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The rules limiting itemized deductions and personal
exemptions when adjusted gross income (AGI) exceeds
certain thresholds do not apply in 2010.

The 15% and 0% tax rates on long-term capital gains
and qualified dividends are set to expire after 2010. In
2011, a 20% maximum capital gains rate generally will
go into effect, and dividends will be treated as ordinary
income — no special tax rate will apply to dividends.

Regular individual income-tax rates are also scheduled
to increase after 2010. Unless new legislation is enacted,
the 10% rate will disappear and the top four pre-2001
tax rate brackets — 28%, 31%, 36%, and 39.6% — wiill
be reinstated. The lowest bracket will be 15%.

Starting in 2010, the income and filing status restrictions
on converting a traditional individual retirement account
(IRA) into a Roth IRA no longer apply.

Businesses engaged in manufacturing, construction,
and certain other domestic production activities may
deduct 9% of qualified production activity income,
up from 6% in 2009. (Other limitations apply.)

Employers with 500 or fewer employees have a new
retirement plan option beginning in 2010 called the
DB(k) plan.
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When you are planning for taxes, both the income and
expense side of the equation deserve your attention.

On the income side, you'll want to look for opportunities
to generate tax-deferred, tax-free, or lower taxed income.
On the expense side, be alert to potentially deductible
expenses, as well as any expenses that may qualify for

a tax credit. Sometimes, you can position yourself for a
tax benefit by simply knowing the rules in advance.

Every year, you have a choice of claiming the standard
deduction (a preset amount for your filing status)

or deducting specific actual expenses called itemized
deductions. You'll want to choose the option that
results in the largest overall deduction.

Additionally, the tax code lists several expenses that
may be deducted from your gross income in arriving
at your adjusted gross income (AGlI). These are called
adjustments or above-the-line deductions. They are
especially valuable deductions since several tax breaks
depend on having AGI below specified amounts.

Unlike a tax deduction, which reduces the amount of
your income that will be subject to tax, a tax credit
directly reduces your tax liability. For example, a
$1,000 credit saves you $1,000 of taxes.



The graduated income-tax rate schedules for indi-
viduals are shown in the table below. For planning
purposes, focus on your marginal tax rate — the rate
that applies to your last dollar of taxable income. You
can use your marginal rate to estimate the tax effect
of various planning strategies. If, for example, your
marginal tax rate is 35%, a $1,000 deduction would
save you $350 of tax.

» INDIVIDUAL TAX RATE SCHEDULES

SINGLE 10 0-28,375
15 8,376 — 34,000
25 34,001 - 82,400
28 82,401 - 171,850
33 171,851 - 373,650
35 Over 373,650
HEAD OF 10 0-11,950
HOUSEHOLD 15 11,951 - 45,550
25 45,551 - 117,650
28 117,651 - 190,550
33 190,551 - 373,650
35 Over 373,650
MARRIED 10 0-16,750
2}7‘2 gsyuﬁc;;cg/ spouses) 15 16,751 - 68,000
25 68,001 — 137,300
28 137,301 - 209,250
33 209,251 - 373,650
35 Over 373,650
MARRIED 10 0-8375
Filing Separately 15 8,376 — 34,000
25 34,001 - 68,650
28 68,651 - 104,625
i 33 104,626 — 186,825
35 Over 186,825

* These taxable income bracket amounts are the estimated tax brackets
for 2010. As we go to press, the IRS has not announced the official 2010
inflation adjustments.




The alternative minimum tax (AMT) system adds another
layer of complexity to your tax planning. Even if you've
escaped it in the past, don't overlook the possibility that
you'll have to pay additional taxes because of the AMT.
The number of taxpayers who owe the AMT has been
increasing over time.

Figuring the AMT is complicated because you must
recompute your taxable income under special rules. Many
deductions are not allowed. And certain income that is
otherwise nontaxable must be included in AMT income.
You will have to pay the AMT — in addition to your
regular taxes — if your AMT income is more than the
exemption amount for your filing status. The AMT rates
are 26% and 28%, and the AMT exemptions phase out
at higher levels of income.

If you are expecting a potential AMT problem, consider
these planning points.




As the years pass, family situations tend to change —
and that can have an impact on tax planning.

If you pay child-care expenses
so that you (and your spouse) can work, look into claiming
this credit. Your child must be under age 13. The credit
is also available for the expenses of caring for a disabled
spouse or other adult dependent while you work. The
minimum credit rate is 20%, and up to $3,000 of expenses
($6,000 for the care of two or more individuals) can qualify
for the credit.

A child may be treated as the
dependent of both divorced parents for certain medical-
related tax deductions and exclusions. For example, the
parent who pays a child’s medical expenses is entitled
to deduct them, even if the other parent claims the
dependency exemption for the child.

You may be able to claim a parent
you are helping to support as your dependent. You are
entitled to the dependency exemption if your parent’s
gross income, not counting nontaxable Social Security
benefits, is no more than the exemption amount (esti-
mated to be $3,650 for 2010) and you provide more than
half of your parent’s total support. For purposes of this
test, support includes both taxable and nontaxable
Social Security benefits.



Do you own a business? Giving your
child a job could be a family tax saver. You'll be able to
deduct your child’s wages from your business income,
reducing both your income taxes and your self-employment
taxes. A dependent child may earn as much as $5,700 in
2010 (estimated amount) income-tax free because of the
standard deduction. Any wages your child earns over that
amount probably would be taxed at the lowest 10% mar-
ginal tax rate. The 10% bracket for single filers is projected
to extend to the first $8,375 of taxable income in 2010.

Children who have job
earnings or “unearned” income from savings and invest-
ments may have to file income-tax returns, even if they
are dependents. In some situations, parents may be
able to include a child’s investment income on their own
return. We can help you determine if a separate return
is required for your child.

As an investor, you're focused on the returns your invest-
ments earn. When all is said and done, though, it's the
amount you have left after taxes that matters most.

Net long-term capital gains are
currently taxed at a maximum rate of 15%, and the rate
is zero for net gains that would otherwise be taxed in
the two lowest regular brackets. After 2010, these capital
gains rates are slated to climb to 20% and 10%, respec-
tively (18% and 8% with an eligible holding period of
over five years).

If you are planning to sell an appreci-
ated real estate investment in 2010 on the installment
basis (i.e., the buyer will pay you part of the purchase
price in 2010 and the remainder in one or more subse-
quent tax years), consider the possibility of reporting all
your capital gain in 2010. You'll give up the opportunity
to spread your capital gains taxes over the years you
receive payment from the buyer, but you may pay less
overall tax on your gain. (When you are projecting taxes



on the sale of depreciable property, keep in mind that
the maximum rate on capital gains is 25% to the extent
of prior depreciation.)

Nobody likes investment losses, but
they can help you at tax time. You can use capital losses
to offset capital gains on other transactions plus an addi-
tional $3,000 of ordinary income ($1,500 if married filing
separately) annually. You may carry forward capital losses
that you are not able to deduct because of these limita-
tions to future tax years, subject to the same restrictions.

However, losses from a “wash sale” are not currently
deductible. A wash sale is a loss-generating sale of
securities that occurs within 30 days before or after the
purchase of substantially identical securities.

You should consider a mutual fund’s investment objec-
tives, charges, expenses, and risks carefully before you
invest. The fund’s prospectus, which can be obtained
from your financial representative, contains this and other
information about the fund. Read the prospectus carefully
before you invest or send money. Shares, when redeemed,
may be worth more or less than their original cost.

Unlike interest on corporate or U.S.
government bonds, municipal bond interest is generally
exempt from federal income taxes. (As mentioned earlier,
certain private activity bond interest is includable in AMT
income.) You can use the table on the next page to com-
pare tax-exempt and taxable yields in your tax bracket.

You may qualify for
substantial tax breaks if you invest in the stock of a fledg-
ling corporation that meets the “qualified small business
stock” (QSBS) requirements. Capital gain on QSBS held
for more than five years is taxed at 28%, but only part
of the gain has to be included in income. Generally, you
may exclude 50% of your gain. For QSBS you acquire
after February 17, 2009, and before January 1, 2011, the
exclusion percentage is 75% (resulting in an effective



tax rate on the capital gain of just 7%, or 28% of the
25% of the gain that is taxable).

3.0% 4.0% 4.2% 4.5% 4.6%
3.5% 4.7% 4.9% 5.2% 5.4%
4.0% 5.3% 5.6% 6.0% 6.2%
4.5% 6.0% 6.3% 6.7% 6.9%
5.0% 6.7% 6.9% 7.5% 7.7%
5.5% 7.3% 7.6% 8.2% 8.5%
6.0% 8.0% 8.3% 9.0% 9.2%

The table does not consider the effect of state income taxes. Some states
exempt interest received by state residents on in-state municipal bonds.

The government provides a number of tax incentives
designed to spur taxpayer interest in energy conservation
and green technology.

You may benefit
from a 30% tax credit for amounts you spend to make
qualified energy-efficient improvements to your principal
residence (subject to a combined $1,500 credit limit for
2009 and 2010). Assuming they meet energy-efficiency
standards, the following improvements can qualify for
the credit:

Insulation

Exterior windows and skylights
Exterior doors

Roof (asphalt, metal)

Central air conditioner

Advanced main air circulating fan



Water heater (natural gas, propane, oil, electric heat
pump)
Hot water boiler (natural gas, propane, oil)

Electric heat pump

There is a separate 30% residential energy-
efficient property (REEP) credit for installing solar electric
and hot water systems, geothermal heat pumps, small
wind turbines, and fuel cell systems. No dollar caps are
placed on this credit.

The purchase of an
IRS-certified hybrid, plug-in electric, alternative fuel, or
advanced lean-burn technology vehicle may qualify you
for a tax credit. The availability and amount of the credit
will depend on the type of vehicle you purchase and
the specific make and model. Check before you buy.

Given the high cost of higher education, tax incentives
are an important piece of the planning puzzle for anyone
who is paying college expenses or setting aside money

for future costs.
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This credit equals

100% of the first $2,000 of qualifying higher education
expenses and 25% of the next $2,000 of expenses, up to
a maximum credit of $2,500 for each eligible student in
your family. The credit is available for any of a student'’s
first four years of college. Tuition payments and certain
related expenses, including books and other required
course materials, are eligible for the credit. It phases




out with AGI between $80,000 and $90,000 (between
$160,000 and $180,000 for joint return filers). These
phaseout ranges are the estimated inflation-adjusted
ranges for 2010.

See if you can qualify for this
credit if you don’t meet the requirements for the American
Opportunity Tax Credit. It's available for each year of
post-secondary education, including graduate school
and eligible job training. The maximum credit is $2,000
(20% of up to $10,000 of qualified tuition and related
expenses) per taxpayer return. The estimated inflation-
adjusted AGI phaseout ranges for the Lifetime Learning
Credit are $50,000-$60,000 ($100,000-$120,000 on a
joint return) for 2010. You may not claim both education
credits for the same student’s expenses, and neither
credit is available to a married taxpayer filing separately.

Many states sponsor qualified tuition pro-
grams — prepaid tuition plans and college savings plans
— that provide tax benefits under Section 529 of the
federal tax code. You can't deduct contributions to a 529
plan on your federal return. However, you are not taxed
on investment earnings while your money remains in the
plan, and plan distributions to pay the account benefi-
ciary's qualified higher education expenses are tax free.

The definition of qualified higher education expenses
includes tuition, fees, books, supplies, equipment
required for the beneficiary’s enrollment or attendance,
and expenses for special needs services. Room and
board costs for a student who is enrolled at least half
time also qualify (subject to a limit).



Before investing in a 529 plan, consider the investment
objectives, risks, and charges and expenses associated
with municipal fund securities. The issuer’s official
statement contains more information about municipal
fund securities, and you should read it carefully before
investing.

An education savings account (ESA)
offers federal tax benefits similar to a 529 plan. However,
ESA contributions for a beneficiary are limited to $2,000
annually, and this limit is slated to drop to $500 after 2010.
Also, ESA contributions are phased out for taxpayers with
modified AGI between $95,000 and $110,000 (between
$190,000 and $220,000 for joint filers).

Interest paid on
personal loans is usually not tax deductible. But the
tax law makes an exception for up to $2,500 of annual
interest paid on qualified higher education loans. To
claim the interest deduction in 2010, your modified AGI
can’t be more than $75,000 if you are single or $150,000
if you are married. The deduction begins to phase out
with AGI over $60,000 (single) or $120,000 (married).
(The AGI figures are estimated.) Also, you must file a
joint return if you are married.

The tax benefits associated with employer-sponsored
retirement plans and individual retirement accounts
(IRAs) can help you build your retirement savings.



401(k) plans, 403(b) plans, and
SIMPLE plans all offer the opportunity for you to invest
by contributing a portion of your pay to the plan. The
tax benefits of plan participation include:

Pretax contributions — the salary you contribute is not
subject to income taxes until you receive distributions
from the plan.

Tax-deferred earnings — contributions are invested on
a tax-deferred basis. Because the IRS does not share in
your account earnings until you receive distributions,
your investment can grow faster than it would if taxes
were paid each year.

A 401(k) or 403(b) plan also may offer an after-tax Roth
contribution option. With this option, you lose the benefit
of pretax contributions, but you can receive qualified
distributions from your Roth account tax free.

Your annual IRA contributions — Roth and tradi-
tional — are limited to $5,000 ($6,000 if you are over age
50). The annual limit is subject to inflation adjustment.

A Roth IRA offers nondeductible contributions and
potentially tax-free withdrawals after five years (1) once
you are at least age 59%: or (2) to pay up to $10,000
of first-time homebuying expenses or (3) on account of
disability. Distributions to account beneficiaries after
death are also tax free as long as the five-year require-
ment has been met.

To contribute to a Roth IRA for 2010, your modified
AGI can't be more than $120,000 if you are single,
$177,000 if you are married and file a joint return with
your spouse, and $10,000 if you are married filing a
separate return. The allowable contribution is reduced
with AGI over $105,000 (single), $167,000 (joint), and $0
(separate). These AGI limits are the estimated inflation-
adjusted amounts for 2010.



Contributions to a traditional IRA are tax deductible if

you (and your spouse, if you are married) are not eligible
to participate in an employer’s retirement plan. With plan
participation, certain income limits apply to deductions for
IRA contributions. Ask us for the limits that apply to you.

» Another way to fund a Roth IRA is by
converting a traditional IRA. Starting in 2010,
there are no income or filing status restrictions
on Roth IRA conversions.

» While a Roth conversion provides an oppor-
tunity for future tax-free earnings, it also triggers
income taxes on previously tax-deferred amounts
in your traditional IRA. Your current tax rate, as
well as your expectations regarding future tax
rates and the possibility of tax law changes, will
be issues to consider as you weigh a possible
conversion.

» The income from a 2010 conversion of a
traditional IRA to a Roth IRA will not be taxed in
2010 but rather will be taxed over the next two
tax years — one half in each of 2011 and 2012.
Alternatively, you may elect to report all the
income from the conversion on your 2010 return.

EXAMPLE

Several years ago, Chris rolled over a distribution
from her employer’s 401(k) plan to an IRA, paying
no income taxes on the rollover. In 2010, when
her IRA is worth $100,000, Chris converts the

account to a Roth IRA. Chris has a choice of
(1) reporting $50,000 of the conversion income
on her 2011 return and the other $50,000 on her
2012 return or (2) electing to include all of the
$100,000 of conversion income on her 2010 return.

Distributions. Withdrawing money from a tax-deferred
plan or an IRA before age 59 can result in a 10% tax
penalty in addition to income taxes. However, the tax law
provides a number of penalty exceptions.

» For example, you can take amounts from

an IRA early without penalty to pay qualified
higher education expenses or first-time home-
buying expenses of up to $10,000. (These
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The tax law does not allow you to leave money in tax-
deferred plans indefinitely. After you reach age 702, you
generally must begin taking annual “required minimum
distributions” (RMDs) from your traditional IRAs and
any employer-sponsored plans in which you participate.
Note, however, that no RMDs are required for the 2009
tax year under a temporary one-year suspension. Also,
your employer’s plan may permit you to delay the start
of RMDs past age 70"z if you haven't retired and are
not a 5% owner of the company. And what about your
Roth IRA? Minimum distributions are not required

from Roth IRAs until after the account owner’s death.



A portion of your Social Security retire-
ment benefits will be subject to tax if your “provisional
income” for the year is more than $25,000 ($32,000 on a
joint return). You will be taxed on up to 85% of your
benefits if your provisional income is more than $34,000
($44,000 if married filing jointly). Provisional income is
defined as your AGI with certain modifications, plus one
half of your Social Security benefits for the year. You also
have to include otherwise tax-exempt municipal bond
interest in your provisional income.

it

Your contributions to qualified organizations are generally
tax deductible as an itemized deduction. If you plan to
make a large donation, be mindful that the amount you
may deduct each year is limited by a percentage-of-
income ceiling. The applicable percentage depends on
the type of property you contribute and the type of charity
that receives your contribution. We can provide details.

You must have records to support your deduc-
tion. For cash contributions of any amount, you must
have a written receipt from the charity or a bank record
showing the name of the charity, the date of the contri-
bution, and the amount. You will also need a record of
your non-cash contributions, and, if they exceed $500,
you'll have to file a special form with your tax return.
You may need an appraisal for larger gifts.

Contributing publicly traded stock
you've held longer than one year avoids capital gains tax



on any price appreciation, while allowing you to deduct
the stock’s full market value on the date of your gift.
You don’t get the same tax break for contributions of
appreciated stock you've held one year or less — your
deduction for the contribution will be limited to your
basis in the stock (generally, your cost).

For stock that has declined in value, you'll obtain a better
tax result by selling the shares and contributing the
proceeds than you will by donating the shares outright.
The reason: You'll be able to deduct a capital loss as
well as your contribution.

If you do volunteer work, you may be
entitled to deduct various unreimbursed expenses as
charitable contributions. Potentially deductible expenses
include the cost of gas and oil used in driving your car
while performing services for the organization (or you
may use a standard mileage rate to figure the cost),
supplies, and uniforms. If you travel overnight on behalf
of an organization, you generally may deduct your unreim-
bursed travel, transportation, lodging, and meal expenses.

Figuring the amount
of your tax deduction can be tricky when you make a
contribution to a qualified organization and receive
a benefit in return. In this situation, your deduction is
limited to the amount over and above the value of the
benefit you receive.



Maintaining your household probably takes a large
share of your income every year. You'll want to be sure
you capitalize on any tax benefits available to you.

You may deduct interest
paid on up to $1 million of debt incurred to acquire your
principal and/or a second residence, as well as interest
paid on up to $100,000 of home equity debt, as an
itemized deduction. The home equity interest deduction
is available even if you don’t spend the money on your
home. You also may include the real estate taxes you pay
on your property in your itemized deductions.

Your lender may
charge you points (prepaid interest) in connection with
a mortgage refinancing. Generally, you may deduct the
points over the new loan’s term as an itemized deduc-
tion. But you may deduct points currently to the extent
you spend the refinancing proceeds on improvements to
your principal residence. If you refinance a second time,
you may deduct the balance of the points on your first
refinancing, assuming you are switching lenders. If you
refinance again with the same lender, any points remain-
ing from the first refinancing are deductible over the
new loan’s term.

Renting your personal residence for
fewer than 15 days during the year can provide a source
of tax-free income. However, this tax break extends only
so far — expenses associated with the rental of your resi-
dence, such as advertising and utilities, are not deductible.
When you rent your home for 15 days or more during
the year, your rental income is taxable, but, in this



situation, rental expenses are tax deductible (within certain
tax law limitations).

If you own a home-based business
or professional practice, you may be able to deduct
various expenses related to using your home for business
purposes, such as electricity, heating/cooling, home-
owners or renters insurance, and trash removal.
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Deductions for an office in the home generally are avail-
able only if you use the space regularly and exclusively
for business. The IRS won't allow a deduction if the office
occasionally doubles as a den or guest room — even if you
use the space strictly for business during the workday.

Homeowners who claim a home office deduction face a
potential tax downside. When the home is sold, any gain
realized on the sale will be taxable up to the amount
of the depreciation deductions that were allowed with
respect to the home office for periods after May 6, 1997.
(The capital gain exclusion, discussed next, will not
apply to that portion of the gain.)

Despite recent declines in home
prices, you may be fortunate enough to earn a profit
when you sell your principal residence. Up to $250,000
of gain ($500,000 for joint filers) on the sale of a principal
residence is not subject to tax if you meet tax law require-
ments. Generally, you may claim this exclusion only once
every two years, and you must have owned the home
and used it as your principal residence for at least two
of the five years immediately before the sale.



Two categories of itemized deductions are limited by
income-based “floors.” Unreimbursed medical expenses
are deductible only to the extent they, in total, are more
than 7.5% of your AGI. Similarly, a 2%-of-AGl floor applies
to miscellaneous itemized deductions. As a result, your
deduction for expenses in this category is limited to

the amount exceeding 2% of your AGI.

Like many taxpayers, you may
assume you won't qualify for a medical expense deduc-
tion because of the 7.5% floor. However, health insurance
premiums, prescriptions, co-pays, deductibles, and other
out-of-pocket health-care costs you pay can add up
quickly. It's worth a quick check to find out. If you travel
to obtain medical treatment, don’t forget to add in your
eligible travel costs. The IRS provides a flat mileage rate
you can use if you travel by car, or you may include your
actual gas and oil expenses.

Among other
items, this category includes unreimbursed employee
business expenses and various expenses related to your
investments. Your business travel, entertainment, and
auto expenses are potentially deductible if you are not
reimbursed for them. These expenses are also deductible
if your employer provides you with an expense allowance
under a nonaccountable plan and includes the amount in
your taxable wages on Form W-2.

The costs of resumé preparation, transportation to job
interviews, and other expenses of hunting for a new job
are also potentially deductible. To qualify for a deduc-
tion, you can't be looking for your first job or switching
careers. Also, the deduction is not available if a “substan-
tial period” has elapsed between your last job and the
start of your search for a new one.
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REVIEWING BUSINESS
ENTITY CHOICES

Even if you have been in business for some time, you
may benefit from reviewing the various forms of business
to make sure that your current structure continues to
meet your needs from both a non-tax and a tax point of
view. Some key tax considerations are highlighted below.

Corporation. Unless a “Subchapter S” election is made,
a corporation uses the corporate tax rate schedule on
the next page to figure the federal income taxes due on
its taxable income. When corporate income is distributed
to shareholders as dividends, the corporation receives no
deduction for the payments, and the income is taxed
again to the shareholders.

» For the last several years, individual share-
holders have enjoyed a relatively low 15% tax
rate on qualified dividends. However, this
favorable treatment expires after 2010, and
dividends will once again be taxed at ordinary
rates. As a result, corporations that are in a
situation to do so may want to consider distrib-
uting dividends in 2010 while shareholders can
take advantage of the 15% rate.

» A corporation may deduct reasonable
amounts of compensation paid to shareholders
employed by the company. By paying out corpo-
rate earnings in the form of tax-deductible

21



Up to $50,000 15%
$50,001 - $75,000 25%
$75,001 - $100,000 34%
$100,001 - $335,000 39%
$335,001 = $10 million 34%
Over $10 million — $15 million 35%
Over $15 million — $18,333,333 38%
Over $18,333,333 35%

The IRS may assess an “accumulated earnings penalty”
on a regular corporation that retains more earnings and
profits than are necessary to meet reasonable business
requirements. The penalty is designed to encourage
corporations to pay taxable dividends to shareholders.

Like individual taxpayers, regular corporations may be
subject to the alternative minimum tax. The corporate
AMT rate is 20%, and an exemption of up to $40,000 is
available. However, the $40,000 exemption is phased out
for corporations with AMT income between $150,000
and $310,000.



A corporation is exempt from the AMT if it qualifies as
a “small” corporation. A small corporation is one that
has average annual gross receipts of no more than

$7.5 million for all three-year periods beginning after
1993 and ending before the current year. For a corpora-
tion’s first three-year period (or portion of a period),

a $5 million average gross receipts threshold applies.

S corporation. Making an S election for a corporation
can avoid the problem of double taxation. Subject

to certain exceptions, an S corporation does not pay
corporate income taxes at the federal level. Instead, the
corporation’s income, losses, deductions, and credits are
allocated or “passed through” to its shareholders for
inclusion on their tax returns. As a result, the corporate
income is taxed only once, to the shareholders.

EXAMPLE

Miguel owns 60% of the stock in an S corporation
and Stacy owns the other 40%. For its 2010 tax
year, the S corporation has taxable income of

$100,000. The corporation pays no federal income
tax on the $100,000 of income. Instead, Miguel
includes $60,000 of the income on his personal
return and Stacy includes $40,000 on her return.

Limited liability company (LLC). An LLC can have one
owner, or the company can have co-owners, called
“members.” An LLC's income is taxed to the owners indi-
vidually. An LLC has more freedom in allocating income
and deductions among the owners than an S corporation,
which must make such allocations according to owner-
ship percentages.




A partnership, by definition, has more than
one owner. Partnerships do not pay federal income taxes
at the entity level but must file an annual informational
return with the IRS. Among other matters, the partner-
ship agreement addresses how business profits and losses
will be divided among the partners.

The business income and expenses
of a sole proprietor are reported on Schedule C, an
attachment to the individual income-tax return. Net earn-
ings from the business are taxed directly to the owner.

In the midst of all the activity that accompanies starting
a business, tax matters can be easily overlooked. Here
are some pointers that will be of interest to you if you are
planning to start a business.



You'll want to keep track of the
expenses you incur in launching the business, such as
pre-opening advertising, travel and survey fees, consult-
ing fees, and wages. With the appropriate election, up
to $5,000 of start-up expenses will be deductible in the
year your business begins, and any additional expenses
can be deducted over a period of 180 months. Absent
the election, start-up expenses must be capitalized.
Note that the $5,000 limit is reduced dollar-for-dollar
once total start-up costs exceed $50,000.

A new corporation may make
a similar election for costs incurred in setting up the
company. Examples include legal and accounting fees for
establishing the corporation, state incorporation fees, the
cost of drafting the corporation’s by-laws, and director
and shareholder meeting expenses.

You are going into business to make
money, not to lose it. Still, if you are incorporating a new
business, you should consider taking the precautionary
measure of qualifying the stock your corporation issues
as “Section 1244" stock. This will require meeting certain
tax law requirements. In addition, you should maintain
certain records concerning the stock.

What's the benefit? Section 1244 treatment will enable
you to deduct any future losses on your stock as ordinary
losses, up to an annual maximum of $50,000 ($100,000
on a joint return). Ordinary loss treatment is generally
preferable to capital loss treatment, since your annual
deduction for capital losses is limited to the amount of
your capital gains plus an additional $3,000 ($1,500 for
married-separate filers).



Much of your business tax planning effort may center on
ensuring that potential deductions are not overlooked.
Timing issues also may be important in ensuring that you
gain the maximum benefit from your deductions.

Monitor your company’s accounts receivable
and determine if any amounts are uncollectible and can
be written off as bad debts. But note: Businesses that
use the cash method of accounting may not deduct bad
debts, since they do not report sales revenue for tax
purposes until they receive payment.

The ability to recover a portion of
amounts spent on machinery, equipment, buildings,
and other assets through depreciation deductions is a
significant tax benefit, especially for capital-intensive
businesses. Properly segregating fixed asset costs is
essential, since the period over which an asset can be
depreciated and the amount deductible in each year
varies with the category to which the asset is assigned.

3-year Tractor units for over-the-road use
Automobiles, trucks, computers, copiers
5-year . .
and other office machinery
Office furniture and fixtures, agricultural
7-year . .
machinery and equipment
10-year Vessels, barges, and tugs
15-year Certain land improvements
Farm buildings (other than certain
20-year .
single-purpose structures)
25-year Water utility property
Residential Apartment buildings, single-family rental
rental property roperties
(27.5-year) prop
Nonresidential
real property Office buildings, stores, warehouses
(39-year)

* The lists of property included in each class are not all-inclusive.



Don’t overlook the possibility
of deducting up to $134,000 of your 2010 business asset
purchases instead of depreciating them. You can make
this election for most non-real-estate assets. Note that
the Section 179 expensing limit is reduced dollar for
dollar as asset purchases rise from $530,000 to $664,000,
and the deduction can't exceed taxable income from
active trades or businesses. (These Section 179 dollar
limits are the estimated inflation-adjusted amounts.)



Your business may carry back a net
operating loss (NOL) to offset taxable income for the two
preceding tax years. Carrying back an NOL allows a busi-
ness to secure a refund of taxes paid for those years.

—

If not completely absorbed, the balance of the NOL may
be carried forward for up to 20 years. Instead of carrying
an NOL back to previous tax years, a business may elect
to carry its NOL forward. This election is worth considering
if a company expects to generate a large profit — and

a high tax bill — the next year.

Manufacturers, construc-
tion contractors, software companies, engineering and
architectural firms, and other businesses involved in U.S.
production activities may be eligible to deduct 9% of
their qualified production activities income or, if less, 9%
of their taxable income (determined without regard to
the deduction). The deduction is limited to 50% of W-2
wages allocable to domestic production gross receipts.

From a cash flow standpoint, deducting an
expense in the current year and actually paying it in the
next tax year can be advantageous.



A number of tax credits are available to business taxpayers.

Installing solar energy property, small
wind turbines, geothermal heat pumps, and other types
of energy-efficient property for business use can result in
a tax credit. The property must meet official quality and
performance standards, and other requirements apply.

Credits are available for the
purchase of qualifying new fuel cell, advanced lean-burn
technology, alternative fuel, and hybrid vehicles for
business use.

This credit is available for
hiring employees who are members of certain targeted
groups. In general, the credit is 40% of a qualifying
employee’s first-year wages, up to a maximum of $6,000,
for a maximum credit of $2,400 per employee. (Different
rules apply in certain situations.) The credit reduces the
employer's wage deduction dollar for dollar.

A food and beverage establishment can
get credit for its share of Social Security taxes paid on



cash tips in excess of the amount treated as wages for
purposes of satisfying minimum wage requirements.

The credit is 50% of adminis-
trative and retirement-related education expenses for the
first three plan years (maximum annual credit of $500).

A variety of other special credits are
available to businesses, including the low-income housing
credit, the disabled access credit, and the credit for
employer-provided child care. Be sure to investigate all
of the credits that may be available to your business
as you plan your 2010 taxes.

Retirement plans are not only a sought-after employee
benefit, they also offer business owners a valuable
opportunity to reduce their tax burden. Subject to tax
law limits, contributions to a qualified retirement plan for
yourself and any eligible employees are tax deductible.
Plan investment earnings are tax deferred, and benefits
are not taxed until distributed.

Participants defer a portion of their pay
to individual plan accounts on a pretax basis. The spon-
soring employer may make matching contributions but
isn't required to do so. In addition to pretax contribu-
tions, a 401(k) plan may offer a Roth contribution option.
If you are self-employed and do not have employees,
you might consider establishing a “solo” 401(k) plan.



Flexibility is one of the key advan-
tages of a profit sharing plan. Whether your company will
contribute for a given year — and how much — can be
left to its discretion. (Annual contribution limits apply.) If
desired, a profit sharing plan may incorporate a 401(k)
salary deferral feature, which would give participating
employees the ability to save money in the plan through
payroll deduction.

As the
name implies, a SEP plan is relatively easy to establish
and administer. The business funds the plan with tax-
deductible contributions to SEP-IRAs set up for the plan
participants. (Only pre-1997 SEP plans may accept
employee contributions.) The annual employer contri-
bution is discretionary.

Like SEP plans, SIMPLE plans are relatively
easy to set up and maintain. Eligible employees have
the opportunity to make payroll contributions to the plan
on a pretax basis, and the employer is required to make
matching or nonelective contributions for employees
annually based on a matching formula or percentage
that meets minimum tax law requirements. A SIMPLE
plan can be established as a SIMPLE 401(k) or a
SIMPLE IRA.

Benefits are provided in the
form of a traditional pension, typically based on average
pay and length of service. Although defined contribution
plans, such as those described above, are more com-
monly used today, a defined benefit plan can be ideal
for older owners who desire faster accumulation of bene-
fits. Another avenue you might explore is a hybrid plan
(e.g., a cash balance plan) that has features of both a
defined contribution and a defined benefit plan.

If your business has 500 or fewer employees,
a DB(k) plan is yet another option to consider. First avail-
able in 2010, a DB(k) plan allows elements of a defined
benefit plan and a 401(k) arrangement to be combined
in a single plan.



We hope the strategies presented in this Tax Planning
Guide will be helpful to you in your 2010 tax planning.
Please let us know if you would like planning assistance
or more information about the broad range of services
we offer.

L .

The general information in this publication is not
intended to be nor should it be treated as tax, legal,
or accounting advice. Additional issues could exist that
would affect the tax treatment of a specific transaction
and, therefore, taxpayers should seek advice from an
independent tax advisor based on their particular circum-
stances before acting on any information presented.
This information is not intended to be nor can it be
used by any taxpayer for the purpose of avoiding tax
penalties. This publication is an advertisement prepared
by NPI for the use of the sender.
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PACIFIC LIFE

Pacific Life Insurance Company
Newport Beach, California
www.pacificlife.com

Pacific Life & Annuity Company
Newport Beach, California
www.pacificlifeandannuity.com

Pacific Life refers to Pacific Life Insurance Company and its
affiliates, including Pacific Life & Annuity Company. Insurance
products are issued by Pacific Life Insurance Company in all
states except New York, and in New York by Pacific Life &
Annuity Company. Product availability and features may vary
by state. Each company is solely responsible for the financial
obligations accruing under the products it issues, and its product
and rider guarantees are backed by that company’s financial
strength and claims-paying ability.

Variable insurance products are distributed by Pacific Select Dis-
tributors, Inc. (member FINRA & SIPC), a subsidiary

of Pacific Life Insurance Company, and are available through
licensed third-party broker dealers.

Pacific Life’s individual life insurance products are marketed
exclusively through independent third-party producers, which
may include bank affiliated entities.

Investment and Insurance Products: Not a Deposit — Not FDIC
Insured — Not Insured by any Federal Government Agency —
No Bank Guarantee — May Lose Value

This material is not intended to be used, nor can it be used by any
taxpayer, for the purpose of avoiding U.S. federal, state or local tax
penalties. This material is written to support the promotion or mar-
keting of the transaction(s) or matter(s) addressed by this material.
Pacific Life, its distributors and their respective representatives do
not provide tax, accounting or legal advice. Any taxpayer should
seek advice based on the taxpayer’s particular circumstances from
an independent tax advisor.
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