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1955 bu ried in  a  va riety 
of ta x code revision s.  
There were two reason s: 
first , to sprea d ou t th e 
workloa d for the IRS; 
secon d,  a s more people 
h a d with holdin g wh ich 
resu lted in  refu n ds, it  
a llowed th e governmen t 
to keep th e money 
lon ger….h mmmmm! 

Ma ybe you ’ve won dered 
(a n d ma ybe you  ha ven ’t) 
h ow th e IRS determin ed 
th a t  April 15 wou ld be 
th e dea dline for most 
American s to file th eir 
income ta x retu rns.   
Actu a lly the IRS h ad 
lit t le to do with  it .  
When  the 16th     
Amen dmen t, wh ich  a u -
th orized Con gress to 
implemen t a n  in come 

ta x, wa s adopted on     
F ebru a ry 3, 1913, Con -
gress ch ose Ma rch  1 of th e 
followin g yea r a s the 
deadline for th e first  in -
come ta x retu rn s.  Then , 
with  th e pa ssa ge of the 
Revenu e Act of 1918, the 
deadline wa s moved to 
Ma rch  15 for n o a ppa ren t  
rea son  (cou ld’ve even  been 
a  typo). The cu rren t dea d-
lin e of April 15 ca me in 

April 15 - The Deadline (a  history lesson) 

It ’s ha rd to believe tha t 
another  year  has gone 
by and it’s a lmost  t ime 
to review our  finances 
and get  ready to repor t 
our  pluses and minuses 
to the US Treasury. 

2002 has been a  year  of 
uncer ta in ty as we’ve 
hunted ter ror ist s and 
mad an thrax dist r ibu-
tors, been a t tacked by 
sn ipers, and now pre-
pare for  the possibility 
of war  with  Iraq. In  the 
meant ime, the stock 
market  has con tinued 
it s downward slide,  oc-
casionally producing an 
upward bounce tha t 
br ings a  gleam of hope 
to our  eyes only to disap-
point  us once again  with 
another  ret rea t . Our 
fa ith  in  those tha t  run 
our  corpora tions and 
those tha t  provide over-
sigh t  has been  deeply 
eroded by the scanda ls 
a t  Enron , Worldcom, 
Adelph ia , Tyco, Global 
Crossings and others. 

Is there any good news? 

Yes, the good news is tha t 
Amer icans a re resilien t , 
indust r ious, and ca r ing.  
Th is is displayed every day 
by the response to even ts 
such  as the WTC a t tack 
where billions of dolla r s and 
thousands of man-hours 
were donated for  the       
r ecovery; where the hard 
work of law enforcement 
and the involvement  of   
average citizens removed a 
sn iper  from our  st reets; 
where  opt imist ic investors 
kept  their  money invested 
in  th is count ry because they      
believe the stock  market 
will r ecover  and honest  men 
and women  will once again 
br ing prosper ity to our   
corpora t ions and the nat ion . 

There have been more 
changes to the t ax law in  an 
effor t  to boost  the economy. 
Besides being the second 
year  of the Tax Relief Act  of 
2001, in  March  President 
Bush  signed the J ob Crea-
t ion  and Worker  Assistance 
Act  of 2002, which a llowed 
for  a  30% fir st -year         
deprecia t ion  deduct ion for     

qua lified proper ty purchased 
aft er  September 10, 2001, 
and before September  11, 
2004. Other  changes include 
an  increase in  the luxury 
au to depreciat ion  limit  by 
$4,600, an  extension  of the 
Net  Opera ting Loss          
car ryback period from 2 or  3 
yea rs to 5 yea rs, plus some 
minor  changes for  specific 
groups.  These changes    
a ffected some 2001 t ax     
r etu rns tha t  had a lready 
been  filed and needed to be 
amended after  the act  was 
passed.   

Any review of your  2002   
finances should include these 
changes. 

TAX TIDBITS 
2002 - A Year  of Uncert ainty 

The Tax Relief Act of 
2001: Year 2 
• Contribution Limits for 

R etirement Plans Increase 

• Contribution Limits to 
Education IR A’s Increase  

• T ax R ates Decrease 

• Estate T ax Exem ption 
Increases to $1 m illion 
and the R ate Drops to 50% 

• 60-Month Limit for      
S tudent Loan Interest        
Deduction is Elim inated. 

• N ew College T uition    
Deduction up to $3,000 
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corpora t ions, tax-exempt  organiza t ions 
and other  en tit ies, which  could be   
helpfu l for  small business owners and 
the self-employed. You’ll a lso be able to 
cla im the HOPE and Lifetime Learn ing 
tax credits in  the same year  you make 
ESA dist r ibu tions provided               
dist r ibutions don’t  pay for  the same 
cost s used to claim the educat ion  cred-
it s. 

Student  Loan Interest 

For  tax years beginn ing in 2002, the 
60-month  limit  on  studen t  loan interest 
deduct ibility has been repea led and the 
income phaseou t  ranges have been 
ra ised to $55,000—$65,000 for  singles 
and $100,000 to $130,000 for  mar ried 
filing join t ly. The deduct ion  is limited 
to $2,500. 

College  Tui t ion  Deduct ion 

For  tax years 2002-2003, single        
t axpayers with  AGI below $65,000 and 
marr ied taxpayers with AGI below 
$130,000 are a llowed a  deduct ion  from 
income of up to $3,000 of tu ition  and 
fees for  the t axpayer , spouse, or  a     
dependent  ch ild. 

In  an  effor t  to provide incent ives for 
saving for  the ever-esca la ting cost s of a 
child’s educat ion , Congress has in-
cluded several enhancements to the t ax 
code. 

529 College  Savings  P lans 

One of these saving incen tives is the 
529 College Savings Plan .  It  is de-
signed to help families save for  fu ture 
qualified h igher educat ion expenses.  
Contr ibu t ions to these savings plans, 
increased from $500 to $2,000 in  2002, 
a re not  t ax-deductible, bu t  provisions in 
the code a llow for  the earn ings to grow 
tax-defer red un t il the funds a re with -
drawn to pay for  qualified h igher     

educa t ion  expenses.  Effect ive J anuary 
1, 2002, withdrawals used for  qua lified 
college expenses are free of federa l t ax. 
In  addit ion , qualified college expenses 
includes off-campus housing. 

Education  Savings  Accounts 

Former ly known as Educa t ion IRAs, 
Educa t ion  Savings Accounts (or  Cover-
dell Educat ion Savings Accounts) a re 
more a t t ract ive than  they’ve ever  been 
before.  Sta r ting in  2002, maximum 
cont r ibut ions are increased from $500 
to $2,000 and you  have un t il Apr il 15 to 
make the con tribu tions ra ther  than  the 
old deadline of December  31.  Dist r ibu-
t ions from ESAs are tax-free if used to 
pay for  qualified educa tion  expenses 
which have been expanded to include 
expenses for  elementary and secondary, 
both  public and pr iva te schools.       
Covered expenses include tuit ion , tu -
tor ing, computer  equipment , room and 
board, uniforms, and extended day pro-
gram cost s.  You  are a lso a llowed to 
con t inue cont ributing after  the benefici-
ary turns 18 if he or  she is a  “special 
needs beneficia ry”.  Star ting in  2002, 
con t r ibut ions can  be made by            

• Defined Contribution  P lans 
For  2002, the limit on  total  
con tr ibut ions will r ise to 
$40,000 (up from $35,000), and 
the amount  of income base in -
creases to $200,000. 

• 401(k) P lans                            
The amount  you can  con tr ibu te 
to your  401(k) plan  increases to 
$11,000 (up from $10,500). Th is 
limit  a lso applies to 403(b) 
plans & SEP-IRAs.                                            

• Simple  IRAs                        
The limit  for  Simple IRAs    
increases to $7,000. 

• Defined Benefi t  P lans       
The annual limit  on  benefit s 
increases from $140,000 to 
$160,000. 

• IRAs 
For  the fir st  t ime in  15 years, 
IRA contr ibut ion limit s will r ise 
to $3,000 for  2002-2004. Taxpay-
ers age 50 and above will be per -
mit ted to con tr ibu te an  addit iona l 
$500.  This assumes tha t  you  are 
eligible to cont r ibute since the 
income phaseouts for  both  Tradi-
t iona l and Roth  IRAs remain  the 
same.   

• Retirement  Tax  Credi t     
Lower  income workers will be 
ent it led to a  t ax credit  of up to 50 
percen t  in  addit ion  to any other -
wise a llowable retirement  contr i-
bu t ion  deduction.  The maximum 
cont r ibut ion eligible for the credit 
is $2,000 for  a  maximum credit  of 
$1,000. The credit  is subject  to 

income phaseou ts of $15,000, 
AGI for  single taxpayers, 
$22,500 for head of household, 
and $30,000 for  mar ried filing 
join t ly.   

 

Ret ir ement  Cont ribut ions for  2002 

Tax Relief for  Educat ion 
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Increased limits on retirement 
contributions will allow taxpayers 
to better plan for their future. 

Saving for future education expenses is 
becoming easier. 
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a n d you r AGI an d migh t ma ke 
th e differen ce for oth er  ta x     
dedu ctions 
a n d credits 
th a t  will lower 
you r ta x bill. 

3. If you ’re self-
employed,   
defer in come 
u n til 2003 an d 
a ccelera te   
dedu ctible ex-
penditu res 
in to 2002.  
You  can  cla im 2002  dedu ction s 
for expen ses cha rged th is yea r to 
a  credit  ca rd even  th ou gh  you 
won ’t  pa y for th em un til 2003.   

 

If you  were tempora rily or             
permanen tly downsized an d collected 
u nemploymen t ben efits, remember 
th a t th is benefit  is  ta xable in come 
a n d shou ld be in clu ded in  you r    
yea r-en d pla nn in g. 

  

Whether you ’ve been  a ffected by the 
plu n gin g stock ma rket , corpora te 
down sizin g, or you  just  didn ’t  get 
th a t  ra ise or bonu s you  ha d pla nn ed 
on , cha n ces a re th is yea r h asn ’t  been 
a s good as you ’d hoped.  If so, you 
h a ve my sympa th y an d welcome to 
th e club! 

Bu t, remember, every clou d ha s a 
silver lin in g an d you r lowered       
fin an cia l circu mstan ces ma y open  u p 
some ta x sa vin g opportu n ities th a t 
weren ’t a va ilable to you  a t  h igh er 
in come levels. 

AGI-S e n s itiv e  Ta x  B re ak s 

Th e  Ch ild  Ta x  Cre d it is  a va ila ble 
to sin gle ta xpa yers with  AGI below 
$75,000 a n d ma rried ta xpa yers with 
AGI below $110,000.  The credit  is 
$600 for ea ch  dependen t ch ild un der  
th e a ge of 17. 

Re n ta l Prop e rtie s  a llow you  to de-
du ct  u p to $25,000 of losses if you r 
AGI is $100,000 or less.  With  AGI 
between  $100,001 an d $150,000, you 
ca n  dedu ct a  port ion  of you r ren ta l 

losses. 

Review the other AGI-sen sit ive cred-
its a n d dedu ctions discussed in  th is 
pu blica tion , su ch  a s edu ca tion  dedu c-
tion s a n d ret iremen t con tribu tion s, 
th a t  you  migh t not h a ve been  eligible 
for in  th e pa st .  

If you  fin d tha t you r AGI is st ill a 
lit t le too h igh  to qua lify for some of 
th ese ta x brea ks, here a re some steps 
you  can  ta ke  to fu rther redu ce it : 

1. Sell some of th ose loser stocks 
a n d mu tua l fun ds from you r ta x-
a ble in vestmen t a ccou n ts.  Th e 
losses will first  offset  an y ca pita l 
ga in s rea lized th is yea r (as if you 
h a d a n y), bu t  th en  you  can  de-
du ct  u p to $3,000 a ga in st  you r 
in come from an y oth er sou rce. 
Losses in  excess of th e $3,000 
ca n  be ca rried over to 2003, 
wh ich  we hope will be a  better 
yea r. 

2. Ca tch  up on  dedu ctible a limon y 
pa ymen ts before yea r-end. Th is 
will redu ce you r ta xable in come 

givin g services to a  cha rita ble 
orga n iza tion  is 14 cen ts a  mile. 

• The ra te for use of you r ca r for 
medica l reason s is 13 cen ts a 
mile. 

• The ra te to use when  compu tin g 
dedu ctible movin g expenses is 13 
cen ts a  mile.  

 

The IRS a llows the 
u se of a  stan da rd 
milea ge ra te for 
compu tin g th e   
dedu ctible costs   

of opera tin g a n   au tomobile for        
bu siness, cha rita ble, medica l, or   
movin g expen se pu rposes a nd it     
ca n  really a dd u p. To justify th e           
dedu ction  you  mu st  keep a  record of 

th e miles driven , wh en , where, an d for 
wha t pu rpose, bu t  it  cou ld be worth  it . 

The a mou n ts for the va riou s            
dedu ctible costs for u se of a  ca r  for 
2002 a re as follows: 

• The  ra te for th e cost of opera tin g 
a  ca r is 36.5 cen ts a  mile for a ll 
bu siness miles driven . 

• The  ra te for th e u se of a  ca r wh en 

expen ses. 

2. An y distribu tion  from a  qua lified 
tu it ion  progra m exclu ded from 
in come, or 

3. An y ta x-free with drawa ls from a 
Coverdell E du ca tion  Sa vin gs Ac-
cou n t. 

Begin n in g in  2002, eligible edu ca tors 
will be able to dedu ct , a s an  a dju st-
men t to in come, u p to $250 in  qu a li-
fied un reimbu rsed expen ses pa id for 
books, supplies, compu ter equ ipmen t 
(in clu din g rela ted softwa re a n d ser-
vices), oth er equ ipmen t, an d su pplies 
or ma teria ls used in  the cla ssroom. 

To be dedu ctible, the qu a lified ex-
penses must be more tha n  th e follow-
in g a moun ts for th e ta x yea r: 

1. The in terest on  qu a lified US sa v-
in gs bonds tha t  you  exclu ded 
from in come becau se you  pa id                                                                             
qua lified h igher edu ca tion      

Tax Breaks for  a  Bad Year 

Get  the Most  from your Milea ge 

New Deduct ion for  Teachers  
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Being down on your luck 
can mean tax savings 



F o reig n  Ta x  Cre d it 

If you ’ve worked in  a  foreign 
cou n try or ha ve su bstan tia l in -
come from foreign  sou rces, you 
proba bly know a ll abou t th e for-
eign  ta x credit .  I t’s in ten ded to 
keep you  from bein g ta xed on  th e 
sa me in come by two differen t 
cou n tries.  Bu t even  if you  simply 
in vested in  some in terna tion a l 
mu tua l fu nds or stock in  a  foreign 
corpora t ion , you  ma y a lso be able 
to collect th is credit  becau se it’s 
likely you  pa id foreign  ta xes on 
th e in come.  Review you r in vest-
men t  sta temen ts a nd F orms 
1099-DIV a n d 1099-INT for for-
eign  ta x pa id. You  ca n  cla im u p to 
$600 direct ly on  1040, Lin e 43.  If 
more, then  u se F orm 1116 to 
cla im you r credit .  

 

Tax Credit s - Hidden Treasure 
Cre d it for Ex c ess  F ica  With -
h e ld  

If you  ha d more tha n  one        
employer in  2002 an d ea rned 
more tha n  $80,400 in  combined 
wa ges, you  most certa in ly ha d 
too mu ch  Socia l Secu rity ta x 
with held.  You  ca n  cla im th e ex-
cess by report in g the overpa id 
a moun t on  F orm 1040, Line 62. 

If you  use a  pa id prepa rer, ma ke 
su re tha t th ese an d oth er credits 
th a t you  migh t qu a lify for a re 
cla imed.  P rovide an y in forma -
tion  tha t is n eeded to min imize 
you r ta x bill. 

 

Ign orin g ta x credits is like tea rin g 
u p a  refu n d check.  Un fortu na tely, 
too ma n y people do it .  Un like de-
du ctions, wh ich  redu ce in come, ea ch 
dolla r of credit  equ a ls a  dolla r in  ta x 
sa vin gs. 

P eople gen erally miss ou t  on  ta x 
credits beca u se they get  in  a  h u rry 
a s the ta x filin g dea dline              
a pproa ches an d they u sua lly in volve 
ma kin g a ddit iona l compu ta t ions or 
fillin g ou t extra  forms. However, th e 
effort  cou ld net  you  severa l h un dred 
dolla rs. With  tha t th ou gh t  in  min d, 
h ere a re a  few of the less common 
ta x credits for in dividu a ls: 

AMT Cred it 

If you  pa id the dreaded a ltern a tive 
min imu m ta x in  a  previou s yea r, 
you  ma y ha ve genera ted a n  AMT 
credit , wh ich  you  ca n  u se to redu ce 
you r 2002 ta x bill.  Use F orm 8801 
to compu te th is credit . 

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 ct ivity u n der th e report ca lled Ta x Su mma ry.  
Th is is ma iled to clien ts by  F ebrua ry 1 for th e ca lenda r yea r.  Th e report  in clu des a ll the in come received       
in clu din g  a ccru ed in terest  pa id, dedu ctible fees, an y withdra 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 consider ha vin g you r a ssets ma na ged by Va licen ti Advisory Services, In c., plea se ca ll              
Ra lph  Roberts or Micha el Va licen ti usin g the nu mbers listed next  to th is a rt icle or visit  ou r Website.            
(www.va licen ti.com) 

Tax Credits can be worth 
hundreds of dollars. 

Copyright © 2002 Valicenti Advisory Services, Inc.  
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