Volume 17, Issue 1

Expired Tax
Provisions - Again!

he last piece of leg-
islation to make it
through the 113"
Congress in 2014 was the
extension of 55 individual
and business tax provisions
that expired on December

31, 2013. These provisions

were signed into law in early December 2014, only
to expire weeks later on December 31, 2014. Of
those expiring, 12 could affect our clients. Those
provisions range from nonbusiness energy credits
(energy efficient windows, doors, furnaces, etc.) to
deductions for certain expenses of elementary and
secondary schoolteachers, deductible premiums for
mortgage insurance and the deduction for State and
local general sales taxes to business deductions for
expanded depreciation expense. One of the favor-
ite provisions that expired in 2013 and 2014 was
the tax-free distribution from individual retirement
plans for charitable purposes. This tax provision al-
lowed individuals over 70 years of age to contribute
up to $100,000 to the charity of his/her choice. In
other words, the taxpayer is using his/her money to
fund a nondeductible charitable contribution with-
out having to take the amount into income. This will
satisfy the required minimum distribution obliga-
tion. Thanks to Congress, in 2014, unless you had a
crystal ball, you had about 2-3 weeks to take advan-
tage of this provision. As of December 31, 2014, the
provision expired again. People that want to take ad-
vantage of this particular provision will have to wait
for Congress to put it back into the law; otherwise,
the IRA withdrawal will be taxable income. Once
again, we are at the mercy of the actions of Con-

gress. This inconsistency (as well as being incon-
siderate) does not bode well when you are trying to
“live right” tax-wise. Regardless of what Congress
is doing or not doing, you need to start planning for
next tax season.

Planning for 2015 tax year

You probably conclude that with a little bit of extra
planning, you will save some hassle when it comes
time to do it all again. You need to set up a system.
You might prefer a high-tech financial management
tool like digital vaults, smartphone apps and ac-
counting software or “air-cooled” systems such as
accordion folders, manual spreadsheets and a box.
Keep your records safe. Put your 2014 tax return
and supporting documents in a safe place. If you
ever need your records, it will be easy for you to
get them.

Stay organized. Make tax time easier. Put your
tax records in the same place during the year. That
way you will not have to search for misplaced re-
cords when you file next year.

Think about itemizing. If you claim a standard
deduction on your tax return, you may be able to
lower your taxes if you itemize deductions instead.
A donation to charity could mean some tax savings.

Take action when life changes occur. Some life
events can change the amount of tax you pay. Some
examples include a change in marital status or the
birth of a child. When they happen, you may need
to change the amount of tax withheld from your pay.
To do that, file a new Form W-4, Employee’s With-
holding Allowance Certificate, with your employer.

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

Please note that our Tax and Business Services Department, our Insurance Division and our Investment
Advisors are available to answer any questions that you may have regarding the articles in this publication.

We look forward to hearing from you.
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Can | Claim
My Child
This Year?

his is a ques-

tion that is

asked many
times throughout the
tax season. There
are many scenarios
from a child starting
his/her first job and earning wages to a 30
year old child moving back into the home.
You can claim a dependency exemption
as long as the IRS’s dependency tests are
met. Each dependency exemption reduces
your income subject to tax. The depen-
dency exemption for 2015 is $4,000 per
dependent.

In all situations, the IRS requires the
following: You cannot claim a dependent
on your tax return if you or your spouse,
if filing jointly, can be claimed as a depen-
dent by another taxpayer. The dependent
must be a U.S. citizen, a U.S. resident
alien, a U.S. national or a resident of Can-
ada or Mexico. You cannot claim a mar-
ried person who files a joint return as a
dependent unless an exception applies.

In addition to the above, the child must
meet the qualifying child tests. All tests
must be met or the child will not be a qual-
ifying child. The child must be your son,
daughter, stepchild, foster child, brother,
sister, half-brother, half-sister, stepbroth-
er, stepsister or descendant of any of them.
The child must be under 19 and younger
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than you or under 24, a full time student
and younger than you. The child can be
any age if the child is permanently and
totally disabled or if your child is 24 or
older and is not disabled, you may still be
able to claim the dependency exemption;
however, there are a different set of tests
that have to be met.

To claim the dependency exemption
for your child, the child must have lived
with you for more than half of the year.
There are some exceptions for temporary
absences such as a child away at school.
Your child is considered to live with you
during that absence. The child must not
have provided more than half of his/her
own support for the year. Your child can
have a paying job and still be claimed by
you as long as he/she does not provide half
the cost of his/her support. For example,
your 16 year old son has a part-time job
and makes $9,000 for the year and con-
tributed that amount towards his support
and you contribute $4,000 towards his
support, then your son is not your qualify-
ing child.

If the child meets the rules to be a qual-
ifying child of more than one person, only
one person can actually treat the child as
a qualifying child. The dependent exemp-
tion cannot be split and there are tie break-
er rules to determine who is eligible to
take the dependent exemption. This usu-
ally occurs when the parents of the child
are not married and live together. Anoth-
er situation is when the taxpayer’s child
and grandchild live with the taxpayer. The

The Importance of an Annual Insurance Review

ou know the importance of insur-

ance protection and you certainly

do not want to be without it when
problems strike. What you may not real-
ize is that insurance must change as your
life and lifestyle change. A homeowner’s
policy that was written several years ago
may not provide the adequate coverage
you need as your family, belongings and
living situations change.

You may ask yourself, do I need to
contact my insurance agent immediately
every time I buy a new piece of furniture
or I upgrade my television? Not neces-
sarily. Significant changes that should be

reported immediately are listed below and

you should ask yourself these questions

every year:

* Have I gotten married or divorced?

* Have I had a baby or adopted a child?

* Are there any new drivers in my house-
hold?

* Is anyone living with me who wasn’t be-
fore?

* Do I have a personal umbrella policy?
Do I need one?

* Have I purchased any new properties?

* Have I started a home based business?

* Have I purchased new furniture, elec-
tronics or fine jewelry?

grandchild could be a qualifying child of
both the parent and grandparent.

If the individual does not meet the
rules to be a qualifying child, as stated
above, he/she would have to pass the tests
for a qualifying relative to be a dependent
on the tax return. The IRS defines a qual-
ifying relative as anyone that is not your
qualifying child. It does not have to be
through marriage or a biological relation-
ship. The individual cannot be your qual-
ifying child or the qualifying child of any
other taxpayer.

A qualifying relative must live with
you the entire year, unless he/she is listed
as a relative that does not have to live with
you, such as a parent. You must provide
more than half of the person’s support.
There are exceptions for children of di-
vorced or separated children and multiple
support agreements. The person’s gross
income must be less than $4,000 for 2015.
For example, your 30 year old son lives
with you all year and you provide 90%
of his support and his gross income is
$2,500. Assuming the other tests are met,
he could be claimed as a dependent on
your tax return.

This is an overview of the dependency
rules as there is not a quick yes or no an-
swer to the dependency question. Each tax-
payer has his/her own unique situation and
it can be difficult to determine if a child or
relative will qualify as a dependent.

Elizabeth A. Zarnoch, EA
Tax and Accounting Manager

* Have I made any
renovations in ex-
cess of $5,000 to
my home?

These are just

a few examples of

life changes that

are often discussed
at an annual insur-
ance review. They
are far from the only
changes that can affect your coverage, so
be thorough when documenting and re-
porting items to your agent.

See Insurance Review on Page 4




Giving Stock To Your Kids
An Easy, Tax-Efficient Way

n easy, tax-

smart  way

to transfer
assets to your heirs
is to give stock to
them directly rath-
er than selling the
shares and giving
them the cash. Be-
cause you no lon-
ger hold the stock,
it’s removed from your taxable estate and
generally won’t count as an asset for you
for other financial purposes.

For 2015, you can use the annual gift
tax exclusion to give away assets valued
at up to $14,000 ($28,000 for joint gifts
by a married couple) to a recipient without
paying gift tax. (And you can make such
gifts to as many people as you choose.)
Give more than that to anyone in a par-
ticular year and you may be able to shel-
ter the excess by using the unified estate
and gift tax exclusion ($5.43 million for
2015).

For your child, income tax rules differ
slightly depending on whether the stock
would have produced a tax loss or a tax-
able gain if you had sold it;

* If the stock would have produced a tax
loss, the child’s basis is the stock’s fair
market value (FMV) when it’s trans-
ferred.

* If the stock would have produced a tax-
able gain, (that is, the FMV is higher
than your basis), the child uses your ba-
sis to calculate any future gain or loss.

On the other hand, depending on your
situation, sometimes it may be better to
sell the stock, claim a tax loss and then
give the proceeds to your child.

Joesph M. Valicenti
President/CEO

Tax Tidbits « May 2015 « Page 3

Deductibility of
Legal Expenses

e have all heard jokes involving

lawyers. For example:

A man phones a lawyer and
asks, “How much would you charge for
just answering three simple questions?”
The lawyer replies, “A thousand dollars.”
“A thousand dollars!” exclaims the man.
“That’s very expensive isn’t it?” “It cer-
tainly is,” says the lawyer. “Now, what’s
your third question?”

Seriously, lawyers help solve prob-
lems and chances are most individuals
have issues that need to be resolved from
time to time. Paying a lawyer to get your
kids out of jail or going after the person
who hit your car is not going to result
in a tax deduction. Payments to lawyers
for absolute personal legal expenses are
not deductible. Any tax planning advice
or advice on income producing property
would be deductible. Tax advice rendered

during the course of planning for divorce
or to collect alimony would be deductible.
Any divorce related attorney fees are not
deductible. Additional deductible legal
expenses include the cost of either doing
or keeping a job, such as expenses paid
to defend against criminal charges. The
cost of collecting taxable alimony would
be deductible. Legal costs associated with
certain unlawful discrimination claims
against the U.S. government and certain
claims against the Social Security Admin-
istration are deductible. Qualifying attor-
ney fees and court costs are deductible as
follows:

1. As an adjustment to income up to the
amount of the settlement or judgment
included in income that year.

2. As an itemized deduction on Schedule
A in the Miscellaneous Deduction sec-
tion, subject to the 2% AGI floor.

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

Standard Mileage Rates For 2015

he Internal Revenue Service has issued the 2015 optional standard mileage rates
used to calculate the deductible costs of operating an automobile for business, char-

itable, medical or moving purposes.

Beginning on Jan. 1, 2015, the standard mileage rates for the use of a car, van, pickup or

panel truck will be:

* 57.5 cents per mile for business miles driven, up from 56 cents in 2014

* 23 cents per mile driven for medical or moving purposes, down .5 cents from 2014

* 14 cents per mile driven in service of charitable organizations

The standard mileage rate for business is based on an annual study of the fixed and vari-
able costs of operating an automobile including depreciation, insurance, repairs, tires,
maintenance, gas and oil. The rate for medical and moving purposes is based on the vari-
able costs such as gas and oil. The charitable rate is set by law.

Taxpayers always have the option of claiming deductions based on the actual costs of
using a vehicle rather than the standard mileage rates.

A taxpayer may not use the business standard mileage rate for a vehicle after claiming
accelerated depreciation including the Section 179 expense deduction on that vehicle.
Likewise, the standard rate is not available to fleet owners (more than four vehicles used
simultaneously).

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

ou cannot keep funds in a retirement account indefinitely. Gen-
erally you must begin withdrawing from your account once
you reach age 70%. Roth IRAs are the exception as withdraw-
als are not required until after the death of the owner. On the other
hand, if you make withdrawals from your retirement account before
reaching age 59'%, it is considered an “early distribution” and you
may be subject to a 10% early withdrawal penalty. Retirement plan
distributions can have significant tax consequences if not planned for
properly. Here’s what you need to know:
* Distributions from traditional IRAs and 401(k)s after a person
turns 59%; are taxable at ordinary income rates. Depending on your

other sources of income and your withholding, you may want to consider having taxes
withheld from these distributions.

* Roth IRAs and Roth 401(k)s are funded with after-tax dollars and earnings grow tax-
free. Distributions received after a person turns 59%2 are generally not taxable. A person
can withdraw his/her contributions at any time without tax or penalty. However, in
order to withdraw earnings tax and penalty free you must not only be 59%, but your
initial contributions must have been made to your Roth IRA five years before the date
you withdraw funds.

+ Early distributions from your retirement plan may be subject to the 10% early with-
drawal penalty unless you meet one of the following exceptions:

You redeposit the money into another qualifying retirement plan, also known as a
rollover, within 60 days from the date of the distribution. Note: the rules regarding
rollovers are quite detailed so be sure to consult your investment or tax advisor if
this situation applies to you.

You have unreimbursed medical expenses that are more than 10% of your AGI. If
you or your spouse is over age 65, the threshold is 7.5%.

You use the withdrawal to pay for health insurance while you are unemployed.
You are totally and permanently disabled.

You receive the distribution in the form of an annuity. You must use an IRS-ap-
proved distribution method and you must take at least one distribution annually for
this exception to apply.

Your distributions are used to pay qualified education expenses for you, your
spouse, your children or grandchildren. You cannot use the expenses paid using a
tax-favored account (such as a 529 or Coverdell savings plan) when figuring your
qualified expenses for the purpose of this exception. Note: this exception only
applies to early distributions from IRAs, not 401(k)s.

You use the distributions to buy a first home for yourself, your spouse, your child
or your grandchild, your parents or other relatives. Total lifetime qualifying distri-
butions are limited to $10,000.

In addition to the taxability of the retirement distribution itself, there can be other tax con-
sequences of your distribution. For example, if you take a large distribution in any given
year for a special purchase or other expense, the taxable amount of your social security
may increase. A large distribution will also increase your adjusted gross income, which
can affect everything from the taxability of your investment income to limitations on your
itemized deductions. Depending on the size of the distribution, it may even bump you into
a higher tax bracket. Consulting your investment or tax advisor prior to taking retirement
plan distributions can help prevent unwanted sticker shock at tax time.

Kathleen O’Herron, CPA
Staff Accountant

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.

Insurance Review
(Continued from Page 2)

You may have been insured with the same
company for years and feel that you have a
policy that is “grandfathered.” These poli-
cies are most often the contracts that should
be reviewed as coverage options have only
been enhanced over the years. Many of these
contracts may be missing important cover-
ages such as identity theft, sewer and water
backup coverage, guaranteed replacement
cost to name a few. Life Insurance Contracts
should be reviewed to determine if beneficia-
ry designations still follow the policyholder’s
wishes and if coverage remains adequate for
your family needs.

Suzanne Valicenti, President/CEO
Valicenti Insurance Services, Inc.

VALICENTI INSURANCE
SERVICES, INC.

—

Please remember that past performance may not be indica-
tive 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, invest-
ment strategy, or product (including the investments and/or
investment strategies recommended or undertaken by Vali-
centi Advisory Services, Inc.), or any non-investment relat-
ed content, made reference to directly or indirectly in this
newsletter will be profitable, equal any corresponding indi-
cated 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 choos-
ing. 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 account-
ing 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. Please
Note: Fee-Based services. The Registrant provides invest-
ment advisory services on a fee basis. The Registrant does
not receive any transaction/commission-based compensa-
tion for its investment advisory services. Rather, its only
compensation is derived from fees paid to it by its clients
as discussed on Part 2A of its written disclosure statement.
However, because the Registrant is now affiliated with Vali-
centi Insurance Services, Inc., a New York Insurance Agen-
cy that is licensed to offer Insurance products on a commis-
sion compensation basis, the Registrant cannot hold itself
out as a “fee-only” advisory firm.



