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Long-Term Perspective

Principles to Keep in Mind

Priorities. President Obama'’s focus is on tax policies
that seek wealth distribution and fairness. Two
perspectives in fairness.

Economy. The economy will likely dictate tax policy over
the near future.

AMT. The Individual AMT will continue to capture
millions of taxpayers and force them into a system that
was originally implemented to ensure only the wealthiest
taxpayers did not escape tax liability.




Principles to Keep in Mind -
(Continued)

« Paying for Health Care Reform. Much of the budget
wrangling is over coming up with the funds to pay for
health care reform

* Long-term and Short-term Policy. Short term tax policy
will be driven by the economy but long term approach
will be shaped by his wealth redistribution philosophy.

Share of Federal Income Tax
Liabilities (Quintiles)

Year Lowest | Second | Middle | Fourth | Highest
1980 0.1 4.2 10.8 20.2 64.8
1985 0.2 4.0 9.9 16.0 66.9
1990 -0.4 3.3 8.9 17.8 70.4
1995 -2.0 1.9 7.7 16.2 76.1
2000 -1.6 1.1 5.7 135 81.2
2005 -2.9 -0.9 4.4 13.1 86.3

Source: Congressional Budget Office, Historical Effective Tax Rebates: 1979 —
2005, December 2007

Minimum Adjusted Gross Income
(AGI) cut off for tax returns in
various percentages

Year Top 1% 5% 10% 25% 50%
1980 $80,580| $43,792| $35070| $23,606| $12,936
1985 $108,134| $58,883| $46,322| $30,928| $16,688
1990 $167,421| $79,064| $60,287| $38,080| $19,767
1995 $209,406| $96,221| $72,094| $44,207| $22,344
2000 $313,469| $128,336| $92,144| $55225| $27,682
2005 $364,657| $145,283| $103,912| $62,068| $30,881

Source: Internal Revenue Service




Effective Tax Rates for Taxpayers
with Top 400 Adjusted Gross
Income (AGI)

Effective (average) tax rate

Tax Year 0-15% 15-30% 30% and over
1995 12 or 3% 193 or 48.25% | 195 or 48.75%
2000 40 or 10% 273 or 68.25% | 87 or 21.75%
2005 144 or 36% 197 or 49.25% | 106 or 26.5%

Source: IRS, Statistics of Income Division

American Recovery and
Reinvestment Tax Act of 2009
(ARRA)

» Tax relief for Individuals and Families
* Renewable Energy Incentives

» Tax Incentives for Business

* Manufacturing Recovery Provisions

* Economic Recovery Tools

« Infrastructure Financing Tools

Tax Relief for Individuals and

Families

*  Making work Pay Credit

— Lesser of 6.2% of earned income or $800 per joint
return for 2009 and 2010.

» Phased out at AGI (Joint) of $150k

e Adjusted in new payroll tables to give
taxpayers benefit in each paycheck

e Temporary Increase in Earned Income
Credit (EIC) for 2009 and 2010

* Temporary Increase of refundable child
credit for 2009 and 2010




Tax Relief for Individuals and

Families
e American Opportunity Tax Credit

— Increases Hope Credit to $2,500 from $1,800 for
2009 and 2010

— Phased out at AGI (Joint) of $180k

e Temporarily allow computers and equipment
as expenses for 529 plans for 2009 and 2010.

. Exclusion from gross income for unemployment
compensation benefits up to $2,400 for 2009

* Cobra premium assistance

— Terminated individuals pay 35% of COBRA
premiums

— Employers pay the other 65% and tax a credit on
their employment tax forms.

— 9 month subsidy
— Many exceptions apply

Tax Relief for Individuals and
Families

Waiver of requirement to repay first-time

homebuyer Credit

* This was a $7,500 interest free loan to be
repaid over 15 years.

*  This provision would waive repayment for a
principal residence bought between January
1, 2009 and December 31, 2009 and the
amount went up to $8,000.

« Cannot have owned a principal residence for
prior 3 years and AGI cannot exceed $150K

* A sale (or the residence ceasing to be your
principal residence) within 36 months will
cause recapture of the credit

Renewable Energy Incentives

« Extension of the renewable electricity credit
for 3 more years

*  Election of investment credit in lieu of
production tax credits

* Modification of energy credit

* Expand new clean renewable energy bonds

* Expand qualified energy conservation bonds

* Expansion and modification of credit for non
business energy property




Renewable Energy Incentives

«  Credit for residential energy efficient
property

* Temporary increase in credit for alternative
fuel vehicle refueling property

* Energy research credit

Tax Incentives for Business

« Extension of the 50% bonus depreciation
rules for 2008 to 2009.

* Temporary increase in limitations on
expensing certain depreciable business
assets

— This relates to the limits of 179 expensing of up to
$250k of property with the purchase cap at $800k

» Five-year carry back of operating losses for
Small Businesses

— Present law allows for a 2 year carry back

— New law would increase it to 5 years for 08 & 09

— New law would allow taxpayer to pick carry back
years as well

Tax Incentives for Business

* Modification of work opportunity tax credit

» Deferral of certain income from discharge of
indebtedness

» Qualified small business stock — Increase in
gain exclusion % upon sale




Manufacturing Recovery Provision

» Expand industrial development bonds to
include creation of intangible property and
other modifications

» Credit for investment in advanced energy
property

Economic Recovery Tools

* Recovery Zone Bonds
» Tribal Economic Development Bonds
» Extend and modify the new markets tax credit

Infrastructure Financing Tools

* Repeal of AMT add backs for private activity
bonds issued in 2009 and 2010.

* One year delay of withholding on government
contractors

* Modification and expansion to bond programs




2010 Budget Proposals

* Individual Income tax rates
— Increase in rates in 2011 for > $250k
— The 33% rate will go to 36% and the 35% rate to
39.6%
— $250K base will be indexed for inflation
» Capital Gains and Dividends
— Increase to 20% for taxpayers above the $250k
— Permanent extension of the 0% and 15% rate for
lower incomes
* 28% Cap on Itemized Deductions

— Budget proposes capping the deduction benefit at
28% for taxpayers above that marginal rate

— This proposal appears to have opposition

2010 Budget Proposals

* Reinstate the limitations on personal
exemptions and itemized deductions at the
$250k mark

« Estate Tax
— Proposes a $3.5 million unified credit amount at
45% rates
— Proposed a limit on discounting/valuation of family
limited partnership gifts
— The $3.5 will be indexed for inflation
— Exemption portability

2010 Budget Proposals

International Reforms

— Complicated provisions that would add $200 billion
in revenues from multi-national businesses

* Retirement savings

— Require automatic employee enrollment in IRA’s on
payroll deduction basis for employers with no
qualified plan (401k or other).

» Expanded NOL carry back without the small
business provisions

* Repeal of LIFO inventory method
— Proposed 8 year recapture period




2010 Budget Proposals

» Taxing carried interest as ordinary income
— Will have big impact on the Real estate industry

2010 Budget Proposals

* Health Care
— Cost of plan is $1 trillion
— Much of the tax increases elsewhere will go to
paying for Health Care
— Would allow individuals to purchase insurance from
exchanges operated by the government
— Private providers barred from increasing premiums
due to pre-existing conditions
Taxing employer provided health benefits figures
into the equation.

2010 Budget Proposals

* Health Care
— Could require employers to purchase insurance for
workers or pay a penalty
— Children up to 26 could be maintained on parents
plan
* Obama wants to adhere to “Pay-go” as it
relates to Health Care reform
— This means health care reform cost must come
from offsetting revenue raisers




Planning Considerations

* Capital Gains and Dividends
— Should taxpayers recognize gains now?
» Weigh the tax and economic considerations
* Transaction costs
» Time value of taxes paid prematurely
» Could rates go up from 20% to 25% or 28%?

Planning Considerations

* General Planning ideas

— Manage AMT (to the extent possible with state
payments)

— Contribute appreciated securities for charitable
purposes (if you have any left)

— Plan around Kiddie tax ($1,800 limit) — Consider a
529 plan.

— Max out 401k elective deferrals or other pension
contributions including a Roth contribution.

Planning Considerations

* General Planning ideas
— Loss harvesting
— Manage capital gains for taxpayers in lowest bracket
— Manage gains on Home sales

— Manage bonus depreciation for 2008 and beyond
while considering increased rates in the future.

— Maximize travel costs (new rate at 58.5 cents per
mile)

— Continue your estate planning in 2009




Bottom Line

« Current tax policy without control of federal spending will
be unsustainable.

 President Obama would maintain individual income tax
receipts at levels comparable to those reached under the
prior administration.

« High-income and high net worth individuals and
businesses are likely sources for revenue.
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