Volume 16, Issue 1

Health Care Choices for 2014

here are important
decisions that must
be made concern-

ing health care coverage
in 2014. Starting in 2014,
you must choose either to
have basic health insur-
ance coverage (known as
minimum essential cov-
erage) for yourself and
everyone in your family for each month or go
without health care coverage for some or all of
the year.

If you do not maintain health insurance cov-
erage, you will need either to seek an exemp-
tion or to make an individual shared responsi-
bility payment for the period that you are not
covered with the 2014 income tax return you
file in 2015.

If you choose to have health care coverage,
qualifying coverage includes:

* health insurance coverage provided by your
employer (including COBRA and retiree cov-
erage),

e health insurance coverage you purchase
through the Marketplace,

* Medicare, Medicaid or other government
sponsored health coverage including pro-
grams for veterans, or

e coverage you buy directly from an insurance
company.

If you purchase health insurance coverage
through the Marketplace, you may be eligible
for financial assistance including the premi-
um tax credit, which will help lower the out of
pocket cost of your monthly insurance premi-
ums.

Qualifying coverage does not include cer-
tain coverage that may provide limited benefits,
such as coverage only for vision care or dental
care, workers’ compensation or only for a spe-
cific disease or condition.

If you choose to go without coverage or ex-
perience a gap in coverage, you may qualify
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for an exemption if you do not have access to
affordable coverage, if you have a gap of less
than three consecutive months without cover-
age or if you qualify for one of several other
exemptions. A special hardship exemption ap-
plies to individuals who purchase their insur-
ance through the Marketplace during the initial
enrollment period but due to the enrollment
process have a coverage gap at the beginning

of 2014.

If you (or any of your dependents) do not
maintain coverage and do not qualify for an ex-
emption, you will need to make an individual
shared responsibility payment with your 2014
tax return. In general, the payment amount is
either a percentage of your household income
or a flat dollar amount, whichever is greater.
You will owe 1/12th of the annual payment for
each month you (or your dependents) do not
have coverage and are not exempt. The annual
payment amount for 2014 is the greater of:

* 1 percent of your household income that is
above the tax return filing threshold for your
filing status, such as Married Filing Jointly or
Single, or

* your family’s flat dollar amount, which is $95
per adult and $47.50 per child, limited to a
maximum of $285.

The individual shared responsibility pay-
ment is capped at the cost of the national av-
erage premium for the bronze level health plan
available through the Marketplace in 2014. You
will make the payment when you file your 2014
federal income tax return in 2015.

For more information about the individual
shared responsibility provision and the premi-
um tax credit, please contact our office at 607-
733-9022 or our insurance affiliate, Valicenti
Insurance Services, Inc. at 607-215-0242.
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AMT: What Is It and
How Can | Avoid It?

Iternative

Minimum

Tax (AMT)
is a separate tax
system that taxes
certain types of
income that are
tax-free under the
regular tax sys-
tem and disallows
some regular tax deductions. Congress
instituted the AMT to make the tax
system more fair. In the past, the AMT
was never indexed to inflation and
more and more middle income taxpay-
ers were subject to this tax. The AMT
exemption amounts are now indexed
to rise with inflation. It is difficult to
identify exactly who will or who will
not be hit by the AMT because of the
interacting factors. Listed are some
factors that increase your exposure to

AMT:

* If your income is $250,000 or more,
most of your AMT exemption is
phased out.

¢ If you have relatively large deduc-
tions for state and local income and
property taxes of $20,000 or more,
these deductions are disallowed un-
der the AMT rules.

* If you have four or more personal
and dependent exemption deduc-
tions under the regular tax rules,
these deductions are disallowed un-
der the AMT rules.

* If you exercised one or more incen-
tive stock options (ISOs), the differ-
ence between the market value of the
shares on the exercise date and the
ISO exercise price does not count as
income under the regular tax rules,
but it does count as income under
the AMT rules.

e If you have a significant deduc-
tion for home equity mortgage in-
terest, under the regular tax rules,
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you can deduct the interest on up to
$100,000 of home equity loans. Un-
der the AMT rules, you can deduct
only the interest on loan balances of
up to $100,000 that are used to ac-
quire or improve your first or second
residence.

 If you have write-offs for miscel-
laneous itemized deduction items
(such as investment expenses, fees
for tax advice and preparation and
unreimbursed employee business
expenses) under the regular tax
rules, these deductions are disal-
lowed under the AMT rules.

* If you have business depreciation
write-offs for personal property as-
sets such as machinery, equipment,
computers, furniture and fixtures
used in a sole proprietorship or a
partnership, LLC, or S corporation
in which you own an interest, these
assets must be depreciated over lon-
ger periods under the AMT rules, so
a portion of your regular tax deduc-
tions is disallowed for AMT purpos-
es.

* If you have private activity bond
interest which is tax-free under the
regular tax rules, it is taxable under
the AMT rules.

With some tax planning, you can
reduce your AMT exposure. Listed are
ways to reduce the AMT:

* Reducing your adjusted gross in-
come (AGI) is important in claiming
a larger AMT exemption and possi-
bly reducing your AMT. Some ways
to reduce your AGI include: making
a deductible IRA contribution if you
qualify, contributing the maximum
to your tax deferred retirement plan
(401K) at work, contributing more
to your cafeteria benefit plan and
health and dependent care flexible
spending accounts, considering sell-
ing some investments that have de-
clined in value, and offsetting cap-
ital gains with capital losses. Also,
consider deferring sales of securities

that will produce taxable gains until

next year.

* Taxes — The AMT does not allow
an itemized deduction for state and
local income taxes, real estate tax-
es or personal property taxes. In a
year that you have to pay the AMT,
don’t prepay the fourth quarter state
estimated tax payment in December.
Prepaying will not benefit you.
Miscellaneous Itemized Deductions
— Miscellaneous itemized deduc-
tions are not deductible for AMT
purposes. If your employer has a
non-accountable plan for unreim-
bursed employee expenses, encour-
age your employer to switch to an
accountable plan.

Private Activity and Tax-Exempt
Bond Interest — In general, tax-ex-
empt interest from private activity
bonds is not tax-exempt for AMT
purposes. If you are subject to the
AMT, invest in tax-exempt bonds is-
sued before 2009 that are not private
activity bonds.

Incentive Stock Options — If you ex-
ercised an ISO, but did not sell the
stock in the year that it was exer-
cised, it is not taxable for regular tax
purposes. The difference between
the exercise price and the fair market
value of the stock on the day of the
exercise is used to calculate AMT.
You will need to consider the timing
in exercising an ISO.

Every taxpayer has a unique situa-
tion. The best way to forecast the tax
consequences and reduce your AMT is
to consult your tax advisor.

Elizabeth A. Zarnoch, EA
Tax and Accounting Manager



Expired Deductions
and Benefits

t the end of 2013, there were

55 provisions of the tax law

that expired and, until these tax
provisions are reinstated by Congress,
they are not in the law. Tax law is usu-
ally a motivator for certain behavior
within the taxpayer base. Right now,
we are not being motivated and we are
not sure if that motivation is returning.
One could say that this is “inconsis-
tent parenting.” Several of these pro-
visions will be covered in this article.
First is the Educator Expense De-
duction. Eligible educators can deduct
up to $250, per spouse, of qualified
out of pocket expenses paid during the

Tax law is usually a motivator
for certain behavior within the
taxpayer base. Right now, we
are not being motivated and we
are not sure if that motivation is
returning.

year. This is a deduction that is used in
arriving at the adjusted gross income
(AGI). Any expenses in excess of
$250 may be deductible as a miscel-
laneous itemized deduction, subject to
the 2% AGI limitation.

Next, the Mortgage Insurance Pre-
miums Deduction has expired. This
provision in the law covers premiums
paid for acquisition indebtedness for
insurance contracts issued after De-
cember 31, 2006 on a first or second
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home and is treated as deductible
mortgage interest. This particular de-
duction is subject to phase-out rules.
Basically, there is no deduction when
the AGI exceeds $109,000 ($54,500
for MFS).

A set of tax credits that expired
in December is the eligible property
expenditures that are included in the
Nonbusiness Energy Property Credit.
Remember, a tax credit reduces tax li-
ability on a dollar for dollar basis. A
tax deduction is only as valuable as
the tax bracket or marginal tax rate ap-
plicable to your individual tax situa-
tion. The favorite eligible property ex-
penditures in this category are energy
efficient windows including skylights,
exterior doors, insulation and/or sys-
tems which reduce heat gain or loss,
heat pumps, central air conditioners
and water heaters. Among other qual-
ified residential energy property items
are natural gas, propane or oil fur-
naces or hot water boilers. There are
dollar limits per type of expenditure
and lifetime limits on the tax credit
as a whole. There is no guarantee that
Congress will put this tax credit back
in place. In 2008, Congress failed to
put the credit back into law.

Another popular deduction that ex-
pired in December 2013 is the sales
tax deduction instead of the state in-
come tax deduction. This requires an
election to use the sales tax or income
tax, whichever is higher. Additionally,
a choice must be made as to whether
to use actual expenses or the optional
sales tax tables. This deduction is es-
pecially valuable in states that do not
have income taxes.

There are several other key expir-
ing tax provisions such as the $2 mil-
lion exclusion from gross income of
qualified principal residence indebt-
edness, the ability of people 70%2 and
older to transfer up to $100,000 from
their IRAs directly to a charity, the
Section 179 deduction increase from

Remember, a tax credit reduces
tax liability on a dollar for dol-
lar basis. A tax deduction is only
as valuable as the tax bracket or
marginal tax rate applicable to
your individual tax situation.

$25,000 to $500,000, tuition and fees
deductions. These other expiring pro-
visions, if not revived, have implica-
tions for the 3.8% Medicare surtax on
net investment income. Although the
proceeds may result in more income,
the more important issue is that these
items in their post expiring position
would cause an eclevated AGI, which
has the potential to trigger or increase
the tax payer’s liability for the surtax
on other investment income.

Are the expired provisions going to
be reinstated by lawmakers? The gen-
eral consensus is that the expired tax
provisions will most likely be restored
after the November elections. Do not
hold your breath and stay motivated!

Paul E. Hornbuckle, CPA
Vice President of Tax
and Business Services

This document was not intended or written to be used and it cannot be used for the
purpose of avoiding tax penalties that may be imposed on the taxpayer.



Start Saving Now

Will you

have enough

money to last
you through retire-
ment?” asks one
commercial. Make
saving for retire-
ment a priority and
implement  smart
investment  strate-
gies and you will be able to confidently
answer “yes” to this question. Current
tax laws along with employer sponsored
plans provide a variety of options to help
you save for retirement. If your employer
offers a retirement plan such as a 401(K)
ora SIMPLE IRA, sign up! Contribute as
much as you can and increase as you are
able. The dollars you contribute will not
be taxed as wages, providing you with an
immediate tax savings. Your employer
may contribute additional dollars and the
automatic deduction from your paycheck
makes the process easy. The maximum
elective deferrals an employee can make
to his or her 401(K) in 2014 is $17,500
($23,000 for participants age 50 and old-
er). The maximum elective deferrals an
employee can make to his or her SIM-
PLEIRAn2014is $12,000 ($14,500 for
participants age 50 and older). Tradition-
al and Roth IRAs are also good options
for saving for retirement. Your traditional

Tax Tidbits « May 2014 < Page 4

IRA contribution may be tax deductible
depending on your income and wheth-
er or not you or your spouse is covered
by a retirement plan through work. Roth
IRA contributions are not tax deductible,
however, once you reach retirement age
your distributions will be tax free. One
caveat — allowable contributions to a
Roth IRA may be limited based on your

Current tax laws along with em-
ployer sponsored plans provide
a variety of options to help you
save for retirement.

income. The maximum amount you can
contribute to all of your IRAs in 2014
is $5,500 (86,500 for those ages 50 and
older).

One question often asked is, “Should
I convert my traditional IRA to a Roth
IRA?” The decision to convert a tra-
ditional IRA to a Roth IRA is complex
and involves many variables and consid-
erations, such as the taxpayer’s current
and anticipated future marginal income
tax rates, age and investment horizon, to
name a few. The most obvious disadvan-
tage of converting is the income tax that
must be paid on the fair market value of
the traditional IRA in the year the con-
version takes place. One obvious advan-
tage is that distributions will be tax free

once the taxpayer reaches retirement age.
In addition, Roth IRAs, unlike traditional
IR As, have no mandatory distribution re-
quirement.

Taxpayers who contribute to an em-
ployer sponsored plan or an individual
retirement account may be eligible for
the Retirement Savings Credit. This cred-
it is 10-50% of eligible contributions up
to a maximum credit of $1,000 ($2,000
if married filing jointly) and provides a
nice incentive for saving for retirement.

Regardless of which retirement sav-
ing option(s) you choose, saving for
retirement is one of the most important
investments you can make. America is
one of the wealthiest countries in the
world, but a 2010 survey found that 16%
of people do not think they have enough
money saved for a comfortable retire-
ment. If you haven’t already started sav-
ing for your retirement, start now. If you
are currently saving for your retirement,
continue saving. Increase your contribu-
tions as your financial situation allows.
Financial security in retirement doesn’t
just happen. It takes planning and com-
mitment and, yes, money. Work with an
investment advisor to devise a plan and
set goals that are right for you.

Kathleen M. O’Herron, CPA
Staff Accountant
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Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the
future performance of any specific investment, investment strategy, or product (including the investments and/or investment strategies recommended or undertaken by Valicenti Ad-
visory Services, Inc.), or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any corresponding indicated historical
performance level(s), be suitable for your portfolio or individual situation, or prove successful. Due to various factors, including changing market conditions and/or applicable laws,
the content may no longer be reflective of current opinions or positions. Moreover, you should not assume that any discussion or information contained in this newsletter serves as
the receipt of, or as a substitute for, personalized investment advice from Valicenti Advisory Services, Inc. To the extent that a reader has any questions regarding the applicability of
any specific issue discussed above to his/her individual situation, he/she is encouraged to consult with the professional advisor of his/her choosing. Valicenti Advisory Services, Inc.
is neither a law firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting advice. A copy of the Valicenti Advisory
Services, Inc.’s current written disclosure statement discussing our advisory services and fees is available for review upon request.



