HIGHLIGHTS OF THE TAXPAYER RELIEF ACT OF 1997

TAX LAW CHANGES

Along with the new tax benefits, the Taxpayer Relief Act of 1997 brings in its wake tax complexity. There are restrictive phrase-out rules, increased holding periods and delayed effective dates. In this newsletter, I will briefly touch on the major changes. Contact me if you would like additional detail mailed or faxed to you.

Effective 1997

1) $5,000-$6,000 Adoption Credit for qualified expenses incurred in 1997.

2) Non-working spouse tax-deferred contribution to a qualified retirement plan increased from $250 to $2,000.

3) 10% penalty waived for early IRA withdrawals for medical expenses by an unemployed person.

4) Reduced Capital Gains rates and creation of new holding periods. This one is extremely complicated. Contact me if you want all the details. Also, due to its complexity, the IRS computers won’t be able to handle any returns with a “Schedule D” until mid-February, per my latest IRS update.

5) Subject to income restrictions, the capital gains tax on the sale of your home has been repealed, if the sale occurred after 5/6/97. There will be no capital gains on the sale of your home if you realize a profit of less than $250,000 (single) or $500,000 (married), and if you occupied the home for at least 2 of the 5 years before the sale. If you do not meet the requirement of the two-year ownership & use test, a prorated amount of your gain may escape tax if the sale was due to job relocation, illness, or some other unforeseen situation.

6) The 15% excise tax on excess retirement plan assets and excess distributions from a qualified retirement plan has been repealed.

7) Self-employment health insurance premium deduction increased from 30% to 40%, and will eventually increase to 100% by the year 2003.

8) Creation of a small business “SIMPLE” retirement plan.

9) Increased 1997 tax rate schedules and mileage rates (see attached to back of newsletter).

Effective 1998
1) Subject to income restrictions, a $400/Child Tax Credit for any child under age 17 at the end of 1998.

2) 10% penalty waived for early IRA withdrawals for qualified education expenses and for first-time homebuyers.

3) New type IRA’s—the Roth IRA and an Educational IRA. This matter is extremely complicated but could be very beneficial to you. I plan to put out a newsletter on this subject after the tax season, but contact me if you want the details now.

4) Two new tax credits for higher education, the HOPE scholarship credit and the Lifetime Learning credit. Again, contact me if you want the details now.

5) A new “above the line” limited deduction for interest on qualified educational loans.

6) A higher “standard deduction” for dependent filers who are claimed on their parents’ return.

7) An increase in the charity mileage rate to 14 cents/mile.

8) Earned Income Credit (EIC) rule tightened, for both the taxpayer and tax preparer, for fraudulent or “reckless disregard of the rules” returns.

9) New business net operating loss carryback and carryfoward periods.

10) A new business “Welfare to Work” credit up to $8,500.

11) Increased “estate tax” exemptions and special family-owned business’ exclusion.

Effective 1999
1) Child Tax Credit increased to $500.

2) Relaxed “home office deduction” rule, which will allow service-based businesses to now take this deduction if they simply use a room in their house exclusively to do administrative activities there. It will no longer be required that they spend most of their time or produce most of their income out of the home office.

3) $10,000 Gift Tax exclusion to be increased annually (based on inflation index).

