











Year-End Tax Planning for itemized Deductions

n 2011, the standard deduction is $5,800 for single taxpay-

ers and $11,600 for married couple filing a joint tax return.

Single taxpayers can add $1,450 if they are 65 or older by
the end of 2011 and $1,450 if they are blind. For couples fil-
ing jointly, these additions are each $1,150 in 2011. Most tax-
payers use the standard deduction.

However, you may reduce your tax obligation by itemizing
deductions on Schedule A of Form 1040. Suppose you are
entitled to an $11,600 standard deduction as a couple filing
jointly. If your itemized deductions exceed $11,600, you will
be better off itemizing deductions. Some tactics may help you
increase your itemized deductions:

Medical expenses

You can deduct medical expenses to the extent that they ex-
ceed 7.5% of your adjusted gross income (AGI). Therefore,
if you are at or near this threshold for 2011, you may want to
incur elective expenses by year-end.

Example 1: Ron and Jill Carson have AGI of $100,000. Thus,
the threshold for deducting medical expenses is $7,500: 7.5%
of $100,000. If the Carsons have unreimbursed medical out-
lays of $9,000 in 2011, for example, they can deduct the ex-
cess $1,500.

In November 2011, the Carsons add up their medical payments
for the year to date and discover a total of $7,200. Consequent-
ly, they decide to buy new prescription eyeglasses, get dental
checkups, and so on, by year-end. Once they top the $7,500
mark, additional medical payments will be deductible in 2011.

On the other hand, suppose the Carsons have only $5,000 of
medical expenses by mid-November. They might decide to
defer all possible outlays until 2012, hoping to go over the
threshold next year.

Taxpayers who owe the alternative minimum tax (AMT) can
deduct only medical expenses that exceed 10% of AGI. If you
regularly pay the AMT, use 10% of AGI as the threshold for
deciding how to handle elective medical costs near year-end.

Miscellaneous itemized deductions

The miscellaneous category of itemized deductions includes
unreimbursed employee expenses, investment expenses and tax
preparation fees, among others. Here, the threshold for deduct-
ibility is 2% of your AGI. Therefore, if your AGI is $100,000
the threshold is $2,000. With $2,500 of miscellaneous itemized
deductions in 2011, you can take a $500 deduction. If your
total for 2011 is $1,950, you’ll get no deduction.

For year-end planning, you can focus on the publications and
online services you use in order to generate taxable invest-

ment income as well as on unreimbursed employee business
expenses you usually incur. If you expect to be over the 2%
threshold, pay with tax deductible dollars in 2011. If you'll be
shy of that threshold, wait to pay until 2012, when you might
get a deduction.

Again, taxpayers who owe the AMT face a different set of
rules: miscellaneous itemized deductions are not deductible
for AMT calculations.

Charitahle contributions

Many people make charitable donations at the close of each
year to demonstrate the holiday spirit and also to lock in tax
deductions. You can get your tax break by writing a check.
In many cases, though, you’ll find more tax efficient ways
to do well while doing good. As explained in the May 2011
issue of the CPA Client Advisor, you usually will come out
ahead by donating appreciated securities instead of cash. By
giving away appreciated securities, you're also giving away
the built-in tax obligation. If you are at least age 70 4, you
have another tax planning opportunity this year: you can
make charitable contributions up to $100,000 directly from
your IRA. Congress extended this tax benefit through 2011,
so seniors should consider taking advantage of this oppor-
tunity by December 31. If you qualify, you won’t get a tax
deduction for the contribution, but you will avoid reporting
taxable income.

Example 2: Linda Morris is 75 years old. She makes $20,000
worth of charitable contributions each year, divided among
four recipients. This year, Linda’s required minimum distribu-
tion (RMD) from her IRA is $15,000. Linda directs her IRA
custodian to send $5,000 apiece to three of her favorite chari-
ties. She makes a $5,000 donations to her other favorite cause.

What does this accomplish? Linda fulfills her usual philan-
thropic intentions. She also reduces her taxable income by
$20,000: $5,000 with a deductible contribution plus $15,000
by avoiding her RMD. What’s more, by not taking her RMD,
Linda avoids increasing her adjusted gross income (AGI) by
$15,000. Reducing her AGI, in turn, may help Linda claim
larger deductions elsewhere on her tax return. She may increase
her tax benefits from medical expenses, miscellaneous item-
ized deductions and investment property losses, for example.

Unfortunately, you can’t make qualified charitable distribu-
tions from an IRA to a donor advised fund. If you are older
than 70 '2 and wish to contribute from your IRA, you must
spell out each request to your IRA custodian. A
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erous gift. Instead of writing a check, Olivia could give ap-
preciated securities that the young couple can sell. Greg and

nder current tax law, investors owe no more than 15%

Year-End Tax Planning for Long-Term Capital Gains
on long-term capital gains and on qualified dividends.

“ (Most dividends paid to investors are qualified.) Simi-
larly, low-income investors owe 0% tax on long-term capital
gains and qualified dividends. Investors can use this 0% tax
rate if their taxable income—after deductions—is no more
than $34,500 as a single taxpayer or no more than $69,000
on a joint tax return.

The 0% tax rate is scheduled to remain in effect through
2012. However, Congress may act to abolish this special
rate. In the meantime, you may be in a position to take ad-
vantage of this tax break before year-end 2011.

Help wanted
You should keep the 0% tax rate in mind if you are helping
relatives to make ends meet.

Example 1: George and Meg Warner
have a substantial income and live
comfortably. They also help to support
Meg’s widowed mother, who has a
modest income. From time to time, the
Warners send Meg’s mother a check
for $1,000, $2,000, or more. Instead,
the Warners could give Meg’s mother

appreciated securities. They could give
her $20,000 worth of stock that they
bought years ago for $12,000, for instance. That stock is re-
ally worth only $18,800 to the Warners, who would owe a
15% tax on an $8,000 capital gain, if they were to sell those
shares. Meg’s mother could sell the shares and owe 0% tax
on the $8,000 long-term gain, as long as the added income
does not push her over $34,500 in taxable income for 2011.
Then she would have $20,000 to spend, which might last her
for some time.

Will George and Meg face gift tax consequences? That will
depend on several factors, including the amount of gifts they
previously have made to Meg’s mother in 2011. The annual
gift tax exclusion, which is $13,000 this year, and the current
$5 million exemption for gifts not covered by the exclusion,
probably will keep the Warners from owing gift tax. (For
more on the gift tax, see the following example.)

Example 2: Olivia Brown has a sizable income and ample
net worth. Her only child, Greg, is a schoolteacher whose
wife, Natalie, stays home with their two children. The young
couple has a taxable income of $30,000 a year, which barely
covers their expenses, and Olivia would like to make a gen-

Natalie Brown can have up to $39,000 worth of additional in-
come from long-term capital gains this year and owe 0% tax.

Olivia will have to file a gift tax return if she gives Greg
and Natalie more than $13,000 apiece in 2011. Those excess
gifts won’t be taxed as long as Olivia’s lifetime taxable gifts
are $5 million or less. The excess gifts, however, will reduce
Olivia’s eventual estate tax exemption, dollar for dollar.

Assume that Olivia has never made any taxable gifts in pri-
or years. She gives a total of $50,000 worth of securities to
Greg and Natalie in 2011. The first $26,000 are covered by
this year’s gift tax exclusion ($13,000 apiece) and the other
$24,000 will reduce Olivia’s future estate tax exemption. As-
suming an extension of current law, with a $5 million estate
tax exemption, the $24,000 of excess
gifts will reduce Olivia’s exemption to
$4,976,000.

No kidding

As covered in the August 2011 issue of
the CPA Client Advisor, the so-called
“kiddie tax” limits the tax benefits of
transferring appreciated securities to
very young recipients. This tax applies
to the unearned income of all children
under age 18, many 18-year-olds, and many students under
age 24. In 2011, unearned income over $1,900 reported by
these “kiddies” will be taxed at the parents’ rate, so long-
term capital gains are likely to be taxed at 15%, not 0%.

Therefore, if you are planning to take long-term capital
gains, you may get more tax advantages by giving the appre-
ciated assets to people not affected by the kiddie tax. In addi-
tion to retired parents and young workers, graduate students
older than 23 may be able to receive these gifts, sell them by
December 31, and take thousands of dollars worth of gains
at the 0% rate.

The 15% solution

As mentioned earlier in this article, the future of the 0% tax
rate is uncertain. Similarly, Congress might increase the cur-
rent 15% tax rate on long-term capital gains for years after
2011; taxpayers with income over $200,000 may be espe-
cially vulnerable. Therefore, if your plans include selling as-
sets held more than one year—perhaps to pay college bills—
you may want to sell those assets by year-end 2011, when
you can count on a 15% tax rate. <




