




t> WHAT'S NEW? 

With all the uncertainty about the status of individual 

income-tax rates, capital gains rates, and the future of 

the estate tax that prevailed for most of 2010, the tax 
planning environment has been a challenging one for 

taxpayers and their advisors. The late-year passage of 

the Tax Relief, Unemployment Insurance Reauthorization, 

and Job Creation Act of 2010 ("2010 Tax Relief Act") 

brings a degree of clarity to the tax planning 

landscape, at least in the near term. 

Key developments include the following: 

• The existing federal income-tax rates for individuals 

- 10%, 15%, 25%, 28%, 33%, and 35% - will remain in 

place for 2011 and 2012. Before the 2010 Tax Relief 

Act, the rates had been scheduled to move to 15%, 

28%, 31%, 36%, and 39.6%, beginning in 2011. 

• The 15% and 0% tax rates on long-term capital gains 

will remain in place for 2011 and 2012. The top capital 

gains rate had been scheduled to rise to 20% in 2011 

under prior law. 

• Qualified dividends will continue to be taxed at a 

maximum rate of 15% (0% for those in the lowest two 

regular brackets) through 2012. After 2012, dividends 

are scheduled to be taxed as ordinary income. 

• Higher income taxpayers won't be subject to 

reductions in personal exemptions and itemized 

deductions in 2011 or 2012. All taxpayers will receive 

the full benefit of their deductions. 

• Employees and self-employed individuals will enjoy a 

two percentage point reduction in the Social Security 

tax. rate imposed on their taxable wages and self­

employment income in 2011. 

• Businesses have new tax incentives to invest in 

machinery, equipment, and other qualifying assets, 

including a 100% write-off for eligible property 

purchased and placed in service after September 8, 

2010, and before January 1, 2012. 

• For 2011 and 2012, the top federal gift- and estate­

tax rate is 35%, and the exemption amount 

(or "applicable exclusion amount") is $5 million 

(subject to potential inflation adjustment for 2012). 

This 2077 Tax Planning Guide explains how various federal 

tax law provisions may affect you. You'll find suggestions 

for trimming your personal and business taxes, as well 

as strategies that could be helpful in reducing potential 

estate-tax exposure. However, keep in mind that 

everyone's tax situation is different. You should obtain 

professional advice before acting on any of the general 

information presented in this guide. 

!> FOCUSING ON TAX RATES 

Thanks to the 2010 Tax Relief Act, individual income­

tax rates do not increase for 2011. The table on the 

next page shows the 2011 inflation-adjusted tax rate 

schedules. Because the rates are graduated, your 

income will be taxed in stages - a certain amount at 

the lowest rate, a certain amount at the next highest 

rate, etc. For planning purposes, you'll want to focus 

on your marginal rate, the rate that applies to your last 

dollar of taxable income. 
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2011 INDIVIDUAL TAX RATE SCHEDULES 

35 Over 189,575 

Capital gains tax rates. As noted in the What's New? 

section, long-term capital gains rates will also stay 

the same through 2012. The top rate on net long-term 

capital gains is 15% in 2011 and 2012, and the rate is 

zero for net gains that would otherwise be taxed 

in the two lowest regular brackets. You must hold an 

investment for more than one year to qualify a capital 

gain as long term. If Congress had not extended these 

favorable capital gains rates for two years, a 20% 

capital gains rate generally would have applied in 2011. 

Capital gains on certain types of property are taxed 

differently. For instance, long-term gains from selling 

collectibles are taxed at a maximum 28% rate. For real 

estate, the maximum long-term capital gains rate is 25% 

to the extent of prior depreciation on the property. 

Dividends. Like long-term capital gains, qualified 

dividends paid to individuals continue to receive 

favorable tax treatment in 2011 and 2012. Through 

2012, you'll generally pay tax on qualified dividends 

at a maximum rate of 15%. In the lowest two regular 

brackets, qualified dividends are tax free. For 

dividends paid on stock to be considered qualified, 

you must have held the stock for a minimum period 

(generally, for more than 60 days during the 121-day 

period beginning 60 days before the stock's ex­

dividend date). Other requirements apply. 

New surtax on investment income. Looking ahead, you 

should be aware of a new surtax that will take effect in 

2013 - the "unearned income Medicare contribution" 

tax. The tax will be imposed at a rate of 3.8% on the 

lesser of (1) net investment income or (2) the amount 

by which modified adjusted gross income (AGI) 

exceeds: $200,000 (single and head of household), 

$250,000 (married filing jointly), or $125,000 (married 

filing separately). The surtax was added by the 2010 

health care reform law. 

� For surtax purposes, net investment income 

won't include distributions from qualified 

retirement plans and individual retirement 

accounts (IRAs), even if those distributions are 

subject to regular income taxes. To the extent 

such distributions are included in AGI, however, 

they will be a factor in the surtax computation. 
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II> Tax-exempt municipal bond interest is also 

omitted from the definition of net investment 

income for surtax purposes. The fact that tax­

exempt interest is not included in AGI makes it 

all the more attractive for higher income 

individuals who could be subject to the surtax. 

Additional Medicare tax on earnings. Also beginning 

in 2013. an additional .9% Medicare tax will be imposed 

on earnings over these thresholds: $200,000 (single and 

head of household), $250,000 (married filing jointly), 

and $125,000 (married filing separately). If you are 

self-employed, you'll be required to pay an additional 

nondeductible .9% tax on your self-employment income 

to the extent it exceeds the thresholds listed above. Like 

the new surtax on investment income, the additional 

Medicare tax on earnings was added by the 2010 health 

care reform law. 

I> ALTERNATIVE MINIMUM TAX 

TRAP FOR THE UNWARY 

One big surprise for many taxpayers is finding out 

they are subject to the alternative minimum tax (AMT). 

Even if you haven't had to pay the AMT in the past, 

it may become an issue for you. More and more 

taxpayers are finding they have an AMT liability. If 

your AMT is higher than your regular tax, you pay 

the additional amount on top of you·r regular tax. 

Calculating the AMT is complicated. It requires 

recomputing your taxable income under special rules. 

Many deductions are not allowed for AMT purposes, 

and certain income that is otherwise nontaxable has 

to be included in your AMT income. 

You will have to pay the AMT if your AMT income is 

more than the AMT exemption amount for your filing 

status. The 2010 Tax Relief Act holds good news in this 

regard: It prevents a scheduled decrease in the AMT 

exemptions. The table on the next page shows the 

AMT exemption amounts for 2011. The AMT rates 

remain the same at 26% and 28% for 2011. 

2011 AMT EXEMPTION AMOUNTS 

$48,450 

$48,450 

$74,450 

$37,225 

The AMT exemp(ons are phased out once AMT income exceeds 
certam levels. 

11> If you expect your marginal tax bracket to be 

higher than the top AMT rate of 28%, consider 

accelerating income into a tax year when you'll 

be liable for the AMT anyway. You may come 

out ahead. 

11> To the extent possible, try to pay state and 

local taxes and miscellaneous expenses in a 

non-AMT year. 

11> Avoid investing in municipal bonds that pay 

interest subject to the AMT. Interest on private 

activity bonds issued (or, in certain cases, 

reissued) in 2009 and 2010 is exempt from 

both regular tax and the AMT. 

THE AMT SYSTEM 

TAX PREFERENCES AND ADJUSTMENTS 

• Interest on certain private 
activity municipal bonds 

• Excess depletion 
• Excess intangible drilling 

costs 
• The difference between 

AMT DEDUCTIONS 

• Medical expenses that 
exceed 10% of AGI 

• Qualified housing interest 
(doesn't include interest 
on home equity debt 
unless proceeds are used 

depreciation allowed for 
regular tax purposes and 
that allowed for AMT 
purposes 

• The bargain element in 
certain incentive stock 
options 

to buy, build, or 
substantially improve a 
qualified residence) 

• Charitable contributions 
• Investment interest 
• Casualty losses 

DEDUCTIONS NOT ALLOWED FOR AMT PURPOSES 

• Most state and local taxes • Personal exemptions 
• Miscellaneous itemized 

deductions 
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Mortgage Interest. If you itemize, you may deduct 

interest paid on up to $1 million borrowed to buy or 

build your principal and/or second residence. (Certain 

limits and requirements apply.) Interest paid on 

up to $100,000 of home equity debt is also tax 

deductible, and there are no restrictions on use of the 

loan proceeds. The interest deduction also includes 

(1) points paid to secure a mortgage for the purchase 

or construction of a qualifying residence and (2) 

points paid in connection with refinancing a home 

mortgage, which are generally deductible over the 

new loan's term. 

Medical expenses. You may deduct eligible out-of­

pocket medical expenses as an itemized deduction, 

but only to the extent your combined medical 

expenses for the year are more than 7.5% of your AGI. 

For example, a married couple with AGI of $100,000 

receives no deduction for the first $7,500 of their 

medical expenses. But qualified expenses in excess 

of $7,500 would be fully deductible. 

That 7.5% hurdle may seem high, but the list of medical 

expenses that can qualify for the deduction is quite 

long. You may want to keep track of your medical 

expenses even if you haven't qualified for a deduction 

in the past - just in case you become eligible. Note 

that beginning in 2013, the 7.5%-of-AGI floor on the 

medical expense deduction increases to 10% of AGI. 

Employment-related expenses. Employee business 

expenses are deductible as an itemized deduction. 

They are combined with certain other miscellaneous 

expenses you may have, such as investment 

management fees, and only the amount that exceeds 

2% of your AGI is deductible. 

II> If you work at two locations in one day -

whether for the same employer or for two 

different employers - you may deduct the 

unreimbursed expenses of getting from one 

workplace to another. 

II> Your business travel, entertainment, and car 

expenses are potentially deductible if your 

employer does not reimburse you for them. 

Reimbursed expenses are deductible only if your 

employer includes the payments in your taxable 

wages (on Form W-2). 

II> If you maintain a home office (an area in your 

home that you use exclusively and regularly for 

business purposes). you may be able to deduct 

home office expenses, such as a portion of your 

utility bills. The office must be maintained for 

your employer's convenience. Self-employed 

individuals who work from home also may 

qualify for a home office deduction. 

Credits. Make sure you take advantage of any tax 

credits available to you. A tax credit reduces your tax 

liability dollar for dollar, and certain tax credits are 

refundable for eligible taxpayers whose tax liabilities are 

not high enough to absorb the credit. For 2011, some of 

the credits available to qualifying taxpayers include: 

• Child tax credit for each qualifying child in your 

family who is under age 17 

• Child and dependent care credit for household and 

other expenses related to the care of your under­

age-13 child (or a disabled spouse or dependent) so 

that you can work 
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o Adoption expense credit 

o American Opportunity Tax Credit or Lifetime 

Learning Tax Credit for qualified tuition and related 

expenses paid for post-secondary education for 

yourself, your spouse, or a dependent (see page 14) 

o Credit for certain energy-efficient home 

improvements 

Dollar caps, percentage limitations, and other 

restrictions apply to these credits, and your income 

level may disqualify you from claiming a portion or 

all of certain tax credits. 

!> CAPITAL GAINS AND LOSSES 

TIMING IS IMPORTANT 

Timing can be a significant element in your investment­

related tax planning. Because net capital gains are 

still taxed at lower rates than ordinary income, you 

may save taxes by waiting to sell an investment -

stock, for example - until the sale qualifies for long­

term capital gain treatment. But be careful. A potential 

tax savings may not be worth risking a deterioration in 

the investment's price as you wait for the more-than­

one-year holding period to expire. 

Capital losses. Losses incurred on the disposition of 

capital assets are deductible in full against capital 

gains. In addition, capital losses in excess of gains 

may offset up to $3,000 of ordinary income ( $1,500 

if married filing separately) annually, with any excess 

capital losses available for use in later tax years. 

� The timing of your investment sale 

transactions can have a tax impact. For example, 

you might want to take a loss on an investment 

you no longer believe has promise if you can 

use the capital loss to offset a capital gain 

realized earlier in the year. If you already have a 

large capital loss in the current tax year, it might 

be an opportune time to realize a gain on an 

appreciated investment. Naturally, taxes are just 

one factor to consider in your investment 

decision making. 

Installment sales. When you finance a buyer's 

purchase of your property and will receive payments 

in more than one year, you probably have an 

installment sale. You report any gain on an installment 

sale only as you actually receive payments - an 

obvious advantage, since you aren't taxed on all of 

your gain at one time. (Installment sale treatment 

does not apply to security sales.) 

Selling your home. If you make a profit when you sell 

your home - and it's your principal residence - up to 

$250,000 of capital gain ($500,000 if married filing 

jointly) may be excluded from income. Here again, 

timing can affect the tax outcome. Generally, the 

capital gain exclusion is available only once every two 

years, and you must have owned and used the home 

as your principal residence for at least two of the five 

years immediately before the sale. ( Exceptions apply.) 

� Renting out a former residence is sometimes 

an attractive option, especially for homeowners 

who can't sell their homes for an attractive price 

because of a market downturn. If the property is 

13 



later sold at a loss, the loss may be deductible 

if the owner can establish that the property's 

conversion into a rental property was meant 

to be permanent - not merely a temporary 

measure until it could be sold. What happens if 

the property is later sold at a gain? The capital 

gain exclusion is not available unless the rental 

activity was temporary and the sale takes place 

while the owner still meets the ownership and 

use tests. Even then, gain is taxable to the extent 

of all depreciation that was (or could have been) 

claimed on the property. 

r>. EDUCATION TAX INCENTIVES 

The high cost of higher education is a concern for 

many families. Whether your child is already attending 

college or you are saving for future college costs, 

there are some tax breaks you won't want to overlook. 

American Opportunity Tax Credit. This tax credit is 

allowed for qualified tuition and related expenses paid 

for each of a student's first four years of college. The 

credit is 100% of the first $2,000 of expenses and 25% 

of the next $2,000 of expenses (maximum credit of 

$2,500). It is phased out for taxpayers with modified 

AGI between $80,000 and $90,000 ($160,000 and 

$180,000 for married taxpayers filing a joint return). 

Lifetime Learning Credit. This 20% tax credit may be • 

claimed for $10,000 of qualified tuition and related 

expenses (maximum of $2,000 per taxpayer return). 

This tax credit may be of particular interest to you if 

you are paying graduate school expenses for yourself, 

your spouse, or your child, since the American 

Opportunity Tax Credit is not available for those 

expenses. For 2010, the Lifetime Learning Credit was 

phased out for taxpayers with modified AGI between 

$50,000 and $60,000 ($100,000 and $120,000 for 

married taxpayers filing jointly). The 2011 income 

phaseout ranges are unavailable at press time. 

Tuition deduction. If an education credit is not 

claimed for a student's higher education expenses, a 

limited amount of tuition and related expenses may be 

deductible. The deduction is capped at either $2,000 

or $4,000, depending on income. No deduction is 

available if modified AGI is more than $80,000 

($160,000 on a joint return). 

Deduction for student loan interest. A deduction 

of up to $2,500 per year may be claimed for interest 

paid on qualified higher education loans. You don't 

have to itemize to claim the deduction, but it is phased 

out at certain income levels. For 2010, the deduction 

is phased out ratably for single taxpayers with AGI 

between $60,000 and $75,000. The AGI phaseout 

range is between $120,000 and $150,000 for married 

taxpayers filing a joint return. The IRS has not 

announced the 2011 phaseout ranges at press time. 

529 plans. Prepaid tuition and college savings plans, 

also called qualified tuition programs or 529 plans, are 

tax-advantaged plans designed specifically for families 

who want to set funds aside for higher education 

costs. Contributions to a 529 plan are not tax 

deductible, but distributions from the plan to pay 

for the qualified education expenses of the plan 

beneficiary are tax free. 
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You are not limited to the 529 plan offered by your 

state. However, certain benefits may not be available 

unless specific requirements, such as state residency, are 

met. A particular plan also may have restrictions on the 

timing and use of plan distributions. Before investing in 

a 529 plan, consider the investment objectives, risks, and 

expenses associated with municipal fund securities. The 

issuer's official statement contains more information 

about municipal fund securities, and you should read it 

carefully before investing. 

Coverdell ESAs. These tax-advantaged education 

savings accounts (ESAs) are available at many 

financial institutions. Annual ESA contributions are 

limited to $2,000 per designated beneficiary and 

generally may not be made after the beneficiary 

turns 18. (After 2012, the annual contribution limit 

is scheduled to drop to $500.) 

Like 529 plan contributions, ESA contributions are 

not tax deductible. ESA earnings accumulate on a 

tax-deferred basis, and distributions for the account 

beneficiary's qualified education expenses are income­

tax free. Unlike a 529 plan, which has no income 

restrictions, the allowable ESA contribution is phased 

out for contributors with AGI between $95,000 and 

$110,000 ($190,000 and $220,000 for married 

taxpayers filing jointly). 

.,. If the child you've named as beneficiary of a 

529 savings plan decides not to go to college, 

you typically may switch the beneficiary of the 

account to another child. Or you have the option 

of closing the account and taking the money 

back. At that point, the account earnings would 

be subject to income taxes and a 10% penalty. 

1 

) 

.,. Through 2012, ESA funds may be used for 

eligible elementary and secondary school 

expenses, as well as for higher education expenses. 

t> SAVING FOR RETIREMENT 

Building resources for retirement is a financial goal 

many taxpayers share. Using tax-advantaged plans to 

your advantage can help you accumulate the funds 

you'll need and, in the process, potentially reduce the 

amount of taxes you are currently paying. 

Employer plans. 401(k), 403(b), and certain other 

employer-based retirement savings plans give 

participating employees the opportunity to contribute 

a portion of their pay to the plan on a pretax basis. 

The tax savings you realize by making pretax 

contributions to the plan lower your out-of-pocket 

"cost" of saving. For example, if you are in a 28% tax 

bracket, each dollar you save in the plan costs you 

only 72 cents. Plan investment earnings are also tax 

deferred. With no taxes taken out, your savings 

potentially can grow and compound more rapidly. 

For 2011, 401(k) and 403(b) elective deferrals generally 

are limited to $16,500. (Plans may impose lower 

limits.) If your plan allows, you may make additional 

catch-up contributions of up to $5,500 if you are age 

50 or older. 

You won't pay tax on pretax contributions or plan 

investment earnings until you receive distributions 

from the plan. You may find that you'll come out 

ahead saving in a tax-deferred plan instead of a 

taxable account even after you take into account 

the taxes that will be due on plan distributions. 
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Individual retirement accounts. IRAs are another 

tax-favored tool that can help you in your retirement 

planning. IRA investment earnings are always tax 

deferred, regardless of your income level. In addition, 

your contributions to a traditional IRA are potentially 

deductible, but certain restrictions apply. Here's what 

you need to know about traditional IRA contributions: 

• If you (and your spouse, if you are married) are not 

eligible for participation in an employer-based plan, 

your contributions to a traditional IRA are tax 

deductible. No income restrictions apply. 

• With active plan participation, deductible IRA 

contributions are subject to income-based 

limitations. In 2011, deductions for plan participants 

are phased out in these modified AGI ranges: 

- $56,000-$66,000 (single or head of household) 

- $90,000-$110,000 (married filing jointly) 

- $0-$10,000 (married filing separately) 

• If your spouse participates in a plan and you do not, 

the deduction phaseout range for a contribution to 

your IRA is $169,000-$179,000. 

Roth accounts. A Roth IRA or a Roth account 

established under an employer's 401(k), 403(b), or 

457 plan can serve as a source of tax-free income 

after you retire. Roth contributions are made after 

tax, so they provide no up-front tax benefit. But 

Roth account earnings accumulate tax deferred, and 

qualified Roth distributions - including amounts 

attributable to earnings - are not subject to federal 

income tax. 

For a Roth distribution to be considered qualified, it 

generally must occur after you've had a Roth account 

for five tax years and reached age 59'/2. Tax-free 

distributions after five years are also allowed in the 

event of your disability or death or, in the case of a 

Roth IRA, for the payment of first-time homebuying 

expenses of up to $10,000 (lifetime cap). 

Annual contributions to a Roth IRA are restricted 

for high earners. For 2011, the allowable Roth IRA 

contribution is phased out with modified AGI between: 

• $107,000 and $122,000 (single or head of household) 

• $169,000 and $179,000 (married filing jointly) 

• $0 and $10,000 (married filing separately) 

A Roth IRA can be useful for estate planning purposes. 

With a traditional IRA, you generally must take annual 

required minimum distributions (RMDs) after you 

reach age 70'/2. The RMDs are calculated using IRS 

tables based on life expectancy. In contrast, lifetime 

RMDs are not mandatory with a Roth IRA. This gives 

you the option of leaving your funds in your Roth IRA 

if you want to. Although your beneficiaries will have 

to take RMDs, those withdrawals can be spread out 

over time and will be income-tax free if the five-year 

requirement has been met. 

Roth conversions. You may convert an existing 

traditional IRA to a Roth IRA. An early distribution 

penalty won't apply, although regular income taxes 

are payable on any taxable amounts converted. 
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.,. Before you convert to a Roth IRA, check into 

all the potential tax implications. There could be 

hidden costs. For example, the conversion may 

put you into a higher tax bracket, or, if you are 

receiving Social Security, the conversion could 

affect the percentage of your benefits subject 

to tax. It also could affect your eligibility to 

take certain tax deductions and credits. Still, 

converting to a Roth IRA may be very beneficial 

in the right situation . 

.,. You're not locked into a Roth IRA conversion. 

You may "recharacterize" your Roth IRA as a 

traditional IRA anytime until the due date of 

your tax return for the conversion year (plus 

extensions). Later, if you want to "reconvert" your 

account back to a Roth IRA, you can. (There's a 

minimum waiting period.) A recharacterization 

and subsequent reconversion can avoid 

unnecessary taxes in a situation where an IRA 

declines in value after the initial conversion occurs. 

.,. A tax law change in 2010 permits 401(k), 

403(b), and 457 plans that offer designated Roth 

accounts to give plan participants the option of 

converting certain tax-deferred amounts eligible 

for distribution to a Roth account within the 

plan. As with a Roth IRA conversion, income 

taxes would apply in the year of the conversion, 

but future distributions made from the in-plan 

Roth account would be income-tax free if 

qualified. In contrast to a Roth IRA conversion, 

an in-plan Roth conversion may not be 

recharacterized. 

t> CORPORATE TAXES -AN OVERVIEW 

Regular corporations - known as "C" corporations -

are taxed at the corporate level on their taxable 

income. The corporate tax rates are graduated 

(see accompanying table). 

CORPORATE TAX RATES 

TAXABLE INCOME I RATE 

Up to $50,000 15% 

$50,001 - $75,000 25% 

$75,001 - $100,000 34% 

$100,001 - $335,000 39% 

$335,001 - $10 million 34% 

Over $10 million - $15 million 35% 

Over $15 million - $18,333,333 38% 

Over $18,333,333 35% 

ALTERNATIVE MINIMUM TAX 20% 

The corporate AMT exemption of $40,000 is 
phased out with alternative minimum taxable 

income between $150,000 and $310,000. 
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Personal service corporations. The graduated tax 

rates shown in the table do not apply if substantially 

all of a corporation's activities involve the performance 

of services in the fields of health, law, engineering, 

architecture, accounting, consulting, or certain other 

fields and substantially all the stock is held by 

employees performing the services. In this situation, all 

of the corporation's taxable income is taxed at 35%. 

AMT. In addition to regular income tax, C corporations 

also may be subject to corporate alternative minimum 

tax. However, corporations are exempt from the AMT if 

their average annual gross receipts for all three-year 

periods beginning after 1993 and ending before the 
current year are $7.5 million or less ($5 million or less 

for the corporation's first three-year period). 

Making an S election. A potential problem associated 

with doing business as a C corporation is that 

corporate income may be taxed twice - once to the 

corporation and again to the shareholders when 

the income is distributed to them as dividends. This 

problem can be avoided by making an election to 

be taxed as an S corporation. 

An S corporation generally isn't taxed on its income 

at the federal level. Instead, all corporate income, 

deductions, losses, and credits pass through the 

corporation to the owners of the business (the 

shareholders) and are reported by the owners. 

� Partnerships, limited liability companies 

(LLCs) taxed as partnerships, and sole 

proprietorships are other entities that avoid two 

layers of income tax. If you have any specific 

questions about these business forms and how 

they can meet your needs, please let us know. 

� A C corporation can lessen the impact of 

double taxation by paying its shareholders who 

are employed by the firm reasonable salaries and 

bonuses on a tax-deductible basis. If you are an 

owner of a closely held corporation. you may 

want to review your corporate and personal tax 

situation annually to determine an appropriate 

level of compensation. 

!> EXPANDED INCENTIVES FOR ASSET 

PURCHASES 

Purchasing machinery, equipment. and various other 

types of business assets may yield substantial tax 

savings. New tax incentives are designed to encourage 

this type of business spending in 2011. 

100% expensing. As mentioned in the What's New? 

section, the 2010 Tax Relief Act allows businesses to write 

off 100% of the cost of qualified property placed in service 

after September 8, 2010, and before January 1, 2012. 

Very generally, qualified property includes most new 

machinery and equipment; most computer software; 

and qualified leasehold improvement property (certain 

interior improvements to nonresidential buildings). 

Section 179 expensing. Looking ahead, the 2010 

Tax Relief Act sets the maximum amount of asset 

purchases a small business may expense under 

Section 179 of the tax code at $125,000 for 2012. 

This $125,000 expensing limit will be reduced dollar 

for dollar as the cost of Section 179 property placed 

in service during 2012 exceeds $500,000. 

� Pay close attention to the way your business 

classifies costs if you buy or construct a business 

facility. Because commercial buildings and their 

structural components are generally depreciable 

over 39 years, it can take many years to write off 

those costs. Making sure that the costs of 

equipment, furniture, fixtures, and other tangible 

personal property are properly segregated will 

accelerate your deductions for those costs. 
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DEP RECIATION UNDER THE MODIFIED 

ACCELERATED COST RECOVE RY SYSTEM 

PROPERTY CLASS I ASSETS INCLUDED* 

3-year Tractor units for over-the-road use 

5-year 
Automobiles, trucks, computers, 
copiers and other office machinery 

7-year Office furniture and fixtures 

10-year Vessels, barges, and tugs 

15-year Certain land improvements 

20-year 
Farm buildings (other than certain 
single-purpose structures) 

Residential rental 
Apartment buildings, single-family 

property 
(27'/2-year) 

rental properties 

Nonresidential 
real property Office buildings, stores, warehouses 
(39-year) 

• The lists of property included in each class are not all-inclusive. 

t> BUSINESS DEDUCTIONS 

Reviewing your business-tax situation annually 

can help ensure that deductible expenses are not 

overlooked and that you are otherwise making the 

most of available deductions. Aside from the asset­

related write-offs discussed in the previous section, 

here are some other considerations. 

Bad debts. Accounts receivable your company is 

unable to collect may give rise to a bad debt deduction. 

However, businesses using the cash method of 

accounting may not deduct bad debts since sales 

are recorded only at the time payment is received. 

Net operating losses (NOLs). If your business shows 

a loss for the year, the silver lining may be that it can 

provide a tax benefit. A C corporation's NOL is taken 

into account at the corporate level, while S corporation 

shareholders and owners of unincorporated businesses 

account for NOLs on their personal returns. 

Meal and entertainment expenses. Deductions for 

properly substantiated business meal and entertainment 

expenses are limited to 50% of the cost. While 

membership dues paid to country clubs, golf and 

athletic clubs, and other social clubs generally are 

not deductible, half the cost of entertaining a client 

or customer at a social club may be. 

Travel. The cost of airfare or other transportation to 

and from a destination within the U.S. is deductible 

if the primary reason for a trip is business related. 

To secure the full deduction, you must be able to 

demonstrate that the number of days you spent on 

business was larger than the number of personal 

days. The days you spend traveling to and from the 

place where you conduct business activities count 

as business days, as do weekends and holidays that 

fall between business days if returning home would 

be impractical. 

Automobiles. Taxpayers generally have two options 

for computing tax deductions for business-related 

driving: tracking actual expenses or using a standard 

mileage rate. The standard mileage rate may be used 

whether a car is leased or owned. Use of the standard 

mileage rate simplifies recordkeeping but won't 

necessarily produce the largest deduction. For 2011, 

the standard mileage rate for business driving is 

51 cents per mile. 

� Parking fees and tolls are separately 

deductible if you use the standard mileage rate. 

� If you are self-employed and take a car loan 

to buy a vehicle for use in your business, the 

loan interest is deductible to the extent of 

business use. 

Hiring your child. Your business may deduct 

reasonable wages paid to your child for bona fide 

services. Until your child reaches age 18, there won't 

be a FICA (Social Security and Medicare) tax liability 

on the wages you pay your child. As for your child's 

income taxes, the standard deduction is available to 

offset up to $5,800 of your child's earnings in 2011. 
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I> BENE FIT STRATEGIES 

The tax law gives business taxpayers several tax-favored 

opportunities when it comes to providing benefits. 

Small business health care tax credit. Does your small 

business pay at least half the premiums for employee 

health insurance? If so, see if you can claim a tax credit 

for part of your cost. First introduced in 2010, this new 

tax credit is available only to employers with no more 

than the equivalent of 25 full-time employees. In addition, 

average annual wages must be $50,000 or less. The 

maximum credit is 35% of qualifying premium expenses. 

lliJ> Owners, partners, family members of owners 

or partners, and seasonal workers generally 

aren't counted when figuring the number of 

full-time equivalent employees or their average 

annual wages. 

lliJ> You can satisfy the 50% requirement for an 

employee if you pay at least half the premium for 

single coverage, even if your employee has more 

expensive family or self-plus-one coverage. 

lliJ> If your business has 10 or fewer full-time 

equivalent employees and average annual wages 

of $25,000 or less, you can qualify for the 

maximum credit. Over those limits, the credit 

is reduced on a sliding scale. 

lliJ> The credit is calculated using the average 

premium for the small group market in your state 

if you provide more expensive coverage. 

Cafeteria plan. A cafeteria plan can reduce costs 

while giving employees the benefits they want most. 

Employees have a choice of receiving one or more 

specific nontaxable benefits or cash. These benefits 

might include group health insurance coverage, medical 

expense reimbursement, group term life insurance 

coverage of up to $50,000, and dependent care 

reimbursement, among others. Because a cafeteria plan 

limits the dollar amount or the number of benefits 

employees may select, the employer's overall benefit 

costs are controlled. 

A cafeteria plan can allow employees to pay their 

share of health insurance premiums through pretax 

payroll deduction. This arrangement reduces your 

employees' costs - and your company's payroll taxes. 

A cafeteria plan also can include a flexible spending 

arrangement (FSA) that allows employees to set aside 

money from their paychecks pretax for other out-of­

pocket medical costs, such as doctor visit copays. 

HSAs. Health savings accounts are another tax-favored 

option for health benefits you might consider. HSAs offer 

deductible contributions and tax-free distributions for 

the payment of qualified medical expenses. Employees 

must be enrolled in an eligible high-deductible health 

plan. For 2011, HSA contributions can be as much 

as $3,050 with self-only coverage and $6,150 with 

family coverage. 

lliJ> Unlike FSAs, HSAs are not subject to a "use it or 

lose it" rule. If money is left in an·HsA at the end 

of a year, it's available for the payment of future 

medical expenses. Any HSA withdrawals that 

are not used for qualified medical expenses are 

taxable, and, until age 65, a penalty also applies. 

The penalty rate on nonqualified withdrawals has 

doubled from 10% to 20% as of 2011. 

lliJ> Formerly, taxpayers were able to use FSA and 

HSA funds tax free for purchases of over-the­

counter medicines. Beginning in 2011, however, 

the tax exclusion doesn't apply for medicines 

unless they're prescribed by a physician. 

Retirement plans. Sponsoring a retirement plan offers 

significant tax advantages. Contributions to a qualified 

retirement plan for yourself and any eligible employees 

are tax deductible, within tax law limits. You and your 
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participating employees won't owe taxes on plan 

contributions or investment earnings until distributions 

are received from the plan. 

Profit sharing plans are very flexible, since decisions 

about whether to make a contribution in a given year 

and the contribution amount can be left to your 

company's discretion. If desired, a profit sharing 

plan can have a 401(k) salary deferral feature. 

407(k) plans allow participating employees to save 

a percentage of their pay on a pretax basis. The 

sponsoring employer may make matching contributions 

to the plan but isn't required to do so. A 401(k) plan 

may have a Roth contribution feature. 

Defined benefit plans provide benefits in the form of a 

traditional pension. Although this type of plan is less 

popular now than in the past, it can be ideal for older 

business owners who desire a more rapid accumulation 

of benefits. 

Simplified Employee Pension (SEP) plans are funded 

with an employer's tax-deductible contributions. The 

contributions go into IRAs for the plan participants. 

(SEP plans established before 1997 may allow 

employees to contribute.) 

SIMPLE plans give eligible employees the opportunity 

to make payroll contributions on a pretax basis. The 

sponsoring employer is required to contribute to 

the plan annually. Like SEP plans, SIMPLE plans are 

relatively easy to establish and maintain. 

Transportation fringe benefits. Qualified transportation 

fringe benefits are certain commuting-related benefits 

that employees do not have to include in their taxable 

income. You can offer the benefits to your employees 

either as "extra" compensation or as an optional 

benefit that employees pay for themselves through 

pretax salary reduction. 

Other tax-free benefits. Qualified retirement planning 

services, qualified employee discounts, educational 

assistance of up to $5,250, and on-premises athletic 

facilities are some of the other valuable fringe benefits 

your company might consider offering. 

t> RATES AND EXCLUSIONS 

As part of your 2011 tax planning, you may want to 

include a review of your estate planning, taking into 

account the 2010 Tax Relief Act's changes in the areas 

of estate, gift, and generation-skipping transfer (GST) tax. 

As mentioned in the What's New? section, the top 

gift- and estate-tax rate is 35% for 2011 and 2012, and 

there is a $5 million exemption (technically, "applicable 

exclusion") amount in effect for those years that 

effectively shelters up to $5 million in lifetime gifts 

and transfers at death from gift and estate tax. The 

new law also allows the representative of a deceased 

spouse's estate to transfer any unused exemption 

amount to the surviving spouse. 

11> While the portability of the estate-tax 

exemption between spouses would effectively 

allow a married couple to transfer $10 million in 

assets to their family gift- and estate-tax free 

with no additional planning, this provision is 

available only for the 2011 and 2012 calendar 

years. For your estate planning, you'll want to 

take this limited availability and your nontax 

planning goals into account and plan your 

strategies accordingly. 
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Ill> Another strategy you can use to reduce estate 

and gift taxes is to make lifetime gifts using the 

gift-tax annual exclusion. This exclusion lets you 

make gifts of up to $13,000 (in 2011) per recipient 

to as many people as you wish without triggering 

any federal gift tax. This annual exclusion is in 

addition to your $5 million exemption amount 

and is periodically adjusted for inflation. 

Ill> If you're a business owner, consider transferring 

stock in your closely held business to family 

members in small, non-controlling blocks. For 

estate- and gift-tax purposes, the value of minority 

interests may be discounted. While minority 

discounts can be an effective way to transfer 

business interests at a lower tax cost, we strongly 

recommend you secure professional advice before 

making any gifts of your business interests. 

I> BASIS OF INHERITED PROPERTY 

When you give someone property during your lifetime, 

your adjusted basis in the property on the gift date 

generally is carried over and becomes the recipient's 

basis. If the recipient later sells the gift property, he 

or she is liable for capital gains tax on the property's 

appreciation both before and after you made the gift. 

With the return of the estate tax, inherited property is 

treated differently. It generally will receive a "step up" 

in basis to its fair market value at the time of the 

owner's death. So, for example, if you leave property 

to your son and he later sells it, he'll be responsible for 

capital gains tax only on the appreciation generated 

after your death. 

Ill> If you stand to inherit from an individual who 

died in 2010, be aware that the decedent's estate 

can choose how your basis in the inherited 

property will be determined. The choices: 

(1) subject the estate to estate tax and stepped­

up basis rules will apply or (2) opt out of the 

estate tax and the modified carryover basis rules 

will apply. Under the modified carryover basis 

rules, the representative of an estate may elect 

to increase the basis of transferred property only 

up to a total of $1.3 million - plus an additional 

$3 million for assets transferred to a surviving 

spouse. (So the total basis step-up for assets 

transferred to a surviving spouse could be as 

much as $4.3 million.) 

I> GST TAX - A THIRD TRANSFER TAX 

When you transfer property to your grandchildren or 

other people more than a generation younger than 

you, another transfer tax can come into play. The 

generation-skipping transfer (GST) tax rate is equal 

to the highest federal gift- and estate-tax rate, 35% 

in 2011 and 2012. A GST-tax exemption gives you 

leeway to transfer·up to $5 million of assets to your 

grandchildren or others free of GST tax. Where 

applicable, GST tax is paid in addition to estate 

and gift tax. 

Ill> Everyone has his or her own GST-tax 

exemption. If you and your spouse agree to split 

gifts, together you can give your grandchildren 

up to $10 million without incurring the GST tax. 

Unlike the estate-tax exemption, the unused 

portion of the GST-tax exemption cannot be 

used by a surviving spouse. Plan ahead to use 

your GST-tax exemption effectively. 
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[>CALL ON US 

We hope you find the information and planning ideas 

in this Tax Planning Guide helpful in your 2011 tax 

planning. Please let us know if you would like planning 

assistance or more information. 

The general information in this publication is not intended 

to be nor should it be treated as tax, legal, or accounting 

advice. Additional issues could exist that would affect the 

tax treatment of a specific transaction and, therefore, 

taxpayer$ should seek advice from an independent tax 

advisor based on their particular circumstances before 

acting on any information presented. This information is 

not intended to be nor can it be used by any taxpayer for 

the purpose of avoiding tax penalties. This publication 

is an advertisement prepared by NPI for the use of 

the sender. 
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