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Stampfli Tax Alert
Tax Increase Prevention and Reconciliation Act

New Federal Tax Legislation recently approved by Congress includes important changes which may impact your tax plans. It is expected additional legislation will be passed later this year and will include more controversial issues. For now, taxpayers can expect the following changes:

1. Dividend and Capital Gains rates will continue at the current level through December 2010. For this period, qualified dividends and long term capital gains will be federally taxed at 15% for all taxpayers in higher marginal tax brackets. Taxpayers in either the 10% or 15% marginal bracket are eligible for an even lower rate of 5%.

2. Once again the higher exemption amount for Alternative Minimum Tax has been extended one year. Taxpayers should expect “AMT” impacts similar to 2005 if income and deductions remain steady. Congress has again decided to delay consideration of a permanent fix to Alternative Minimum Tax.

3. Kiddie tax rules have changed, and the change affects the entire 2006 year. Under the rules for 2005, a child under age 14 was taxed individually on investment income less than $1,700. All unearned income (investment income) over that amount was taxed at the parent’s marginal rate, possibly as high as 35%. For 2006, the age limit is increased, and unearned income over $1,700 is taxed at the parent’s marginal rate for all children under the age of 18. This may have significant impact on parents who started investment accounts for children who are now entering their teens.

4. A very significant change is the elimination of an income ceiling for conversion of Regular IRAs into Roth IRAs. Beginning in years after 2009, all taxpayers will be able to convert an existing Regular IRA into a Roth IRA. A conversion is treated as a taxable distribution. However, the conversion is not subject to the 10% early withdrawal penalty. This is a complex but potentially very beneficial option, and it will be available to all beginning in a couple of years. It is important to note that a conversion will not be universally helpful. Determining the benefit from a conversion includes a present value analysis of paying tax early, allowing the IRA to grow tax free, and the avoidance of tax upon distributions in the future. If you are interested in this option, contact your advisor at Stampfli Associates to schedule a meeting. Although the conversion may not occur until 2010, quantifying the results will improve long term planning.

IRS CIRCULAR 230 NOTICE:  Please be advised that, based on current IRS rules and standards, the advice contained herein is not intended to be used, nor can it be used, for the avoidance of any tax penalty that the IRS should assess related to this matter. That said, please do not hesitate to call me if you have any further questions regarding this matter.
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