The Tax Extender Waiting Game is Over
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2014 has ended but many clients are still playing catch-up with respect to the tax extender provisions that Congress has only recently made retroactively relevant for 2014.  While Congress has a history of retroactively extending many of these valuable tax breaks, the rebounding economy created uncertainty as to whether history would repeat itself late in 2014—meaning that many clients have been playing the waiting game.  Some of these extender provisions will likely benefit clients whether or not additional action is taken late in 2014—but for others, immediate action may be required to ensure that clients are able to minimize their 2014 tax liability, and since Congress has only extended these provisions through December 31, the waiting game will soon begin all over again for 2015.
Individual Clients
The Tax Increase Prevention Act of 2014 extended many valuable tax-savings tools for individual taxpayers, including the above-the-line deductions for up to $4,000 in higher educational expenses and up to $250 for supplies purchased by elementary and secondary school teachers.

The Act also revived a provision that allows taxpayers aged 70 ½ and older to make tax-free charitable donations directly from IRA accounts.  For many taxpayers, this allows them to take their annual required minimum distribution (RMD) from retirement accounts without the corresponding increase in taxable income.  The RMD rules require that a taxpayer begin taking distributions from IRAs once that taxpayer reaches age 70 ½.  Because of this, many taxpayers are required to increase taxable income whether or not they need the extra funds.

The tax-free treatment of the charitable IRA rollover allows these taxpayers to take their RMD (up to $100,000 per year, or $200,000 per couple if each spouse has a separate IRA) without increasing their tax burden—as long as the funds are transferred directly to a qualified charity.  In the past, Congress has granted a window early in the following tax year to allow taxpayers to take advantage of the retroactive renewal in the previous tax year—unfortunately, Congress has shown no intention of granting a similar reprieve with respect to the 2014 extension, so the time to act is now.
Congress has also extended the deduction for state and local sales taxes.  This provision allows individual clients to deduct their sales tax liability instead of their income tax liability, and is particularly useful for clients living in states with no state or local income taxes.
Small Business Clients

For small business clients, the tax breaks extended this month can prove particularly valuable, as Congress has extended the so-called “bonus depreciation” rules.  The Section 179 depreciation rules permit small business clients to accelerate the deduction for the cost of depreciable assets of up to $500,000 (on purchases of up to $2.5 million) into the year of purchase, rather than depreciating those assets over their normal useful lifespan.  On January 1, these limits will once again decrease to $25,000 and $250,000, respectively.

The 50 percent bonus depreciation rule allows a small business to deduct 50 percent of the cost of new assets in the year of purchase, with the remaining cost spread over the useful life of the property.  Clients seeking to take advantage of the bonus depreciation extension may want to consider accelerating any large purchases into 2014 in order to take advantage of the favorable tax treatment—which, again, has not yet been renewed for 2015. 
Congress also extended the research and development credit for the 2014 tax year—which can benefit many small business clients that have chosen to make these expenditures throughout 2014 despite the uncertainty over whether the credit would be renewed.
Conclusion

Many clients may be breathing a sigh of relief after Congress finalized the retroactive application of these favorable tax provisions—despite this, it’s important to note their limited applicability and to remember that the uncertainty begins all over again once we ring in the new year.
