Tax Relief, Unemployment Insurance Reauthorization and Job Creation Act of 2010
An Overview
From February through April, Americans are busy gathering their W-2’s, 1099’s and other tax documents so they may file their income tax returns for the previous year.   Many attempt to prepare their returns with the help of tax software while others turn this project over to a Certified Public Accountant or other tax preparer.  In either case, this task typically ranks with having a root canal and is often postponed to the very last minute.  

In 2001, President Bush signed into law the Economic Growth and Tax Relief Reconciliation Act (EGTTRA) which substantially lowered the income tax rates for all tax payers.  This law was set to sunset at midnight, December 31, 2010.  While the sunset had been looming for years, Congress procrastinated until late December to address the need to keep tax rates low.  There was a highly charged debate regarding whether tax relief should be granted to all tax payers or to those under a certain threshold.  In the end, a compromise was made between the two political parties and the legislative branch.  Thus the law offers something for everybody.  

 This article is intended to give you an overview of this very important legislation signed into law on December 17, 2010.   It is important to understand that many of the provisions of this act are extensions of existing income and estate tax laws and are not permanent in nature.  As such, we will no doubt be subjected to another round of negotiations and compromise in two years when its various provisions expire.  
The income tax relief portion of this comprehensive act extended the 10%, 25%, 28%, 33% and 35%  marginal income tax rates until December 31, 2012.  Lower long-term capital gains rates of 15% and 0% for taxpayers in the 10% and 15% tax brackets are to continue through 2012.  Qualified dividends will also continue to be subjected to the same lower rates.  The marriage penalty was also lifted for this year and next and the child tax credit will remain at $1,000.  Of great importance to many middle income taxpayers, provisions within this law provided for an Alternative Minimum Income patch for 2011 and 2012.  Without this patch, an estimated 20 million Americans would face a much larger tax liability.
.  Finally, the phase out of exemptions and certain deductions was lifted for this year and next.  
This law also impacted transfer taxes as it temporarily set higher federal estate, gift, and generation-skipping transfer (“GST”) tax exemptions.  EGTTRA had gradually phased in a higher estate tax exemption and lowered the top marginal tax rates on estates.  In 2010 the estate tax was completely eliminated for estates of all sizes.  Had Congress not acted, the exemption amount would have been restored to $1,000,000 starting in 2011.  The new law though offers the estates of decedent’s who passed away in 2010 the ability to: 1)  utilize a $5,000,000 exemption and 35% rate and in turn, assets of the estate will receive a step up in basis; or 2) elect to opt out of the application of the federal estate tax and instead, assets of the deceased, with some exception, will assume a modified carryover basis in the hands of the beneficiaries.  

The new law also sets the gift, estate and GST exemptions to $5,000,000 ($10,000,000 per married couple) in 2011 and 2012.  In 2013 the exemptions will revert to generally $1 million.  The law also reunified the gift and estate tax exemptions in 2011 and 2012 which enables an individual to make large life-time gifts and remove future appreciation from their estate.  Another interesting provision of the law was portability which in 2011 and 2012 allows the executor of the deceased spouse’s estate to elect to transfer any unused estate tax exemption to the surviving spouse.  The surviving spouse may then use this unused amount to gift assets during their life or pass assets to their heirs without estate tax.  
The ramifications of these changes are beyond the scope of this article but dictate the need to revisit your estate planning documents.  A qualified estate planning attorney can best guide you to take advantage of these changes and make any necessary revisions to your estate plan.  

Other provisions of this comprehensive legislation included an extension of unemployment benefits for 13 months and a reduction in the employee portion of the Social Security tax from 6.20% to 4.20%.  The Medicare tax of 1.45% was not impacted by this law.  

So now you have an overview of The Tax Relief, Unemployment Insurance Reauthorization and Job Creation Act of 2010.  What are its opportunities for you, the tax payer?  I will close with a few strategies that you may wish to consider to potentially reduce your tax burden and increase your wealth:
· Consider converting your traditional IRA to a Roth IRA to take advantage of the lower income tax rates in 2011 and 2012.  It is important to consult with a tax advisor prior to converting to discuss various considerations including whether the cost of having to pay taxes now outweighs the benefit of tax-free qualified distributions in the future.

· Capture the 2% reduction in your payroll taxes and give your 401(k), 403(b) or other tax-advantaged savings accounts a raise.  While the amount (up to $2,136) may be small, time and compounding will enhance the impact of this incremental savings.  
· Review your taxable investment portfolio and determine if there are capital gains to “harvest” while the capital gains tax rates are favorable.

· If you have qualified or incentive stock options “in the money”, consider exercising them now while the Alternative Minimum Tax patch is still in effect.

If you would like more information on how to benefit from this new legislation or have any other questions or concerns, please give me a call.  As always, readers of this column are eligible to receive a complimentary consultation. 
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