
Inside this issue: 

Ch ild -Related 
T ax R elief 

2 

T h e Dreaded 
AMT  

2 

R etirem en t S av-
in gs an d  Pen sion 

3 

Dearly  
Departed ... 

3 

L im it Com mu n i-
cation  w ith  th e 

3 

Preparin g for 
Y ou r Preparer 

4 

sa me time.  You  ca n  e-
pa y with  a  credit  ca rd 
(a n d ma ybe ea rn  fre-
quen t flyer miles or 
oth er rewa rds) or h a ve a 
direct  debit  from you r 
ch eckin g or sa vin gs a c-
cou n t.   

If you  file ea rly, you  ca n 
h a ve th e debit  dela yed 
u p to the due da te of th e 
retu rn .   

Clien ts of Va licen ti Ad-
visory Services, In c., 
will ha ve the option  of 
h a vin g th eir ta x retu rn s 
filed electron ically th is 
yea r. Last  yea r over 40 
million  ta x retu rns were 
electron ica lly filed with 
th e IRS.  E lectronic F il-
ing or E -F ilin g as th e 
IRS refers to it , is a  fa st , 
a ccu ra te, sa fe, an d  

pa perless wa y to file a  
retu rn .  You  sa ve time, 
you  sa ve posta ge, an d you 
sa ve a  few trees. Also, if 
you  a re due a  refu n d, e-
filin g will cu t  th e t ime you 
receive it  by ha lf.  I t’s 
even  fa ster if you  ha ve it 
directly deposited in to 
you r a ccou n t. If you  h a ve 
a  balan ce du e, you  ca n    
e-file an d e-pa y a t the 

E lectronic Filing Has Ar rived 

None of u s will ever 
forget th e cha n ges tha t 
h a ve been  imposed on 
th e lives of a ll Ameri-
ca n s th is yea r.  As the 
yea r began , ou r econ -
omy wa s a lready su f-
ferin g from a  down tu rn 
in  th e ma rket, erodin g 
ret iremen t sa vin gs, 
a n d capita l in vest-
men ts a fter a  deca de of 
prosperity a n d growth . 
With  ou r fin an cia l se-
cu rity in  quest ion , we 
were then  h it  with  the 
a tta ck of September 11 
forever ch an gin g th e 
wa y we view ou r world. 
F ollowed by bio-
terrorism in  the form 
of An th ra x delivered 
with  ou r ma il, wh eth er 
by foreign  or domestic 
enemies,  ou r persona l 
sa fety is someth in g we 
ca n  no lon ger ta ke for 
gra n ted.   

Ou r ta x lives h a ve 
ch a n ged as well.  In 
respon se to the  

economic down tu rn  ea rlier 
th is yea r, P residen t Bu sh 
signed th e Economic 
Growth  a n d Ta x Relief 
Recon cilia tion  Act, a  bill 
wh ich  en compa sses 441 
In terna l Revenu e Code 
ch a n ges a n d will spa n  the 
n ext 10 yea rs. Th is bill 
ca lls for a  $1.35 trillion 
ta x cu t, th e la rgest in  20 
yea rs an d  a lready imple-
men ted in  the form of ta x 
reba tes sen t  to every ta x-
pa yer th is su mmer. I t 
ca lls for ta x ra te cu ts, 
elimin a tion  of th e item-
ized dedu ction /person a l 
exemption  limita tions, 
ma rria ge pen a lty relief, 
doubles the ch ild ta x 
credit , in crea ses the a dop-
t ion  credit  an d the de-
penden t  ca re credit , ca lls 
for a  repea l of the esta te 
ta x, a n d ma n y other provi-
sion s th a t will a ffect every 
ta xpa yer in  every in come 
bra cket.   

To compou nd an  a lrea dy 
complex ta x system,  

Con gress is workin g on 
more ta x legisla tion  in 
th e form of a n  economic 
stimu lu s bill th a t is ex-
pected to be pa ssed be-
fore th e end of th e yea r.  
To ta ke a dva n ta ge of 
th e benefits an d a void 
th e t ra ps of th e revised 
ta x code, ta x pla nn in g 
for 2001 an d th rou gh ou t 
th e next decade is n o 
lon ger a n  option , bu t a n 
on goin g n ecessity.  Ca ll 
u s toda y to get sta rted. 
F ina n cia l secu rity h a p-
pens when  prepa ra t ion 
meets opportun ity. 
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the AMT tax to shr ink  as t ime goes on . 
Those a ffected will find the AMT rein-
fla t ing their  t ax bills and complica t ing 
the process of filling out  tax r eturns.  

Tax planning is also more complica ted 
due to the AMT since it ’s often  hard to 
predict  when the AMT will k ick  in  and 
the benefit  of tax brea ks will be lost 
due to the number  of variables involved 
in  the calcula t ion . Some common de-
duct ions disa llowed in  calcu la t ing the 
AMT are:  persona l exemptions, the 
standard deduct ion , miscellaneous 
it emized deductions, interest  on  home 
equity loans not  used for  improve-
ments, st a te, loca l, or  foreign taxes, 
some investment  in terest  expenses, and 
some passive act ivity losses. 

There a re some st r a tegies for  limiting 
the impact  of the AMT but they do   
requ ire ca reful advanced planning. 

The Alterna t ive Minimum Tax (AMT) 
was enacted by Congress in  1969 to 
prevent  wea lthier  individua ls from  
using var ious credit s, deductions, and 
other  t ax breaks to slash  their  tax    
liability to lit t le or  noth ing.  Taxpayers 
ca lcu la te their  regula r  tax bill fir st  un-
der  the conven t iona l method, then   
under  the AMT, which  adds cer tain 
deduct ions and credit s back  to income, 
subt ract s an  exempt ion  (curren t ly 
$45,000 for join t  returns, $33,750 for 

singles and heads-of-household) and 
computes the tax on  the adjusted in -
come.  The ta xpa yer pays whichever 
tax is higher .  While the AMT rates of 
26 and 28 percent  a re lower  than  the 
top r egula r  ra tes, the AMT ra tes a re 
assessed on  a  much broader  base of 
income and because the exempt ions 
have not been   adjusted for  infla t ion 
since 1986, more and more taxpayers 
are being caught  in  the AMT t rap as 
wages r ise. 

The Tax Relief Act of 2001 will cause 
millions more t axpayers to be subject  to 
the AMT in  the years ahead.  Although 
the new law does provide for an  in -
crease in  the exempt ion amount  - 
$4,000 for  join t  r etu rns and $2,000 for 
single individuals - la sting only until 
2004, the change will have lit tle effect .  
Other  changes in  the law will grea t ly 
exacerbate the problem; namely, a re-
duct ion  in  regu la r  ra tes causes the dif-
ferences between  the regula r  tax and 

• Child Tax Credit                       
The Child Tax Credit will    
double to $1,000 by 2010.  The 
phase-in  is $600 for  2001 to 
2004, $700 for  2005 to 2008, 
$800 for  2009, and $1,000 for 
2010 and later . 

• Adopt ion  Credit                       
The new law increases the 
credit  for  adoptions to $10,000 
for  both  specia l needs and non-
specia l needs adoptions     
st ar t ing in  2002. 

• Dependent  Care Tax Credit  
The new law increases the   
dependent  ca re credit  from 30 
to 35 percen t , and the amount 
of eligible expenses from $2,400 
to $3,000 for  one ch ild and from 
$4,800 to $6,000 for  more than 
one ch ild.  

• Education  Credits                    
The College Tuit ion  Deduct ion 

doesn’t  go in to effect  unt il 2002 
when a  single t axpayer  with  ad-
justed gross income below 
$65,000 ($130,000 if ma rried) 
will be en tit led to a  deduction  of 
$3,000.  This dedu ction  increases 
to $4,000 for  2004 and 2005.  This 
deduct ion  cannot  be claimed in 
the same year  as a  HOPE or  Life-
t ime Learn ing Credit  for  the 
same student . 

• Education IRAs                       
Cur ren tly cont r ibut ions are lim-
ited to $500 per  child.  Beginning 
in  2002 the amount  you can  con-
t r ibu te increases to $2,000.     
Although cont r ibut ions a re not 
deduct ible, ea rnings accumula te 
tax-free and dist r ibut ions to pay 
for  qua lifying educa t ion  expenses 
are a lso t ax-free.  Also star t ing in 
2002, dist r ibu t ions can  be used 
for  elementary and secondary-
school expenses, including tuit ion 
a t  pr iva te and parochia l schools. 

• P repaid  Tuition P lans           
Cont r ibu t ions to prepa id tui-
t ion  plans and sta te-
sponsored college savings ac-
counts, a lso known as “529” 
plans, a re not tax deduct ible 
but  dist r ibut ions will become 
completely t ax-free sta r t ing in 
2002. In  2004, plans for  pri-
va te colleges and universit ies 
will be included.                        

Child-Relat ed Tax Relief 

The Dreaded AMT 

Page 1 

The new Tax Law enhances 
many deductions and credits for 
children 

The AMT has been a headache for 
many taxpayers. 
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th a t requ ired complex irrevocable 
decisions th a t  often  resu lted in  h igh 
costs if th e wron g decision  wa s ma de.  
On  J a nua ry 11, 200l, th e Treasu ry 
Depa rtmen t revised an d simplified 
th e regula tion s wh ich  will ma ke it 
mu ch  ea sier to desig-
n a te beneficia ries a nd  
determin e min imu m             
distribu tion s, wh ich 
will ma ke both     life-
t ime an d       postmor-
tem plan nin g ea sier.  
IRA   owners ma y ta ke 
a dvan ta ge of th e n ew 
regu la tions immedi-
a tely, bu t  pa rt icipa n ts 
in  qu a lified retiremen t plan s mu st 
wa it  un til employers a men d th eir 
pla n  provisions, wh ich  shou ld be ef-
fective by J a nu a ry 1, 2002.   

There is mu ch  in  the new la w to like 
a bou t the provisions for  ret iremen t 
sa vin gs an d pen sion  fu n ds. Below is 
a  reca p: 

De fin e d  B en e fit  P la ns  

The an nu a l limit  on  ben efits h a ve 
been  in creased from $140,000 to 
$160,000 for ta xable yea rs endin g 
a fter December 31, 2001. 

De fin e d  Co n tribu tio n  P lan s  

Sta rt in g in  2002, th e limit  on  a nn ua l 
con tribu tions will in crea se to 
$40,000. 

401(k ) Co n tribu tio n  Limits  

Sa la ry redu ction  con tribu tion s to 401
(k)-type pla n s (in clu din g 403(b) an d 
SEP  pla ns) will in crea se from 
$10,500 to $11,000 in  2002 an d 

$1,000 ea ch  yea r u n til 2006 when  the 
limit  will be $15,000. Ca tch -u p provi-
sion s will a llow par t icipants a ge 50 
a n d a bove to con tribu te an  addit ion al 
$1,000 in  2002, in crea sin g to $5,000 
by 2006. 

IRAs  

Con tribu tion  limits for both           
tra dit iona l an d Roth  IRAs will in -
crea se from $2,000 to $3,000 for ta x 
yea rs 2002 th rou gh  2004, th en  u p to 
$5,000 by 2008. Th e bill exten ded 
“ca tch -u p” provision s to those 50 an d 
over with  a n  extra  $500 for 2002 
th rou gh  2005 an d an  extra  $1,000 for 
2006 a n d beyond. 

Ne w  Dis tribu tio n  Ru le s  

Sin ce 1987, ta xpa yers h a ve a gon ized 
over the min imum distribu tion  ru les 

Usin g th e checkbox does not          
a u thorize the pa id prepa rer to re-
ceive an y refun d check, bin d you  to 
a n yth in g (in cludin g an y addition a l 
ta x lia bility) or oth erwise represen t 
you  before th e IRS. 

The ch eckbox au thoriza tion  will 
a u toma tica lly end no la ter tha n  the 
du e da te (with ou t rega rd to exten -
sion s) for filin g you r 2001 retu rn .  
The ch eckbox au thoriza tion  can not 
be revoked. 

 

Sta rt in g with  ta x retu rns for 2000, 
th e IRS a dded a  new checkbox fea -
tu re givin g ta xpa yers the option  of 
a llowin g their pa id prepa rers to di-
rectly a n swer ta x processin g       
question s.  Th is cha n ge will improve 
commun ica tions an d redu ce the  
n u mber of IRS let ters to ta xpa yers.   

Ta xpa yers ma y check th is box to   
a u thorize the IRS to discu ss process-
in g problems over th e ph on e directly 
with  th e pa id prepa rer who signs th e 
retu rn . 

By ch eckin g the “YE S” box in  th e  

sign a tu re a rea  of th e ta x retu rn , you 
a u thorize the pa id prepa rer to: 

• Give the IRS a n y in forma tion 
th a t  is missin g from you r retu rn . 

• Ca ll the IRS for in forma tion 
a bou t the processin g of you r re-
tu rn  or th e sta tu s of you r refun d 
or pa ymen t. 

• Respon d to certa in  IRS notices 
th a t  you  h a ve sha red with  the 
prepa rer  a bou t ma th  errors, off-
sets, an d retu rn  prepa ra tion .  
However, th ese notices will n ot 
be sen t  to the prepa rer. 

Even  if th e new ru les a re a llowed to 
expire, ta xpa y-
ers ca n  ta ke a d-
va n ta ge of the 
in crea sed 
a moun t th a t  is 
exempt from gift  
ta x a n d pa ss  
a fter-ta x a ssets 
on   to ben eficia r-
ies ou tside the    
esta te. 

Con gress h as been  wran glin g with 
th e esta te a n d gift  ta x regu la tion s for 
yea rs an d they fina lly ca me u p with 
n ew provisions th a t completely re-
peals th e esta te ta x by 2010.  Th e 
ca vea t here is th a t , if th e provision s 
a ren’t  renewed in  2011, the ra tes a nd 
exemption s revert  to pre-2002 levels.   

Begin n in g in  2002 the top gift ,      
esta te, a n d genera tion -skippin g is 
redu ced from 55% to 50%. The ra tes 

con tinu e to drop ea ch  yea r un til th e 
repea l in  2010, then  revert  ba ck to 
55% if a llowed to expire. 

The exemption  amoun t, cu rren tly 
$675,000, will in crea se to $1 million 
in  2002, a nd every yea r un til 2010. 

Sta rt in g in  2002, th e u n ified credit 
will be repla ced by a  un ified exemp-
tion  an d the gen era tion -skippin g 
tra n sfer ta x will be a ssessed a t  th e 
h ighest  esta te ta x ra te.  

Ret ir ement  Savings & Pension Reform 

Limit  Commu nica t ion  with  the IRS 

Dear ly Depart ed……       
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Retirement might 
be a little easier for 
taxpayers under the 



you  a re u ltima tely respon sible 
for you r ta x retu rn  an d the 
in forma tion  on  it . A genera l 
fa milia rity with  the ba sic ta x 
ru les a n d forms will ena ble 
you  to review you r retu rn  with 
some con fiden ce, ca tch  obviou s 
errors, or, if prepa rin g you r 
own  retu rn , feel comforta ble 
a bou t  wh a t  you  a re filin g with 
th e IRS.  I t  is a lso beneficia l in 
recogn izin g ta xable even ts 
th rou gh ou t th e yea r an d a d-
ju stin g you r ta x pla n           
a ccordin gly. 

4. Be  F irs t On  You r B lo ck                
Ma ke a n  a ppoin tmen t  with 
you r ta x prepa rer as soon  a s 
you  ha ve a ll you r documen ts.  
Th is will give h im/her t ime to 
review you r in come a nd ex-
penses and develop stra tegies 
for min imizin g you r ta x      
lia bility. 

P repar ing for  Your  P reparer 
5. Ke e p  In  To u ch                           

You  sh ou ld con ta ct  you r         
prepa rer whenever ta xa ble 
even ts (su ch  a s pu rch a se or sa le 
of a n  a sset , job ch an ge, birth  of a 
ch ild) occu r th rou gh ou t th e yea r.  
Th is will a llow you  t ime to ta ke 
a dvan ta ge of stra tegies tha t  ma y 
ta ke severa l mon th s to            
implemen t. 

Whether you  u se a  pa id prepa rer or 
ta ke on  th e task you rself, th ere a re 
some ba sic gu idelin es to ma ke the 
en dea vor less ta xin g (excu se th e 
pu n ): 

1. Ke e p  Goo d  Re co rd s              
Keepin g  good records th rou gh -
ou t the yea r is you r best defense 
a ga in st th e ta xman .  It  provides 
you  with  th e in forma tion  you 
n eed for in terim  plan nin g and 
a dju st in g with holdin g an d/or  
estima tes.                        

2. S ta rt Early                               
Sta rtin g ea rly to ga th er you r ta x 
in fo (especia lly if you  failed with 
ru le No. 1) will give you  a  cha n ce 
to orga nize you r docu men ta tion 
a n d obta in  a n y missin g in forma -
t ion  withou t th e stress of bump-
in g u p a ga in st  th e deadline. 

3. Be  Ale rt                                     
E ven  if you  use a  pa id prepa rer, 

Asset  Management 
One of th e benefits of h a vin g you r a ssets ma na ged by Va licen ti 
Advisory Services, In c., is a  complete ma na gemen t service, 
wh ich  in clu des a  recon cilia tion  of the yea r’s a ctivity u n der th e 
report ca lled Ta x Su mma ry.  Th is is ma iled to clien ts by        
F ebru a ry 1 for th e ca len da r yea r.  Th e report in cludes a ll the 
in come received in clu din g a ccru ed in terest  pa id, dedu ctible fees, 
a n y with dra wa ls tha t  cou ld be considered to be dedu ctible      
expen ses, an d ca pita l ga in s an d losses, wh ich  is the Schedu le D 
on  the 1040 ta x retu rn . 

If you  wa n t  to con sider ha vin g you r a ssets ma na ged by Va licen ti 
Advisory Services, In c., please ca ll Ra lph  Roberts or Micha el 
Va licen ti u sin g the nu mbers listed next to th is a rticle or visit  
ou r Website. 

400 Ea st Wa ter Street 
E lmira , New York  14901-3411 
P hone:  607-734-2665 
F a x:  607-734-6845 
Toll-F ree: 866-734-2665 

Ema il: simon sondj@va licen ti.com 

It’s best to start early especially if 
your financial life is complex 

24 West Ma rket Street 
Corn in g, NY  14830-2617 
P hone: 607-936-1203 
F a x: 607-936-0213 

Copyright © 2001 Valicenti Advisory Services, Inc.  

Page 1 

www.valicenti.com 

 

Page 4 


