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INCOME TAX CHANGES FOR 2010 AND 2011
Although the date is May 1, to tax professionals it is the start of the New Year and is an appropriate time to review the income tax changes for 2010 and 2011.  Please note that this is the current law and Congress can extend, amend or enact legislation that affects any of these areas.  Please contact our office to check for any updates or with any questions you may have.
Roth IRA Conversions

Beginning in 2010, individuals with any level of income may convert a traditional IRA to a Roth IRA.  The amounts will be taxed at your regular tax rate. Taxpayers have the option to pay the tax by including half the income in 2011 and half in 2012 or paying all the tax in 2010.  

Section 179 Depreciation 


The maximum amount of equipment placed in service in 2010 that businesses can expense stayed at $250,000 but is scheduled to be reduced to $25,000 in 2011.  Bonus depreciation has expired.
Domestic Production Activities Deduction

This deduction has increased from 6% to 9% in 2010 for qualifying domestic business income

Medicare Tax


The rate is currently the same at 1.45%, while Social Security remains at 6.2% with the wage limit also remaining unchanged at $106,000.  While the health care reform added numerous tax provisions affecting individuals and employers, the additional Medicare tax does not begin until 2013.  

Mileage Deduction Rates


For 2010, the mileage deductions are (a) business-$.50, (b) charity-$.14 and (c) medical-$.165.

Retirement Contributions


Maximum contributions to retirement plans had very little change.  Contributions limits to a SIMPLE plan stayed at $11,500 with $2,500 additional for individuals over the age of 50.  In addition contributions to 401k and 403b plans remained the same in 2010 at $16,500 with an additional $5,500 for individuals over 50.
Homebuyers Tax Credit

For individuals who claimed $7,500 housing credit in 2008, repayment of $500 a year (if maximum credit taken) will begin in 2010 and continue over the next 15 years.

Unemployment Income Tax Break

In 2009, $2,400 of unemployment insurance benefits was not taxable.  This will no longer be available for 2010.
State Sales Tax Deduction

State and local sales tax is no longer deductible. This includes sales tax for new motor vehicles.

Educator’s Deduction

The $250 teacher’s deduction for classroom supplies has expired.

Donating IRA’s to Charity 


IRA owners over age 70 ½, can no longer directly donate IRA balances to charity in 2010 and avoid IRA taxable income.
Additional Deduction for Property Taxes

Starting in 2010, individuals using the standard deduction will no longer receive up to $1,000 additional deduction for property taxes paid.

Health Care Reform

In 2010, small employers with less than 25 employees are entitled to a tax credit up to 35% on the cost of providing health insurance.  Also effective March 23, 2010, parents are now able to cover adult children up to the age of 27 under employer-provided health care.
Capital Gains Tax Rate & Qualified Dividend Rate

The tax rate reduction is scheduled to expire in 2011.  The maximum long-term capital gains rate will increase to 20%, up from 15%.  A lower 10% rate is used by individuals in the 15% tax bracket, whose capital gains previously had been tax free in 2008-2010.  Also in 2011, dividends will be taxed at your regular marginal tax rate, not the reduced capital gains tax rate.

Child Tax Credit

After 2010, the $1,000 child tax credit reduces to $500 per qualifying child. 

Credit for Residential Energy Efficient Property

In 2010, a 30% tax credit is allowed on the cost of qualifying energy-saving home improvements, up to a maximum of $1,500.  This will expire at the end of the year.

Estate and Gift Tax 

As in 2009, the gift tax exclusion stays at $13,000.  This means that any individual can give away $13,000 to any person without any tax ramifications. Also, paying medical bills or tuition directly to the institution will not count towards the $13.000 limit.  Surprisingly, there is no federal estate tax for 2010.  In 2011, the tax is to be reinstated at $1 million.

