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2008 Year-End Tax Planning for Individuals 

With the year drawing to a close, now is the time to review your tax situation and evaluate strategies that may help minimize your taxes. In 2008, Congress passed several provisions to encourage consumers to jumpstart the economy by having more money to spend. In addition to the Economic Stimulus checks that were mailed out this year, tax legislation in 2008 changed many rules for individual taxpayers. In this letter, we highlight some of the key matters and invite you to discuss them with us in more detail.
New for 2008- Opportunities and Drawbacks
Age increase for kiddie tax  

Beginning in 2008, dependent children under the age of 19, or full-time students under age 24, may be subject to the "kiddie tax". Children having unearned (investment) income in excess of $1,800 are taxed at the parents’ highest marginal rate. 

Vacation home conversions

Gain from the sale of a principal residence that is allocable to periods of "nonqualified use" can no longer be excluded from the taxpayer's gain realized on its sale. A technique that has been used by many vacation home owners is to eventually convert that second home into a principal residence before its sale and claim full principal residence exclusion on the gain. Any conversion made after December 31, 2008, cannot shelter the portion of that gain allocable to post-2008 appreciation.  

Real estate tax deduction for non-itemizers

For 2008 & 2009, non itemizers may take an additional deduction up to $500 for real estate taxes on primary residence.

Required minimum distribution suspension

Legislation passed on December 11, 2008, provides relief to retirees who would normally be forced to take distributions at a time when their retirement savings are at their lowest point in years. Under the new law, retirees may suspend taking required distributions from 401(K) plans, IRAs, and similar retirement accounts for 2009.   Please note that the new law does not waive the required minimum distribution amounts for 2008.
Disaster relief 

Under the Midwest Disaster Tax Relief Act, there is special tax relief for individuals who received storm or flood damage in 2008.
Charitable Contributions
Increased documentation requirements

Taxpayers must keep bank records or a written communication from the charity showing the name of the charity and the date and amount of the contribution. For donations of $250 or more, taxpayers must obtain an acknowledgment from a charity for each deductible donation.
Disaster relief contributions
Taxpayers who itemize may deduct cash contributions to qualified agencies providing midwest flood  relief  at up to 100% (previously 50%) of adjusted gross income. Charitable mileage may also be deducted at 70% of the standard rate for driving related to assistance with disaster relief. Taxpayers must provide the dates of travel and the actual miles traveled.

IRA charitable contributions

New law extends through December 31, 2009, the opportunity for taxpayers age 70 1/2 or older to make tax-free distributions from IRAs for charitable purposes. Charitable distributions may be subject to state and local income tax.
Extended Provisions
A variety of popular tax benefits that were set to sunset at the end of 2008 were extended by Congress.  

State and local sales tax deduction
Taxpayers who itemize deductions have the option of claiming either state and local income taxes or state and local general sales taxes. If you have been contemplating the purchase of a big-ticket item, such as a car or boat, compare your potential sales tax deduction to your expected state income tax deduction.  It may be worthwhile to make that purchase prior to year end while you are assured of the deductibility of sales tax.

Classroom deduction
Full-time teachers, instructors, counselors and other educators can deduct up to $250 worth of books, supplies, software, and other qualifying materials that they provide as out of pocket expenses. 

Alternative minimum tax “Patch”

For the 2008 tax year, the AMT exemption amounts are raised to once again insulate many middle-income taxpayers from the reach of the AMT. The exemption amounts are $69,950 for married couples filing jointly and surviving spouses, $46,200 for single taxpayers and heads of household, and $34,975 for married couples filing separately for 2008. Hopes are high that in 2009 Congress finally will pass AMT reform rather than yet another patch.   
Energy

The high cost of energy is encouraging many people to make energy efficient improvements to their homes. If you are contemplating installing energy-efficient doors and windows, water heaters or other items, you may want to wait until 2009. The new law reinstates the credit for 2009 through 2016.  

Traditional Tax Strategies
Income shifting 
One fundamental year-end tax planning technique is accelerating deductible expenses into 2008 and deferring income, if economically feasible, into 2009. Delaying taxable income defers the payment of tax and may also preserve tax breaks that are reduced as your income level rises. Delaying receipt of funds can be effective, but tax rules may require recognition of certain types of income once you have earned to right to receive it. Many people believe tax rates may increase in 2009. In some situations, this reverses the normal strategy.
Deduction management  

Another basic planning technique involves "bunching" deductible expenses into one or another year if your total actual deductions are close to your standard deduction. For some, this results in alternating years of itemized deductions and standard deductions. Sometimes planning is as simple as paying your state estimated tax or real estate taxes in one year or the other. 

Portfolio timing  

Before year-end you should examine your portfolio and focus on unrealized gains and losses. Capital losses can be used to fully offset realized capital gains. Losses in excess of gains can be used to offset up to $3,000 of ordinary income.  Net gains are taxed at historically low rates in 2008.
Despite the stock market's decline, many funds will report year-end capital-gains distributions this year. If you own mutual funds, we recommend that you contact each fund or check its website for estimated year-end capital-gains distributions.  These capital-gains can be offset by capital losses.
The zero percent net capital gain rate for tax years 2009 through 2010 presents a new planning opportunity. While this zero rate is only available for individuals in the 10 or 15 percent income tax brackets, it is an incentive for families, retirees, and others to manage their income tax brackets starting in 2009. 

Gift-giving  

Take advantage of the 2008 annual gift-giving limits to reduce your income and estate tax liabilities. For 2008, you can transfer $12,000 per person, per year, without incurring gift tax on the amounts transferred. Married couples can jointly gift $24,000 to each recipient under this annual exempt gift rule. In 2009, the annual exclusion increases to $13,000 ($26,000 for couples). Gifting plans may achieve lower estate taxes or may have the goal of removing earnings from the donor with a high marginal tax rate and putting those earnings into the recipient’s lower bracket.   

Retirement planning  

Consider maximizing annual contributions to your retirement plan accounts. Increased contributions to retirement plans not only permit tax efficient savings but also reduce adjusted gross income (AGI). Lower AGI can increase the benefits from itemized deductions. It may also impact whether or not you will be subject to Alternative Minimum Tax.

The maximum deductible employee retirement contributions are as follows:
Plan



    Maximum Amount

     Additional Amount if Age 50+





  2008

  2009


 2008
 
 2009
IRA



$ 5,000

$ 5,000
    

$1,000

$1,000

401(k), 403(b), 457

$15,500

$16,500
    

$5,000

$5,500

SIMPLE


$10,500

$11,500
   

$2,500

$2,500

Give Stampfli Associates a call  

With the complexity of the tax law, developing a year-end tax planning strategy can be a daunting task. If you would like our help in designing a detailed plan customized to your particular circumstances, please don't hesitate to call.
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