-skipping tax was $3.5 million for 2009. However, there is no generation-skipping tax for 2010. But, the generation-skipping tax is scheduled to return in 2011 with a $1,000,000 exemption (indexed for inflation). Therefore, individuals wishing to make transfers to their grandchildren or great grandchildren, should consider making those gifts in 2010 while there is no generation-skipping tax. Caution! It is possible, although more and more unlikely, that Congress may reinstate the estate and generation-skipping taxes retroactively. Therefore, before making any transfers, you should consult your estate planning advisor. 

Caution! Beneficiaries who receive property from a decedent who dies in 2010 will “generally” obtain an income tax basis equal to the decedent’s tax basis immediately preceding his or her death (i.e., beneficiaries will generally not receive a tax basis equal to the “value” of the property at the decedent’s death as has traditionally been the case). However, certain appreciated property may receive an increase in basis on the decedent’s death of up to $1.3 million (plus there is an additional $3 million basis increase for certain appreciated property passing to a surviving spouse). In addition, executors of estates must file a form with the IRS and with the heirs of the estate receiving property from the estate, where the value of the property in the estate, less any cash, is more than $1.3 million. The penalty for failing to file this form is $10,000 unless there is reasonable cause for failing to file the form. The form is not yet available.

Note! The gift tax has not been repealed. Tax Tip. You can still reduce your estate by making annual gifts using the annual gift tax exclusion of $13,000 per donee. Your spouse can do the same, bringing the total to $26,000 per donee. Planning Alert! If you make your 2010 gift by check, the IRS says that the donee must actually “deposit” the check by December 31, 2010 in order to utilize the 2010 $13,000 annual gift tax exclusion.
	
FINAL COMMENTS

Please contact us if you are interested in a tax topic that we did not discuss. Tax law is constantly changing due to new legislation, cases, regulations, and IRS rulings. Our firm closely monitors these changes. Please call us before implementing any planning ideas discussed in this letter, or if you need additional information. Note: The information contained in this material represents a general overview of tax developments and should not be relied upon without an independent, professional analysis of how any of these provisions may apply to a specific situation.

Circular 230 Disclaimer: Any tax advice contained in the body of this material was not intended or written to be used, and cannot be used, by the recipient for the purpose of 1) avoiding penalties that may be imposed under the Internal Revenue Code or applicable state or local tax law provisions, or 2) promoting, marketing, or recommending to another party any transaction or matter addressed herein.

