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No political commentary.  No political commentary.  No political commentary.
However, to quote a recent article in the Wall Street Journal:  “Epic failure in Washington is causing epic uncertainty for taxpayers.”  No agreement on the deficit from the SuperSomething Committee, and, for the third straight year in a row, we head into December with many key tax provisions up in the air.  Granted, most rates and deductions will be unchanged through the end of 2012 (thanks to the last minute extension of the Bush tax cuts in, you guessed it, late last December).  Below are some of the uncertainties, in addition to many issues we feel you should be aware of.

For those of you only interested in one thing unrelated to taxes, the answers to last year’s Organizer Questionnaire Contest are shown on the attached sheet.

IRS emails:  Just a reminder, the Internal Revenue Service NEVER sends emails.  Hackers and scammers have created some really authentic looking emails, with IRS logos, etc. (although their spelling and grammar are often quite lame).  The usual idea is to say you have an unclaimed refund, in an effort to get account information.  Never open any links within the email.  There is a spot at the IRS website you can forward those emails to so they can attempt to uncover the scammer.  Numerous clients of ours received these emails during this past year.
Proposal to eliminate the mortgage interest deduction:  This idea has floated around for years, but now it has more traction than ever due to the state of the deficit and the desire to get rid of tax shelters and deductions in lieu of raising tax rates.  The most recent proposal presented to Congress is as follows:

1. Eliminating the mortgage interest deduction for second homes

2. Eliminating the deduction for home equity loans and lines of credit

3. Limiting the mortgage amount to $500,000

The arguments both ways are compelling.  The deduction encourages home ownership, but it also encourages borrowing and debt.  It is a tax benefit, but people often look at the tax side of the equation instead of the economics of the decision.  It has been called an “upside down” subsidy, benefitting the wealthy at the expense of renters and lower income taxpayers who don’t itemize.  Our advice:  it won’t be totally repealed, but you may want to make a concerted effort to pay down mortgages on secondary homes, and home equity loans, if those tax deductions are important in your overall financial picture. 

Mortgage interest, current law:  Recent IRS scrutiny of home mortgage interest deductions now require us to carefully track re-financings and the use of loan proceeds. Please provide us with any new home loan information, closing statements from any re-financings, and a summary of what any additional loan proceeds were used for.  We honestly aren’t being nosey.  If home equity loans or refinancing proceeds are not used for home improvements, the interest needs to be treated differently, and could be “useless” if you are subject to the Alternative Minimum Tax (AMT).
Non-business energy credit:  Scheduled to end at the end of 2011, but has been in and out of the law in various phases the past six years.  Not as lucrative as it was a few years ago ($1,500 max).  Still, up to $500 of tax credits for purchases of qualifying energy efficient improvements (insulation, windows) and residential energy property (energy efficient furnaces, air conditioners, water heaters, etc.).  If you took any energy credits in the past, those would reduce the $500 current year credit dollar for dollar.
Foreign accounts:  If you have foreign investments or cash accounts, you are required to note that on your tax return.  If your balance is over $10,000 at any time during the year, there is a separate tax form you are required to file each year by June 30 (Form TD F 90-22.1).  The amnesty period for reporting these accounts has ended.  No more Mr. Nice Guy by the IRS.  The penalties are steep (up to half of your account balance!), so don’t ignore this one.  We have a question in our Organizer on this.  This does not include investments within an IRA or a qualified plan like 401(k) accounts.  The IRS recently ruled on one confusing aspect to this rule:  Whether foreign investments within mutual funds were part of reportable assets for this purpose.  In 2010 they said “yes”.  Something to at least discuss if this might apply to you.
 Rental Property:   If you own rental property, this year (2011 tax return) the IRS is requiring additional information. We now need, FOR EACH PROPERTY SEPARATELY, the physical location, the type of property (single-family, duplex, etc), and a record, by property, of the number of days rented and the number of days used for personal purposes.

Mileage deduction:  Simplification?  In our dreams.  The IRS mileage rate the first six months of 2011 was 51 cents per mile.  For the second half of 2011 the rate was increased to 55.5 cents per mile.  Hence, if you are giving us business mileage, we need to have it separated into each half of the year.  This could be the easiest thing in all the tax code, but giving us two rates for the year and half-cent rates, it’s like Congress doesn’t have anything better to do.  For medical mileage deductions, the split rate for each half of the year is 19/23.5 cents per mile.  The mileage rate for charity is 14 cents all year.  New rates for 2012 are not yet published.
Student loan interest deduction:  This is scheduled to end in 2012, so maybe an incentive to pay these loans down or off if possible (if you were able to utilize the deduction on past returns).

Cost basis reporting:  Brokerage companies for the first time are required to report cost basis of stocks sold on year-end tax statements.  Their requirement will be for any stocks purchased after January 1, 2011.  They may also show cost basis of stocks purchased before that date if they have that information.  You should always still verify that the amounts they use are correct and match with your records.

Retirement plan limits:  The maximum amount you can defer into a 401(k) plan has increased by $500 for 2012, the first increase in over three years.  That cap is now $17,000 ($22,500 if you are at least 50 years old).  Maximums for a Simple IRA ($11,500 / $14,000) and for a regular IRA ($5,000 / $6,000) remain the same as prior years.

Capital gain rates:  As a reminder, income tax rates and capital gain rates are supposed to hold firm for 2012.  If you incur long-term capital gains and your income falls within the 15% tax bracket, your LT capital gains rate could be as low as ZERO percent.  Taking LT gains on stocks, property, etc., when in the lower brackets can be an amazing opportunity.   Planning for this scenario may be important to make sure “hidden” provisions don’t upset things.

Michigan tax:  Our Michigan resident clients know of the massive tax changes that occurred this year at the state level.  The Michigan Business Tax was replaced (or eliminated for most small businesses) after a brief four year run.  The retirement income subtraction for Michigan seniors was the best in the country, but after this law change many current and especially future retirees will see most of their retirement income taxed.  And the Michigan property tax credit was hammered so that many will no longer receive the credit.  All of these changes take effect in 2012.
Another sad change, for both Michigan tax payers and charities, is the repeal of the 50% credit for donations to Michigan colleges and public TV/radio; to homeless shelters and food banks; and to community foundations.  The credit is no longer available in 2012.  So you only have until December 31, 2011 to take advantage of this great opportunity.

Since these Michigan changes take place mainly in 2012, we will include a recap in our tax organizer mailings in one month.  This information will also be at our website:  www.gsgcpas.com.

If you are still with us on this letter, congratulations and thank you! 
Annual Organizer Questionnaire Contest Answers and Winner:

Each year you entertain us with your answers to our annual Organizer Questionnaire Contest.  This past year was no different.  The question was: “Asian carp are closing in on invading the Great Lakes.  Assume this happens.  What would you do to make the best of the situation?”  These powerfully leaping, poor tasting creatures were ripe fodder for the following answers.
Sushi, and Carpe Diem (seize the day):  Of course many answers centered on the use of the fish as sushi, cookbooks, and a common thread of Carpe Diem in some manner.  
“A new Sushi Bar called Carpe Diem”; “rename the fish Northern Orange Roughy”; “hire Dan Akroid as the spokesman for the Carp-o-Matic, and export pureed carp to China as an American delicacy”; “adding these items to our coffee shop menu: carp tenderloin sandwich, toast eggs and carp, and carp McMuffins”; “change the Michigan tourism moniker from Pure Michigan to Carpe Diem… Come enjoy our beautiful sunsets, miles of sandy beaches and the best Asian Carp fishing in the world!”
Reference to prior year question on the Detroit Lions:  

“Change mascot from the Lions to the Asian Carps, since they will soon be unstoppable”; “to the Detroit Carps”; “copy Green Bay’s Cheeseheads and create the Detroit Asian Carp Caps”.
Sports:  

“Take a little league team out on Lake Michigan for batting practice”; “ESPN Asian Carp Fishing Tour”; “Have Kevin Van Dam go out and catch them all”; “have bowfishing charters”.
Political:  

“Send all the Asian Carp caught (unrefrigerated) to the legislators who fought to keep the canals open, and make them eat them or pay $7 billion to the MI fishing industry for lost revenue”.  That one may not have been meant to be funny!

The miscellaneous:

“Start selling Asian Carp Attack insurance”; “Use Asian carp as leverage to sell the Great Lakes to China to pay off our massive debt”; “Teach the roaming hordes of wild pigs that have invaded Michigan farmlands to swim and eat carp”; “Put up a six foot fence at the border to keep them out”; “Tell PETA they are pets that need adoption”; “Use TARP money to buy a CARP fishing boat”.
Winner ($50 gift certificate to a local restaurant):
“Dig an Asian Carpal Tunnel and direct them back to where they came from”.

Be sure to answer this year’s question in your tax organizer to potentially win next year’s prize… and to keep us entertained during tax season.

