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A Few Last Minute Planning Ideas For 2010: 
 
There are only a few weeks left in 2010 for planning.  As we work down to the last days of 2010 
our team has put together a few ideas that can be helpful: 
 
Tuition Payment Exclusion  
 
In addition to the annual gift tax exclusion, you are allowed to make gift-tax-free tuition payments for 
any individual. There is no limit on the amount that can be excluded, except that the payment must be 
to a tax-exempt school at any level and for the purpose of education or training. The exclusion 
applies only to tuition — payments for room and board, books, computers, or related expenses are not 
eligible. Because there is no limit on the amount of the gift, its timing is less important than it is with 
the annual exclusion. Nevertheless, if you have the choice of making either a tuition payment or an 
annual exclusion gift for a particular beneficiary, it will usually be better to make the tuition payment, 
because that will give you the option of making an annual exclusion gift later in the year. 
 
The income tax deduction for tuition payments expired at the end of 2009. To obtain the deduction, 
the tuition payment had to be made to an institution of higher education on behalf of a dependent, 
and your adjusted gross income was required to be below certain limits. There are proposals to 
reinstate this deduction for 2010, so it is possible that your gift of a tuition payment would have 
some income tax advantages. 
 
Section 529 College Savings Plans  
 
Contributions to a section 529 college savings plan do not qualify for the exclusion for tuition 
payments, but can take advantage of the $13,000 annual gift tax exclusion.  The contribution to the 
plan may also entitle you to a state income tax deduction. 
 
Distributions from a 529 plan can be used for a wide range of educational expenses, including tuition, 
fees, books, supplies, computers, and room and board. An added advantage of a gift to a 529 plan is 
that the income earned on the plan contributions is tax-free, as long as it is eventually used for 
educational purposes. Thus, you can reduce your own income taxes by funding a 529 plan with 
savings that would have been used for college anyway. And because you can name yourself as the 
custodian of the account, you ensure that your beneficiary uses the account for educational purposes. 
 
A special rule allows you to use up to five annual gift tax exclusions when funding a 529 college 
savings plan. You can fund a savings plan with up to $65,000 (5 x $13,000) this year and then file 
an election with the IRS to spread this gift over five years (2010 - 2014) for gift tax purposes. By 
using five annual exclusions, the entire gift becomes gift-tax-free, although you will have to wait 
until 2015 to make another tax-free contribution. 
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Business Deductions  
 
Self-Employed Health Insurance Premiums: Self-employed individuals are allowed to claim 100% of 
the amount paid during the taxable year for insurance that constitutes medical care for themselves, 
their spouses, and their dependents as an above-the-line deduction, without regard to the 7.5% of AGI 
floor. New for 2010, the deduction can be taken into account in computing self-employment taxes. 
 
Equipment Purchases: If you purchase equipment, you may make a “§ 179 election,” which allows 
you to expense (i.e., currently deduct) otherwise depreciable business property. For 2010, under a 
new law just enacted, you may elect to expense up to $500,000 of equipment costs (with a phase-out 
for purchases in excess of $2,000,000)if the asset was placed in service during 2010. The new law 
also extends these amounts into 2011. Former law had the numbers at $250,000 for 2010 and $25,000 
for 2011. Therefore, between now and the end of the year, if you previously maxed out the old 
$250,000 amount for 2010, you now have an additional $250,000 you can invest in your business and 
deduct. Also, new for 2010 and 2011, certain real property can qualify for the expense deduction, but 
the qualifying property cannot exceed $250,000 of the allowed deduction. In 2012, these dollar 
amounts will be reduced to $25,000 and $200,000 (subject to inflation adjustments). 
 
In addition, careful timing of equipment purchases can result in favorable depreciation deductions in 
2010. In general, under the “half-year convention,” you may deduct six months'worth of depreciation 
for equipment that is placed in service on or before the last day of the tax year. (If more than 40% of 
the cost of all personal property placed in service occurs during the last quarter of the year, however, 
a “mid-quarter convention”applies, which lowers your depreciation deduction.) A popular strategy in 
recent years is to purchase a vehicle for business purposes that exceeds the depreciation limits set by 
statute (i.e., a vehicle rated over 6,000 pounds). Doing so would not subject the purchase to the 
statutory dollar limit, $3,060 for 2010 ($3,160 in the case of vans and trucks). (If the vehicle qualifies 
for the 50% bonus depreciation in effect in 2010, these dollar amounts are increased by 
$8,000.)Therefore, the vehicle would qualify for the full equipment expensing dollar amount.  
However, for SUVs (rated between 6,000 and 14,000 pounds gross vehicle weight) the expensing 
amount is limited to $25,000. 
 
NOL Carryback Period: If your business suffers net operating losses for 2010, you generally apply 
those losses against taxable income going back two tax years. Thus, for example, the loss could be 
used to reduce taxable income—and thus generate tax refunds—for tax years as far back as 2008. 
Certain “eligible losses” can be carried back three years; farming losses and qualified disaster losses 
(for losses arising in taxable years beginning after 2007 in connection with disasters declared after 
December 31, 2007) can be carried back five years. 
 
Under a special law enacted in February 2009, and amended in November 2009, businesses can carry 
back losses incurred in taxable years beginning after 2007 and beginning before 2010 for up to five 
years instead of the standard two years. One such carryback is available under the provision as 
originally enacted, and another under the provision as amended in November 2009. 
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Bonus Depreciation: Although bonus depreciation was originally not in effect for 2010, the 2010 
Small Business Jobs Act, enacted in late-September, revived it for 2010. Taxpayers can claim the 
50% bonus depreciation allowance if the following requirements are met: (1) the original use of the 
property must begin with the taxpayer after December 31, 2007, and before January 1, 2011;(2) the 
property must be acquired by the taxpayer in 2008, 2009, or 2010, but only if no written binding 
contract for the acquisition was in effect before January 1, 2008, or acquired by the taxpayer pursuant 
to a written binding contract entered into in 2008, 2009, or 2010; (3) the property must be placed in 
service before 2011 (2012 in the case of long production period property (10 years or longer)or 
specified aircraft). Bonus depreciation is also allowed for machinery and equipment used exclusively 
to collect, distribute, or recycle qualified reuse and recyclable materials and qualified disaster 
assistance property. You can take advantage of this bonus depreciation for the remainder of 2010. 
 
A contractor using the percentage-of-completion method of determining taxable income from a long-
term contract does not need to take bonus depreciation into account in determining the cost of 
property otherwise eligible for bonus depreciation that has a MACRS recovery period of seven years 
or less and is placed in service during 2010 (or 2011 in the case of long production period property). 
 
Bad Debts: You can accelerate deductions to 2010 by analyzing your business accounts receivable 
and writing off those receivables that are totally or partially worthless. By identifying specific bad 
debts, you should be entitled to a deduction. You may be able to complete this process after year-end 
if the write-off is reflected in the 2010 year-end financial statements. 
 
Business Credits  
 
Small Employer Pension Plan Startup Cost Credit: For 2010, certain small business employers that 
did not have a pension plan for the preceding three years may claim a nonrefundable income tax 
credit for expenses of establishing and administering a new retirement plan for employees. The credit 
applies to 50% of the first $1,000 in qualified administrative and retirement-education expenses for 
each of the first three plan years. 
 
Employer-Provided Child Care Credit: For 2010, employers may claim a credit of up to $150,000 for 
supporting employee child care or child care resource and referral services. The credit is allowed for 
a percentage of “qualified child care expenditures” including for property to be used as part of a 
qualified child care facility, for operating costs of a qualified child care facility and for resource and 
referral expenditures. Unless extended by Congress, this credit is unavailable for 2011. 
 
Work Opportunity Credit: The work opportunity credit is an incentive provided to employers who 
hire individuals in groups whose members historically have had difficulty obtaining employment. 
Unemployed veterans and disconnected youth hired in 2010 qualify as a targeted group in addition to 
the existing targeted groups. This gives your business an expanded opportunity to employ new 
workers and be eligible for a tax credit against the wages paid. 
 
Wages do not include amounts paid to certain individuals hired in 2010 during the one-year period 
beginning on the hiring date that qualify for payroll forgiveness under § 3111(d). 
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Credit for Employee Health Insurance Expenses of Small Employers: For tax years beginning after 
2009, eligible small employers are allowed a credit for certain expenditures to provide health 
insurance coverage for their employees. Generally, employers with 10 or fewer full-time equivalent 
employees (FTEs) and an average annual per-employee wage of $25,000 or less are eligible for the 
full credit. The credit amount begins to phase out for employers with either 11 FTEs or an average 
annual per-employee wage of more than $25,000. The credit is phased out completely for employers 
with 25 or more FTEs or an average annual per-employee wage of $50,000 or more. The credit 
amount is 35% of certain contributions made to purchase health insurance. 
 
Business Credit for Retention of Certain Newly-Hired Individuals in 2010: For qualified employers in 
tax years ending after March 18, 2010, the current-year general business credit is increased for each 
retained worker by the lesser of: (a)$1,000, or (b) 6.2% of the wages paid to the retained worker 
during the 52 consecutive week period for a “retained worker.” 
 
Carryback of Business Credits:Pursuant to the 2010 Small Business Jobs Act, the credit carryback 
period for eligible small business credits is extended from one to five years. Eligible small business 
credits are defined as the sum of the general business credits determined for the taxable year with 
respect to an eligible small business. An eligible small business is, with respect to any taxable year, a 
corporation the stock of which is not publicly traded, or a partnership, that meets the gross receipts 
test of  § 448(c) (substituting$50 million for $5 million each place it appears). In the case of a sole 
proprietorship, the gross receipts test is applied as if it were a corporation. Credits determined with 
respect to a partnership or S corporation are not treated as eligible small business credits by a partner 
or shareholder unless the partner or shareholder meets the gross receipts test for the taxable year in 
which the credits are treated as current-year business credits. 
 
Inventories  
 
Subnormal Goods: You should check for subnormal goods in your inventory. Subnormal goods are 
goods that are unsalable at normal prices or unusable in the normal way due to damage, 
imperfections, shop wear, changes of style, odd or broken lots, or other similar causes, including 
second-hand goods taken in exchange. If your business has subnormal inventory as of the end of 
2010, you can take a deduction for any write-downs associated with that inventory provided you offer 
it for sale within 30 days of your inventory date. The inventory does not have to be sold within the 
30-day timeframe. 
 
Retirement Plans  
 
In-Plan Roth Rollovers:  A much anticipated provision of the 2010 Small Business Jobs Act allows  § 
401(k) plan participants in elective deferral plans to rollover their pre-tax account balances to Roth-
designated accounts within the plan. This will allow the Roth rollover funds to stay within the 
employer-sponsored plan, instead of migrating to Roth IRAs with brokers, mutual fund companies, 
banks, etc. The rule is effective on September 27, 2010. 
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However, to take advantage of this change, the plan must contain a qualified designated Roth 
contribution program that allows rollovers from eligible distributions. This would involve not only 
amending the plan but the administrative aspects of setting up new plan features and participant 
communications as well. The IRS is expected to provide employers with a remedial amendment 
period that allows the employer to offer this option to employees (and surviving spouses) for 
distributions during 2010 and then have sufficient time to amend the plan to reflect this feature. Thus, 
employers can permit conversions in 2010 and still have time to amend their plans. 
 
Other 2010 Opportunities  
 
S Corporation Built-In Gains Tax:An S corporation generally is not subject to tax; instead, it passes 
through its income or loss items to its shareholders, who are taxed on their pro-rata shares of the S 
corporation's income. However, if a business that was formed as a C corporation elects to become an 
S corporation, the S corporation is taxed at the highest corporate rate on all gains that were built in at 
the time of the election if the gains are recognized during a special holding period. For tax years 
beginning in 2009 and 2010, the special holding period is shortened to seven years. (As discussed 
below, it is shortened even more for tax years beginning in 2011.) 
 
100% Exclusion of Gain Attributable to Certain Small Business Stock: The incentive for individuals 
to acquire qualified small business stock is higher between now and December 31, 2010. An 
individual ordinarily may exclude 50% of the gain from qualified small business stock that is held for 
at least five years (subject to a cap). “Qualified small business stock”is stock of a corporation the 
assets of which do not exceed $50 million when the stock is issued. The 50% exclusion of gain is 
increased to 75% for qualified small business stock acquired after February 17, 2009, and before 
September 28, 2010. The Small Business Jobs Act excludes 100% of the gain for qualified small 
business stock acquired or issued after September 27, 2010, and before January 1, 2011. 
 
Qualifying Dividends: Qualifying dividends received in 2010 are subject to rates similar to the capital 
gains rates. Therefore, qualifying dividends are taxed at a maximum rate of 15%. Qualifying 
dividends include dividends that domestic and certain foreign corporations pay to their shareholders. 
Note that if Congress does not act to extend the reduced dividend rates, beginning in 2011 the rates 
will revert back to pre-2001 levels (i.e., will be taxed at the taxpayer's ordinary income rate, up to a 
maximum of 39.6%). The President has proposed to keep qualifying dividend income taxed at the 
same rate as capital gains, which could increase to 20%in 2011. 
 
Attribute-Carryover-Limitation Relief: Section 382(n) provides that the  § 382 limitation does not 
apply to certain ownership changes occurring after February 17, 2009, as part of taxpayers' 
restructuring plans that are required under loan agreements or commitments for lines of credit entered 
into with Treasury under TARP. 
 
Please feel free to call us should you need assistance with your year end planning or have any 
questions regarding the implementation of these planning ideas. 
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This publication is prepared by Martinez & Associates, CPAs for our clients and friends. Please note that any tax advice contained in this 
publication is not intended or written to be used by, and cannot be used by, the recipient for the purpose of (i) avoiding penalties under the 
Internal Revenue Code, or applicable state or local tax law provisions, or (ii) promoting, marketing or recommending to another party any 
transaction or matter addressed herein. The information included is general in nature and abbreviated and is not intended to be considered 
tax advice.   Anyone reading this information is advised to seek advice from our office or from his or her own tax professional regarding 
applicability of this information to his or her own circumstances.  
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