HIGHLIGHTS OF THE 2007 TAX LAW CHANGES

INFLATION ADJUSTMENTS

As is the case each year, the tax brackets, standard deduction, personal exemption, earned income tax credit and other key elements of the tax system, such as car mileage rates, are adjusted for inflation.

See the 2007 Tax Rate Schedule web page for details.
RETIREMENT PLAN CONTRIBUTION LIMITS

Traditional & Roth IRA’s: $4,000 in 2007, $5,000 in 2008; those 50 or older may contribute an additional $1,000.

401(k), 403(b) and 457 Plans: $15,500; those 50 or older may contribute an additional $5,000.
SIMPLE Plans: $10,500; those 50 or older may contribute an additional $2,500.
Keogh and SEP Self-Employed Plans: 20% of net earnings, up to the first $225,000; making the maximum allowable contribution $45,000 (20% x $225,000).

HSA DEDUCTION LIMITS INCREASED

The maximum Health Savings Account (HSA) deduction was increased to $2,850 ($5,650 for family coverage). People 55 or older may contribute and deduct an additional $800.

For 2008, the above allowable deductions are $2,900 and $5,800 respectively. People 55 or older may contribute and deduct an additional $900 in 2008 and $1,000 in 2009.
$500 HOME & $2,000 SOLAR ENERGY CREDITS
These credits were/are available for the tax years 2006 & 2007. See the 2006 newsletter for details.
NEW MORTGAGE INSURANCE PREMIUM DEDUCTION

This is a new itemized (Schedule A) deduction. It applies only to mortgage insurance contracts (not homeowner’s insurance) acquired in 2007 in connection with 2007 home purchases. This new deduction is only eligible for the 2007 tax year.
ALTERNATIVE MINIMUM TAX (AMT) INCREASES
Many more people will be subject to this tax under current law. However, this has been the case in the past and Congress then passed temporary “extension” laws (just prior to the tax filing season) to remedy the situation.
Even though the standard deduction limit will probably be increased back to the 2006 limits, the following credits will no longer be allowed against the AMT: the child and dependent care credit, credit for the elderly and disabled, education credits, and the residential energy and mortgage interest credits.

CHARITABLE GIVING RULES TIGHTENED

Cash Contributions: You cannot deduct a cash contribution unless you keep a cancelled check or have a written communication from the charity.
Non-Cash Contributions: This area has been previously addressed in both the 2005 and 2006 newsletters. The IRS has subsequently updated Publication 561 (revised April 2007) for further guidance/clarification on this matter.
The primary areas of concern are items requiring appraisals. You must include with your return a qualified appraisal of any single item of clothing or household item exceeding $500, but only if the item is not in “good used condition or better”. An appraisal is also required on any item or group of similar items exceeding $5,000.
The above referenced publication also recommends ways to determine an item’s fair market value and specifies the penalties for overstatement of the donated items’ value. The penalty is either 20% or 40%.
DOMESTIC PRODUCTION ACTIVITIES DEDUCTION INCREASE
This deduction applies to individuals in the construction industry only (see the 2005 newsletter for details). The deduction to the business owner will double in most cases from 3% of net earnings to 6%.
FAMILY BUSINESS TAX SIMPLICATION
Unincorporated businesses owned jointly by husband and wife will be able to file as a sole-proprietorship instead of a partnership. 
KENTUCKY CHANGES 
INDIVIDUAL INCOME TAXES
Family Size Credit: For 2007, no income tax will be due for the following levels:

Family Size
MGI Amount
1 $10,200

2 $13,690

3 $17,170

4 $20,650
Standard Deduction: The standard deduction increases $80 to $2,050; $4,100 for married couples filing separate on a combined return.
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