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TAX LAW UPDATE AND YEAR END PLANNING – November 2011
Tax rates are not scheduled to change in any measurable way as we move from 2011 to 2012. Therefore, tax planning opportunities as we approach year-end will have more to do with the 

balancing of income and tax brackets between the two years. Specifically, if you expect your income to vary significantly from 2011 to 2012, or you have experienced large losses in 2011, 

please call us before December 31 to discuss planning opportunities. Though no significant legislation changes are expected prior to year-end, AMT and other changes could occur and we 

encourage you to contact us if you hear or read of possible tax law changes in the coming weeks. 

Tax Planning - Individuals

Ø RESIDENTIAL ENERGY CREDITS – Certain furnaces, water heaters, pellet 

stoves, a/c systems, insulated roofs, windows & doors, and new insulation must 

be installed by December 31st to be eligible for the tax credit. The credit could 

save you up to $500 off your tax bill (30% x $1,500 of costs); however, there is 

a lifetime benefit of $500. If you received this credit in previous years the credit 

may be minimal. This credit was extended only through December 31, 2011, and 

it is unclear if Congress will once again extend it.

Ø CONVERTING TRADITIONAL IRA’S TO ROTH IRA’S – Taxpayers 

may convert a Traditional IRA to a Roth IRA if their income is under the 

imposed income limitations; however, be advised that the amount converted is 

taxable income.  Any client that is experiencing a “down” year, income wise, 

should consider discussing with us the issue of converting IRA accounts to a 

Roth IRA before December 31st in order to assess your specific situation.

Ø FORECLOSURE OR SHORT-SALE – The Emergency Economic 

Stabilization Act of 2008 extended the provision for which qualified principal 

residence indebtedness discharged could be excluded from gross income until 

December 31, 2012. In other words, if you are involved or are going to be 

involved in a short-sale or foreclosure before the end of the next year, you may 

not have to pick up any additional income if you meet certain criteria. We do not 

recommend these as options to selling your home without first seeking the 

advice of a real estate attorney and before discussing the specifics of your 

transaction with us.

Ø PRINCIPAL RESIDENCE EXCLUSION OF GAIN – The Housing 

Assistance Tax Act of 2008 included a provision that will prevent taxpayers 

from excluding $250,000 ($500,000 if married filing jointly) of gain from the 

sale of a second home or a vacation home even if they meet the exclusion 

criteria; however, a partial exclusion may be allowed. The full exclusion may

still be available for the sale of your principal residence, but those with partial 

rentals and/or a home office should discuss the particulars with us.

Ø PAYROLL TAX HOLIDAY – The Tax Relief, Unemployment Insurance 

Reauthorization, and Job Creation Act of 2010 provided a two percentage point 

tax cut for employees, reducing their Social Security tax withholding rate from 

6.2 percent to 4.2 percent of wages paid. The effect of the payroll tax holiday 

was that workers received a little more money per paycheck during 2011. There 

appears to be significant support in Congress to extend the payroll tax holiday 

through 2012. Bills have been introduced in Congress from both sides of the 

aisle, but as of today no bill has passed the House of Representatives or the 

Senate.

Ø MORTGAGE INSURANCE PREMIUMS – Mortgage insurance premiums 

paid or accrued after December 31, 2011, are no longer eligible to be treated as 

interest paid by the payer. 
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Tax Planning - Business

Ø ENHANCED IMMEDIATE EXPENSING - Purchases of machinery, 

equipment, qualified leasehold improvement property, qualified restaurant 

property, qualified retail improvement property, and certain software are eligible 

for immediate deduction of up to $500,000. This limit is reduced when total 

investments exceed $2,000,000. Unless Congress acts, this provision is set to 

expire at the end of 2011 and revert back to $125,000 for 2012.

Ø EXTENSION OF 100% BONUS DEPRECIATION - The ability to rapidly 

deduct capital expenditures of most new tangible personal property by an 

additional 100% is extended through 2011. The current provision is set to return 

to 50% bonus depreciation for 2012.

Ø REPEAL OF REPORTING REQUIREMENT – The Comprehensive 1099 

Taxpayer Protection and Repayment of Exchange Subsidy Overpayments Act of 

2011 repealed a provision of the Small Business Jobs Act that would have 

required individuals who receive rental income to issue Forms 1099 to each 

service provider to whom they made payments totaling $600 or more during the 

year. It also repealed a provision of the Patient Protection and Affordable Care 

Act that would have required Forms 1099 to be issued by businesses when 

payments totaling $600 or more made in a year to a single payee. The act did not 

repeal the increase in penalties for failing to file Forms 1099 and other 

information returns and to provide copies to payees. These penalties are already 

in effect.

Ø A NEW TAX FORM: 1099-K – The Housing Assistance Tax Act of 2008 

added a provision of the Internal Revenue Code that requires companies that 

process credit and debit card payments, Merchant acquiring entities (i.e. Banks) 

and Third-party settlement organizations (i.e. PayPal) to issue form 1099-K. 

“Banks” will report gross payments in excess of $600; “PayPal” will issue a

1099-K only if you exceed 200 transactions and $20,000 during the year. The 

forms will be filed at the beginning of the 2012 calendar year.

Ø SMALL BUSINESS HEALTH CARE CREDIT - Beginning in 2010 and 

continuing through 2013, eligible small employers may claim a 35% tax credit 

for premiums they pay toward health coverage for their employees (the credit 

increases to 50% of the premium costs in 2013). An eligible small employer is 

one with no more than 25 full-time equivalent employees and whose employees 

have annual full-time equivalent wages that average no more than $50,000.  The 

employer must pay at least half the cost of single coverage for the employees.

Recommendations have been submitted to the House Ways and Means 

Oversight Subcommittee that would allow this credit to be taken by more 

businesses. It is unknown if any changes will be made.

Ø INCLUSION OF COST OF EMPLOYER-SPONSORED HEALTH 

COVERAGE ON W-2 - Originally, starting from the 2011 tax year, employers 

were to be required to disclose on the employee’s Form W-2 the cost of 

employer-sponsored health insurance coverage, regardless of whether the 

employer pays for the coverage. However, on March 29, 2011, the IRS 

announced that this reporting will be optional for smaller employers filing fewer 

than 250 W-2 forms. This treatment will be optional at least through 2012 until 

further guidance is issued. The IRS emphasizes that this new reporting is for its 

information only and is not taxable to the employee.

On The Horizon
Ø REAL ESTATE TAX DEDUCTION – Beginning in 2013, the State of California will be requiring the addresses and parcel numbers for your primary residence and second home, if 

applicable, to be listed on your state tax return. This was originally slated to go into effect in 2012, but the State has postponed its implementation for one year. We will keep you informed 

of any potential changes as we get closer to 2013.

Ø ADDITIONAL MEDICARE TAX – As part of the Affordable Care Act, starting in 2013, a 3.8% Medicare tax will be imposed on net investment income for the tax year. Investment 

income consists of, but is not limited to, interest, dividends and gross income from passive activities. It is unclear if the Medicare tax will include capital gains. Investment income does not 

include interest income from a tax-exempt source (i.e. municipal bonds) and income from Partnerships and S corporations in which you actively participate. There is no Medicare tax for 

taxpayers with high salaries and no investment income. The U.S. Supreme Court will review the constitutionality of the Affordable Care Act and will issue the decision in 2012. 

Ø BUSH TAX CUTS – As part of the Tax Relief, Unemployment Insurance Reauthorization and Job Creation Act of 2010, certain tax cuts that were enacted during the Bush Administration 
were extended until December 31, 2012. We will keep you informed of any changes.
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ON THE LIGHTER SIDE

An accountant is having a hard time sleeping and goes to see his doctor. "Doctor, I just can't get to sleep at night." “Have you tried counting sheep?", asked the doctor.  "That's the problem - I 
make a mistake and then spend three hours trying to find it."

Budget: An orderly system for living beyond your means.

What do accountants suffer from that ordinary people don’t?  Depreciation.

The latest income-tax form has been greatly simplified. It consists of only three parts:
1. How much did you make last year?
2. How much do you have left?
3. Send amount listed in part 2.


