TAXOLUTIONS

RorH TRA CONVERSIONS
AVAILABLE FOR HIGHER INCOME TAXPAYERS

Starting in 2010, the $100,000
adjusted gross income (AGI) ceil-
ing on converting traditional IRAs to
Roth IRAs has been eliminated. For
higher income taxpayers, this opportu-
nity to convert can provide tax savings.

Under the Tax Increase Prevention and
Reconciliation Act (TIPRA), passed in
May 2006, all taxpayers, regardless of
income level, can convert traditional
IRAs to Roth IRAs any time after
December 31, 2009. Under a special
provision of TIPRA, a taxpayer who con-
verts in 2010 may choose to either pay
the entire tax owed on the converted
funds in the current year or spread the
payment over 2011 and 2012. Income
inclusion will be accelerated if distribu-
tions are taken during these years, and
taxpayers should keep in mind that,
under current law, tax rates are sched-
uled to increase in 2011 with the sunset
of 2001 tax reform.

Funded with after-tax dollars, Roth
IRAs offer tax-free earnings and tax-free
distributions. Because contributions to
traditional IRAs may qualify for a tax
deduction, any tax-deductible savings
transferred from IRAs to Roth IRAs

are taxed immediately. If nondeduct-
ible IRAs are converted to Roth IRAs,
taxes are owed on accumulated earn-
ings, but not on the principal. While

contributions to a traditional IRA are
not permitted over age 70, there are
no age restrictions on contributions to a
Roth IRA.

For taxpayers who expect to be in a
comparable or higher tax bracket during
retirement, the Roth IRA may offer
advantages. Unlike traditional IRAs,
Roth IRAs have no minimum distribu-
tion requirements at age 70%. This
makes the Roth IRA particularly attrac-
tive to individuals who wish to pass on
their tax-free savings to heirs, rather
than draw down the funds to finance
their retirement. Bear in mind that
there may be estate tax implications.

In addition, converting to a Roth IRA
allows taxpayers to lock in a tax rate,
whereas those with traditional IRAs will
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be unable to predict changes in the law
or their own circumstances that could
push them into a higher tax bracket in
retirement.

Some restrictions do apply to Roth
IRAs. Qualified distributions, includ-
ing earnings, are tax free provided the
account holder has reached age 59Y2 and
has owned the account for five years.
Withdrawals made prior to age 592 may
be subject to a 10% Federal income tax
penalty. Certain qualified exceptions

apply.

"This rule change provides an oppor-
tunity for more taxpayers to take
advantage of the Roth IRA. For specific
guidance, consult one of our qualified
tax professionals. H
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CHARITABLE GIVING YIELDS
TAx BENEFITS FOR BUSINESSES

An economic downturn may not
seem like the best time to
increase charitable giving, but at the
same time, the need for funding at
many nonprofits is especially acute

as a result of the current economy. In
addition to supporting a worthy cause,
you or your business can help lower your
tax bill through cash donations, as well
as contributions in the form of unused
inventory or sponsorship.

Choosing an Orgamization

When it comes to tax deductions for
charitable giving, the rules are com-
plicated. As you begin to formulate a
giving strategy, be sure that the orga-
nizations you intend to support have
been awarded tax-exempt status by
the Federal government. In addition to
not-for-profit organizations engaged in
charitable activities, qualified groups
include nonprofit schools and hospitals,
most churches and religious organiza-
tions, veterans’ groups, and public parks
and recreational facilities.

If you are not sure if a group you are
interested in supporting is qualified to
receive deductible contributions, you
can search for the name of the organiza-
tion on the IRS website at www.irs.gov/
app/pub-78. Businesses may also make
donations through exchanges that con-
nect donors with qualified nonprofit
organizations and provide the necessary
documentation for tax deductions.

Overall Limitations

There are other things to keep in mind
when developing a giving strategy. To
start, the IRS does not view all charitable
contributions as tax deductible, and dif-
ferent rules apply depending on the legal
status of the business. Contributions by
C corporations are limited to 10% of the
business’s taxable income. Sole propri-
etors, partners, and S corporation owners
cannot take a business deduction for
charitable contributions. Instead, gifts

by these entities are considered personal
charitable contributions and are treated
accordingly for tax purposes.

For personal deductions, the amount
may be limited depending on the type
of property donated and the organiza-
tion receiving the gift. Deductions of
cash may not exceed 50% of adjusted
gross income (AGI) for gifts to public
charities and 30% of AGI for gifts to
private foundations. For both long- and
short-term appreciated property, the
deduction is limited to 30% of AGI for
gifts to public charities and 20% of AGI
for gifts to private foundations.

Excess Inventory or Qverstock

Many businesses donate excess inven-
tory or overstock to charities. When
individuals choose to contribute tangible
property in the form of merchandise or
other assets, they are generally permitted
to deduct the amount of the property’s
fair market value, or the price a buyer
would be willing to pay for the item on
the open market. However, specific rules
apply to donations of business inventory.

C corporations are allowed to deduct
the cost of producing the donated
goods, plus half the difference between
that cost and the fair market value of
the goods, up to two times the pro-
duction cost. Meanwhile, owners of

S corporations, partnerships, and sole
proprietorships may only deduct the
cost of producing the inventory.

Other restrictions apply to food inven-
tory. The foodstuffs donated must go to
help infants or needy or infirm individu-
als, and the food must be needed for the
charity’s exempt purpose or function.

Documentation Requirements

Regardless of whether you are donat-
ing cash or property, request a written
acknowledgement from the charity for
gifts in excess of $250. This may, for
example, take the form of a canceled
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check or a contribution statement from
the charity, and it must indicate the
amount of cash received or a description
of the property given, as well as the value
of any goods or services provided by the
charity in exchange for the donation.

If you or your company receives some-
thing in return for a charitable gift, such
as tickets to a benefit event or an item
from a charity auction, you are only
permitted to deduct the amount of your
contribution that exceeds the fair mar-
ket value of the benefit received.

Other Charitable Endeavors

In addition to claiming tax deductions
for charitable gifts, your company could
choose to support a charity through
sponsorship or cause-related market-
ing, in which a portion of the proceeds
of sales go to the charity. While these
initiatives do not qualify for charitable
tax deductions, they can be claimed

as marketing expenses. You and your
employees are not allowed to deduct
the time spent or the value of the
services provided when volunteering for
qualified charities, but you are permit-
ted to deduct certain out-of-pocket
expenses incurred in the course of
voluntary activities, such as mileage.

If your business is contemplating larger
donations or a series of donations over
time, you may wish to establish a chari-
table trust or philanthropic foundation
to manage the company’s charitable giv-
ing. Contact your legal advisors for more
information.

Charitable donations, whether made by
a business or its owner, are important to
the mission of worthy nonprofits. They
can also help generate positive public-
ity, boost a company’s visibility in the
community, and improve the morale of
workers, all while providing a tax deduc-
tion for the owner or the business. If
you are considering a charitable giving
strategy, contact one of our qualified tax
professionals. m
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New SeLiT-REFUND OPTION AVAILABLE IN 2010

Sarting in 2010, taxpayers have a
new split-refund option for Federal

tax refunds that allows them to pur-
chase Series I U.S. Savings Bonds issued
by the U.S. Department of the Treasury.

With the split-refund option, taxpay-
ers may designate up to three financial
accounts into which a refund will be
deposited. For example, a taxpayer
might designate that part of the refund
be deposited into a savings account,
part into a checking account, and part
into a retirement fund. Other examples
of eligible financial accounts include
health savings accounts and Coverdell
education savings accounts.

Starting in 2010, taxpayers may also

use the split-refund option to purchase
savings bonds. Under the new program,
taxpayers may purchase up to $5,000 of
Series I bonds per year, in denominations
starting at $50. If all of the refund is not
used to buy bonds, the taxpayer must
specify a bank account to deposit the
remainder of the refund. For example,

if a taxpayer’s refund is $792, he can
specify on his tax return that he wishes
to direct $750 to buying bonds and the
remaining $42 to a savings account.

Bonds purchased through the new
split-refund option will be issued in the
taxpayer’s name, and the certificates
will be sent to the address on the tax
return. If the taxpayer is married and
files a joint return, the bonds will be
issued in both spouses’ names. Taxpay-
ers are not permitted to name a bene-
ficiary, such as a child or a grandchild,
when using this option.

Series I bonds pay interest based on

a combination of a fixed interest rate,
which remains the same throughout the
life of the savings bond, and a semian-
nual inflation rate, which is updated

at six-month intervals each May and
November. As of January 2010, the fixed
interest rate was .30%, and the semian-
nual inflation rate was 3.06%. While the
interest earned by purchasing and hold-
ing savings bonds is subject to Federal

LTC Hysrips: A New OPTION

\‘i Xi ;hen most people hear the word
“hybrid,” they think of com-

bination gasoline and electric vehicles.
Using hybrid technology, the auto
industry developed a self-sustaining and
energy-efficient vehicle that optimizes
fuel use and mileage. In response,

the Federal government provided tax
incentives to individuals who purchased
these fuel-efficient vehicles.

Interestingly, hybrids, or combinations,
can work in other areas, including your
insurance coverage. Due to a provision
of the Pension Protection Act of 2006
(PPA) that went into effect on January
1, 2010, individuals are now allowed to
transfer values that have accumulated
in existing life insurance policies or
annuities into a “hybrid” or combina-
tion insurance policy that includes a
long-term care (L'T'C) benefit—with-
out incurring tax consequences. L.T'C
insurance can help protect your assets

and provide increased options for care
should you one day require assistance
due to a reduced level of functioning

resulting from illness, injury, or aging.

While annuities offer tax-deferred
growth, earnings on the income pro-
vided by annuities are subject to taxa-
tion. Life insurance policy benefits are
also subject to taxation. Benefit pay-
ments made by qualified L'T'C insurance
policies, on the other hand, are gener-
ally tax free. Although products that
combine a nonqualified annuity or life
insurance policy with a qualified L'TC
insurance rider were available prior to
the passage of the PPA, the tax treat-
ment of these combination products
had not been fully clarified.

Beginning this year, you may purchase
combination policies—or exchange
existing policies for combination prod-
ucts—that cover a specified amount of

tax at the time the bonds are redeemed,
the interest is not taxable at the state or
local level.

Series I bonds may not be an appropri-
ate choice for taxpayers who expect to
cash them in within five years or less.
In general, Series I bonds may not be
redeemed in the 12 months following
purchase, except under certain circum-
stances. If bonds are redeemed within
five years of the initial purchase, the
owner will forfeit the interest accrued
in the three most recent months. No
penalties apply if bonds are redeemed
after five years.

According to the IRS, taxpayers who
choose this option can expect to receive
the bonds in the mail after the remain-
der of the tax refund is deposited into
their bank account. Additional process-
ing and delivery may take up to three
weeks.

For more information, consult one of our
qualified tax professionals. m

qualified LIT'C expenses, based on an
actuarial assessment of your potential
L'T'C needs. For example, you could
purchase an annuity that offers IT'C
coverage under a rider. Should the need
for LLT'C arise, your insurance provider
would accelerate your benefits, paying
for your LIT'C expenses tax free using
the principal and any earnings that had
accumulated in the annuity, while still
providing insurance payments up to the
specified amount. If you never use your
L'T'C rider, the funds in the annuity,
plus earnings, remain secure until they
are paid out as income or are withdrawn
by you or your beneficiaries, with the
earnings subject to taxation.

One advantage of a combination annuity
or life insurance policy with an L'TC
rider is that premium payments are not
lost if the coverage is not used. How-
ever, there is generally a cap on the

» » cont’d on page four
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amount of coverage provided for L'TC.
Yet, because of this cap, L'TC cover-

age obtained through a hybrid policy is
generally less expensive, and underwrit-
ing requirements may be less stringent,
which may result in a less expensive
hybrid option for older individuals or
those with health problems.

If you currently have an annuity or life
insurance policy and are interested in a
hybrid product with LT'C coverage, the
PPA allows you to use a tax-free 1035
exchange to replace the policy you cur-
rently have with a new life insurance or
annuity hybrid policy with an LT'C insur-
ance rider. Through other options under
the PPA, you could upgrade your current
policy by adding an IT'C insurance rider,
or you could do a partial 1035 exchange
and use the proceeds to purchase a
standalone L.T'C insurance policy.

Prior to the PPA, the cost of adding an
L'TC rider to an annuity was treated as a
charge against the cash value of the con-
tract and considered part of the annuity
owner’s income. Starting in 2010, the
cost of the L'T'C rider is not treated

as income, but instead reduces the

basis of the annuity. Although the 1035
exchange is tax free, surrender charges
may apply, and life insurance policies
could lapse in some cases.

Under certain circumstances, stand-
alone L'T'C insurance policies, which
may offer higher levels of coverage, may
be more appropriate than combination
products. For example, if you do not
already have a nonqualified annuity or
life insurance policy, and do not wish to
invest a large lump sum, a standalone
policy that allows you to spread out your
premium payments may be preferable.
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Also, the tax deduction permitted for
standalone, qualified L'T'C insurance
policies may not be taken in conjunc-
tion with combination products. Premi-
ums for qualified I'T'C policies can be
deducted as a medical expense, subject
to the 7.5% of adjusted gross income
(AGI) floor. In 2010, the qualified
deduction for L'T'C insurance premi-
ums is limited to $330 for those age 40
and under, $620 for those age 41 to 50,
$1,230 for those age 51 to 60, $3,290 for
those age 61 to 70, and $4,110 for those
over age 70.

If you have been thinking about future
long-term care needs, a hybrid option
for tax-free LLT'C benefits may allow you
to “get more mileage” out of your exist-
ing life insurance policy or annuity. For
more information, contact one of our
qualified tax professionals. ®

Be advised that this information was not intended or written to be used, and cannot be used, for the purpose of avoiding tax-related penalties; or for promoting, marketing, or recommending
to another party any tax-related matters addressed herein. This publication is intended to provide accurate and authoritative information on the subject matter covered. It is distributed with
the understanding that the publisher and distributor are not rendering legal, accounting, or other professional advice and assume no liability whatsoever in connection with its use. © 2010.



