
          
This update is to alert you to certain expired tax benefits that have been retroactively

reinstated for 2006 – and extended through 2007 – by the Tax Relief and Health Care Act of

2006.  At least some of these benefits will not be reflected on the 2006 federal tax forms and

instructions, as they were finalized well before the new law’s December 20, 2006 enactment date.

  Extensions and Benefits Affecting Individuals

   The following tax benefits have been reinstated for 2006 and
extended  through 2007.                

• Itemized deduction for state and local general sales taxes in lieu of state
and local income taxes.  The deduction can be based on actual sales tax
paid, as shown on receipts retained by the taxpayer.  Alternatively, the
deduction can be figured using tables to be issued by the IRS.  The IRS has
indicated that the deduction for 2006 should be claimed on line 5 of
Schedule A to Form 1040, with the notation “ST.”

• Above-the-line deduction for higher education expenses.  This provision
allows taxpayers to deduct up to $4,000.00 (depending on income) of
higher education expenses in lieu of claiming the HOPE or Lifetime
Learning tax credits.  The IRS has indicated that the deduction for 2006
should be claimed on line 35 of Form 1040, with the notation “T.”  However,
because line 35 is also used for the tax code section 199, domestic
production deduction, a taxpayer claiming both deductions should use the
notation “B” and prepare a statement explaining the combined deductions.

• Above-the-line deduction for educators’ out-of-pocket expenses, Teachers and
other school professionals (kindergarten through grade 12) may deduct up to
$250.00 of unreimbursed expenses for books, certain supplies, computer
equipment (including related software and services), other equipment, and
supplementary materials used by the educator in the classroom.  The IRS has
indicated that the deduction for 2006 should be claimed on line 23 of Form
1040, with the notation “E.”  However, because the same line is also used for
the Archer Medical Savings Accounts (MSA) deduction, a taxpayer claiming
both deductions should use the notation “B” and prepare a statement
explaining the combined deductions.

• Availability of Archer MSA’s.  The new law lifted restrictions on new post-2005
contributions to tax-favored MSA’s.
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Extensions of Benefits Affecting 
Businesses or Investors 

The following tax benefits have been extended through 2007,
with modifications in some cases.  Business entities are the
primary beneficiaries of these provisions.

• Fifteen-year straight-line depreciation for qualified
leasehold improvements and qualified restaurant
property.  The regular depreciation period for these types
of properties is thirty-nine years.  The 15-year period
applies to property placed in service before January 1,
2008.

• Enhanced charitable contribution deduction for donations of
computer equipment to certain educational organizations or
public libraries.  The maximum deduction is two times the
taxpayers’ basis in the donated property.  The new law also
expands this deduction, as well as the enhanced charitable
contribution deduction for certain donations of property used
for scientific purposes (which is permanent), by providing
that property  assembled by the taxpayer can qualify.

• Work Opportunity Tax Credit (WOTC) and Welfare-to-
Work Credit(WTWC).  Each provision allows employers
who hire individuals from certain targeted groups to claim
a credit based on specifically defined wages (although
defined differently for each credit).  The maximum WOTC
is $2,400.00 per employee for wages paid during the
employee’s first year of employment.  The maximum
WTWC is $8,500.00 per employee, spread over the
employee’s first two years of employment.  The two
credits will be combined, with modifications, with respect
to wages paid to qualified individuals who begin work in
2007.

Next Steps

The last-minute changes

discussed above are certainly

good news for many taxpayers.

At the same time, the changes

call for some rethinking of

current tax plans.  At  least,

taxpayers who stand to benefit

from these changes should

make sure they have the

necessary documentation.  The

IRS plans to publicize the

changes and to issue guidance

on how to claim the reinstated

benefits on the 2006 forms.

Among other things, the IRS

suggests that taxpayers monitor

its World-W ide Website.

Starting from the IRS’s

homepage at www.irs.gov, clink

on the link “More Forms and

Publications,” and then the link

“What’s Hot in Forms and

Publications.”  The IRS sees the

upcoming filing season as “high

risk” in terms of taxpayer

confusion, processing delays,

and the potential for error.  We

agree.  As always, we stand

ready to help you maximize

your tax benefits without unduly

disrupting your personal or

professional life.

If yo u  pre fe r to  re c e ive th is  new slett er e lec tro n ic ally , 
p lease fo r w ar d  an  ema il con f ir ming  your  cho ic e in  that  reg ar d  to g w s h  @ g w s h - l a w .c o m .
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