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December 2010

Subject: Your 2010 income taxes and future planning ideas

Dear Clients and Friends:

There is good news for you in the 2010 Tax Relief Act the President signed on December 17, 2010. For the next two
years we have greater predictability of tax rates and provisions, at the expense of additional complexity, and most
everyone will save. The employed will see mcreased take home pay beginning in January, with reduction of the social
security tax paid in 2011 by 2%. Though employer matching rates of 6.2% for OASDI on up to $106,800 will remain
the same, employee withholding will fall to 4.2% (5.65% total OASDI plus medicare vs. 7.65% previously). This
revised stimulus for workers will potentially add greater take home pay and certainty in 2011 than the 2010 “Making
Work Pay Credit” did for 2009 and 2010, espemally for single filers earning more than $20,000 and joint filing with
wages above $40,000. Additionally, the Act extends unemployment compensation benefit period to a maximum of 99
weeks vs. 26 weeks, if eligible. Favorable deductions, tax rates and credits are now extended (see some key details
below to the extent now available). More favorable provisions related to resumption of the estate tax which was
repealed for the year ended 2010 now provide for exclusion of $5,000,000 of net taxable estate value from the tax on
decedents in 2011, with inflation increases begmnmg in 2012, and two-year tax rate of 35%. Your familiarity with the
provisions of this Ieg|slat|on and other tax provnsmns enacted in 2010 can pay dividends to you in tax savings while
maintaining compliance with complicated prowsmns

Significant highlights are briefly summarlzed below (see www.fielderco.com for continuing access and
updates and corrections to this very new law subject to modifications by technical corrections):

1. Economic stimulus payment rebates continue for 2010 with reduced withholding during the year to
give wage earners advance payments designed to approximate the “Making Work Pay Credit” of the
lesser of 6.2% of earned income or $400 ($800 on a married couples’ joint return). Claiming the
reduced withholding as tax credit is subject to a phase-out for single filers of 2% of modified adjusted
gross income (AGl) above $75,0d0 for single taxpayers and $150,000 for joint taxpayers to complete
phase-out at $95,000 and $190,000, respectively.

2. The additional deduction allowe&i for property taxes paid in 2009 of $500 ($1,000 on joint return) if
standard deduction is taken, was not extended to 2010 or 2011.

3. Some home buyers having no interest in a principal residence in the U.S. for three years prior to
purchase of a principal residence in the first half of 2010 costing no more than $800,000 with binding
contract by April 30, 2010, and cl¢sing by June 30 are entitled to claim a refundable credit up to $8,000
or 10% of purchase price, with purchasers in 2010 being able to claim the credit on their 2009 or 2010
returns, including amended return for 2009. There is a phase-out for modified adjusted gross income
between $125,000 and $145,00Q for singles, and $225,000 and $245,000 for joint filers. Also,
homeowners who have owned and lived in a residence at least five years in a row in the previous eight
years before buying a new princi;ial residence (both spouses of a joint return must qualify), are eligible
for up to $6,500 credit, if qualified for purchase date and AGI limits. An attached HUD closing
statement is now required for the returns claiming credits, plus supporting evidence of home
ownership for five of the eight prewous years such as mortgage statements, property tax receipts or
homeowner insurance.



Significant highlights (continued):

4.

Continuing tax breaks from 2009 now available in 2010 include option to deduct sales taxes (table
amounts based upon residence, income and family size or actual payments), vs. state income tax, qualified
tuition payments deduction, elementary and secondary school teachers deduction up to $250 for classroom
supplies purchased, and tax-free minimum required distributions (RMD) to extent of charitable donations made
directly from IRA accounts to qualifying entities up to $100,000 in 2010 and 2011 (avoiding 50% limits outside
IRAs and AGI increase potentially increasing taxable income otherwise). Note that required minimum
distribution from IRAs and other qualified retirement plans of retirees for those over 70 2 as of year-
end are resumed in 2010 by year-end to avoid late distribution penalty, with extension available for
distribution of first required RMD to April 1 of the next year for those becoming 70 %2 during the year.

Executors of 2010 decedents with non-cash assets in a net taxable estate exceeding $1,300,000 are to
file form 8939 with decedent’s 2010 income tax return reporting basis allocation to heirs. Executors
can increase decedent’s basis by $1,300,000 plus an additional $3,000,000 for assets transferred to a
surviving spouse, or the estate may elect to pay estate tax in 2010 at the rate of 35% of taxable estate
value over $5,000,000 to receive a step-up basis to date of death value for heirs. Annual exclusion
from gift tax reporting remains $13,000 per recipient in 2010 and 2011, with lifetime exclusion on gifts
in excess of the annual exclusion increasing from $1,000,000 in 2010 to $5,000,000 in 2011 as the
exclusion again becomes linked to the estate tax exclusion amount in future years.

Alternative minimum tax maximum exemption was increased for 2010 to $72,450 for joint filers, and
$47,450 for single filers, with 25% reduction of the maximum exemption applying to alternative minimum
taxable income above $150,000 for joint filers to elimination at $433,800 and $112,500 to elimination at
$299,300 for single filers. For 2011, the amounts of the exemptions increase to $74,450 for married
individuals filing jointly and $48,450 for single taxpayers.

Energy tax credits are available to a combined 2009 and 2010 limit. You may claim a tax credit equal to
30% of the sum of the cost of qualified energy efficiency improvements to your home, such as energy-
efficient doors, windows, insulation materials, and certain roofs, and residential energy property
expenditures, such as high-efficiency heat pumps, air conditioners, water heaters, and stoves that burn
biomass fuel, up to an aggregate amount of $1,500 including credits claimed in both years combined.
There is no limitation on the 30% of cost amount credit for qualified solar electric property costs,
qualified solar water heating property costs, qualified wind energy property costs, and qualified
geothermal heat pump property costs. 2011 changes reduce the 30% credit rate to just 10% with a
$500 maximum, with dollar-specific limits on qualifying items.

100% deduction of qualifying business property acquired and placed in service in 2010 is eligible for
section 179 write-off limits listed below (with heavy SUV acquisitions for business limited to $25,000
maximum) against profits and 50% bonus acquisition year depreciation regardless of profitability (100%
bonus depreciation is available for qualified assets acquired and placed in service between September
9, 2010, and December 31, 2011, with passenger automobile limits increased by $8,000 for business use).

Casualty loss deductions are limited to the excess of $100 for each separately casualty claimed before
applying 10% of AGI limitation to the total loss of property not used in business or held for production
of income. For returns filed after September 29, 2010, IRS is allowing individuals with corrosive
drywall losses to deduct repairs costs paid for repairs of damage to a personal residence or
household appliances resulting from corrosive drywall in full unless there is a pending or intended
claim for reimbursement of costs (in which case 75% of costs paid may be taken as loss).

Roth IRA conversion limits have been removed for 2010 conversions, allowing you to consider converting
some or all of your IRA accounts in future years to Roth IRAs, and allowing your election to include half of the
taxable income resulting from doing so in 2010 to 2011 and half in 2012. Consideration of whether to defer
reporting of income on 2010 conversions should include the probability that you may earn higher other taxable income
in those years. The market risks of your decision to pay taxes now on accounts already eligible for deferral in
order to avoid taxes on conversion amounts plus earnings in years exceeding five years of possessing a Roth
IRA are moderated temporarily by an option to re-characterize your converted Roth account to traditional IRA
by the due date of the return to avoid paying tax on a higher conversion amount if the value at that time is

lower.

| recommend consideration of your own cash requirements, goals, and anticipated tax situation and

consultation with your CPA before you make this decision to pay taxes early on currently deferred funds.



Significant highlights (continued):

Shareholders in S corporations are advised to consider adding basis by loaning funds to your corporations by
year-end if needed for allowing pass-through losses and deductions for which there is no basis for
deduction in the current year. Balances receivable on open shareholder accounts at year end should also be no
greater than $25,000 to meet current IRS guidelines to avoid issues of reasonable compensation (pay bonuses to
shareholders for repayment of excess cash advances with payroll deposits on the bonuses by December 31, 2010,
and check reasonableness of compensation in relation to dividends declared to keep loan balances no greater
than $25,000 per shareholder) and insure withholding by December 31, 2010, and estimated tax deposit by
January 18, 2011, sufficient to avoid underpayment penalties.

Proper reporting of deduction at the corporate level for payments of 2% or more shareholder health insurance
is to include payments as taxable wages in box 1 of the shareholder’s W-2, while excluding the payment
totals from FICA wages in boxes 3 and 5 of the W-2. Explanation of the difference can be included in box
14. The shareholder avoids tax on his 1040 by offsetting the taxable wage with equal deduction as adjustment to
gross income for self-employed health insurance premiums.

New opportunities in tax planning are offered by past market declines in your non-retirement investments.
Capital gains on sales made this year may be offset by existing capital loss carryovers from 2009, and sales by year-
end of securities with unrealized losses while avoiding purchase of the same securities 30 days either side of the sale.
If you are at maximum tax rates below 25%, you may be advised to consider realizing net gains on sales by
year-end which do not add taxable income sufficient to put you into the 25% rate bracket (see amounts from
tables at the end of this letter). The tax rate on those gains is zero. Ordinary tax rates above 15% are reduced to 15%
for net capital gains and qualifying dividends in 2010 and the next two years.

Small businesses (with 10 or fewer full-time-equivalent workers, excluding ineligible spouses, and average
wages under $25,000) that offer employee health insurance coverage are eligible for a credit for the lesser of
premiums paid for employee coverage or the average group premium for small firms in the state (Florida
single coverage: $4,161; family coverage $12,453). The percentage falls for companies with more employees
or higher pay, with no credit for firms with 25 or more workers or average annual pay of $50,000 or more.

Hiring certified unemployed workers (who complete form W-11) after February 3, 2010, allows exemption from
6.2% OASDI portion of employer’s tax on qualifying wages on all employee wages paid to be claimed in the last
three quarters of 2010, with up to $1,000 retention credit (the lesser of $1,000 or 6.2% of wages paid in the period)
to the employer on returns filed for years after March 18, 2010, for qualifying workers employed not less than 52 weeks
whose wages in the last 26 weeks of the period equaled at least 80% of wages the first 26 weeks of the period.

Additional Considerations

Required documentation supporting charitable donations and business mileage claimed must be possessed
by filing due date to avoid disallowance of all such deductions, especially critical to implications of losing all
deductions for business expenses related to auto use and potential underpayment penalties assessed on significant
amounts. See thrift shop valuation guide at www.salvationarmyusa.org for referencing values for required detailed
listings if donating total non-cash items in excess of $500. We have a gift of pocket size daily diaries good for
recording daily business trip mileage and description for 2011 and 2010 for you free of charge while supplies
last just for asking.

Due to increasing popularity of HSA accounts, remember to provide your coverage information plus
contribution and distribution amounts with your tax data to report on your 2010 return. See our complete
blank organizer at www.fielderco.com to copy the relevant data sheet if not already included or call us to provide
one or other forms needed.




New Tax Rates, Deductions and Limits

Increased limits and changes in laws continue to result in beneficial tax breaks for individuals in 2010
and 2011 (as illustrated for some commonly applicable examples below) though inflation changes are

slight or none this year:

2011 2010
Individual retirement accounts (IRAs) to extent of earned income,
if not 70-1/2 by end of tax year (self or spouse); maximum
contributions due by April 18, 2011 $ 5,000 $ 5,000
Additional IRA contributions available if over 50 by year-end 1,000 1,000

Phase-out AGI for:
Active participant in other plan (traditional IRA) -

Married 90,000-110,000

89,000-109,000

Single or head of household 56,000-66,000 56,000-66,000
Married filing separately (for traditional and Roth,
active or non-active) 0-10,000 0-10,000

Non-active participant with active spouse
(and Roth IRAs)-joint filers
Roth IRA AGI limits-single or head of household

169,000-179,000
107,000-122,000

167,000-177,000
105,000-120,000

Roth IRA AGI limits-married filing separately 0-10,000 0-10,000
Balance of contributions may be allowed as non-deductible
(reported on Form 8606) or withdrawn with attributable
earnings by due date of retum. Note: $200 contribution
may be made if phase-out reduces allowable contribution
to lower than $200 but higher than zero.
Maximum modified AGI limit to convert
traditional IRA to Roth (and pay tax on converted amount)
(Note: Income on 2010 conversions may be taxed 1/2 in
2011 and 1/2 in 2012 or can be elected for inclusion in
2010) None None
Retirement plan contribution limits:
401(k)/403(b)/SEP/thrift savings/457 plan elective
contributions 16,500 16,500
50 and older additional catch-up contributions for:

401(k), 403(b), and 457 plans 5,500 5,500
SIMPLE IRA elective contributions 11,500 11,500
SIMPLE IRAs-50 and older additional catch-up contributions 2,500 2,500
Defined contribution plans total (lesser of income or profit-sharing/SEP) 49,000 49,000

Defined benefit (pension) plans annual benefit limitation 195,000 195,000
Compensation limit for plan purposes 245,000 245,000
Health Savings Accounts (HSAs):
Minimum deductible:

Self 1,200 1,200

Family 2,400 2,400
Maximum contribution:

Self 3,050 3,050

Family ' 6,150 6,150

Age 55 catch-up 1,000 1,000
Maximum out-of-pocket:
Self 5,950 5,950

Family 11,900 11,900
Additional tax on HSA distributions not for qualified medical expenses

(over-the-counter medications are not qualified after 2010) 20% 10%
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New Tax Rates, Deductions and Limits (continued)

2011
Standard deductions:

Joint return or surviving spouse $11,600
Single filers 5,800
Head of household (H of H) 8,500
Married filing separately (zero if spouse itemizes) 5,800
Additional for married 65 or older or blind 1,150
Additional for single or H of H, 65 or older, or blind 1,450
For dependents on another’s return ($300 in 2010 and 2011

plus earned income, if greater, not to exceed regular standard

deduction of $5,700 in 2010 and $5,800 in 2011) 950

Standard deduction is zero for:
...A married individual filing separately whose spouse itemizes
...A non-resident alien individual

...An individual filing a short-year return due to a change of accounting period

Unearned income exemption without trigger of “kiddie tax” at parents’
rate to age 18 (and for dependents 19 — 24)

Personal exemption amount (insure your eligible child dependent
doesn't file and claim exemption first)

Education credits:
Hope Credit is now expanded American Opportunity Credit:
First four years of qualifying higher education tuition and fees (plus
cost of books and other required materials now) for each qualifying
student
Up to 100% of first
25% of next
to a total maximum credit per individual of $2,500 in 2010 and 2011,
applying only to tuition and related expenses paid for and related to
academic periods of 2010 and 2011. Unless subject to the “kiddie tax,”
40% of the credit is refundable for parent or child, if not dependent
Phase-out AGI — single (both years)
Phase-out AGI — joint return (both years)

Lifetime Learning Credit:

Available for only one qualifying student per taxpayer equal to up to
20% of $10,000 qualifying expenses to a maximum per return for 2010
(phase-out for single filer AGIs from $50,000 to $60,000 and $100,000
to $120,000 for married filing jointly).

Optional “above the line” deductions may be taken for higher
education expenses vs. credits in 2010 up to $4,000 for single
filers with AGI limit of $65,000 or joint filers of $130,000; $2,000
maximum for AGI limits up to $80,000 and $160,000, respectively,
with none available for other taxpayers.

1,900

3.700

2,000
2,000

2010

$11,400
5,700
8,400
5,700
1,100
1,400

950

1,900

3,650

2,000
2,000

80,000 - 90,000
160,000 -180,000

2,000

2,000






