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Achieving Your Dreams in 2008
By Colleen Cowles

As a new year begins, it’s a great time to reflect on the past year, and to consciously assess what’s worked well, and what can be improved upon.  Ideally, we establish practice goals for the upcoming year, and focus on achievement of those goals throughout the year.  The biggest challenge with that simple process is that day-to-day practice and life can get in the way.  If written practice goals were established for 2007, now is the time to review 2007 results, and to measure the goals established with the outcomes achieved.  In that way, what worked well can consciously be maintained, and a plan can be initiated to improve on the areas where goals were not achieved.  If a written plan was not completed for 2007, investing the time in creating a written plan for 2008 will be a project for which you will be richly rewarded.  

The Cowles Estates Practice System expedites assessment of 2007 operations and planning for 2008, and allows you to create plans--and the materials to carry out those plans--without a significant investment of time.   Under ‘Practice Management’ in the Cowles Members Only area, Income and Appointment Goals Charts make it easy for you to consider and plan the work flow that you’d like within your office, in conjunction with the volume of clients desired and required to achieve your income goals.   Forms are also included to make it easy to monitor the goals established on an ongoing basis, and to make adjustments as needed to achieve the goals.  

The ‘Marketing Tools’ box in the Cowles Members Only area gives you immediate access to a marketing plan for your office, allowing you to simply click on the activities and techniques that are of interest, and then to click on the materials needed to implement those techniques.  The system generates materials that are customized for your practice with a simple click of the mouse.  

The Cowles Members Only materials also help you to establish package pricing for various types of estate plans, and offer ‘Information on Fees’ handouts, along with various types of fee agreements.  Information in this section will show you how to coordinate your fee structure with your overall practice goals, and outlines techniques for increasing practice volume and profitability, minimizing or eliminating accounts receivable, and enhancing client service and opportunities for referral.
See all articles in this issue
LEGISLATIVE UPDATE

Mortgage Relief Act Liberalizes Exclusion on Sale of Personal Residence for Surviving Spouse

On December 20, President Bush signed into law the "Mortgage Forgiveness Debt Relief Act of 2007" (PL 110-142, December 20, 2007, 121 Stat 1803). In addition to providing that taxpayers generally may exclude from income up to $2 million of mortgage debt forgiveness on their principal residence, the Mortgage Relief Act amended I.R.C. § 121(b) to allow a surviving spouse, who has not remarried, up to a maximum $500,000 exclusion of gain from the sale or exchange of his or her qualifying principal residence if the sale occurs no later than 2 years after the date of death of his or her spouse and the requirements for the $500,000 exclusion under I.R.C. § 121(b)(2)(A) were met immediately before the spouse's death. The amendment is effective for sales and exchanges after December 31, 2007.

Under I.R.C. § 121, a qualifying taxpayer may exclude from gross income up to $250,000 of gain from the sale or exchange of property if, during the 5-year period ending on the date of the sale or exchange, the property has been owned and used by the taxpayer as his or her principal residence for periods totaling 2 years or more. Under I.R.C. § 121(b)(2)(A), married taxpayers filing jointly for the year of sale may exclude up to $500,000 of home-sale gain if either spouse meets the aforementioned ownership requirements and both spouses meet the use requirements with respect to the property. In addition, neither spouse may be ineligible for the full exclusion because of the once-every-2-year limit on the exclusion.

Prior to the Mortgage Relief Act, if the surviving spouse sold the home in a year after the year of a spouse's death, when he or she could no longer file a joint return, the maximum homesale exclusion was limited to $250,000. Under the new law, however, the measuring period for the increased exclusion is two years from the deceased spouse’s date of death.

Source: Westlaw: PL 110-142, December 20, 2007, 121 Stat 1803; Government Printing Office: PL 110-142  (enrolled version of bill also available)
Revenue Ruling Disallows Loss on Sale of Securities Where Seller's IRA Purchases Identical Stock

Revenue Ruling 2008-5 has been issued disallowing a loss on the sale of stock or securities when the individual causes his or her traditional IRA or Roth IRA to purchase stock or securities substantially identical to those sold within 30 days before or after the sale.

The specific set of facts addressed by the Internal Revenue Service in the ruling involves an individual who owned 100 shares of a company’s stock with a basis of $1,000. On December 20, 2007, the individual sold the 100 shares for $600. One day later the individual caused an individual retirement account, which was established for the exclusive benefit of the individual or the individual’s beneficiaries, to purchase 100 shares of the same company’s stock for current fair market value. The individual, who is not a dealer in stock or securities, executed the sale and purchase with different, unrelated market participants.

The IRS disallowed the loss on the sale by reason of I.R.C. § 1091, which addresses a loss from wash sales of stock or securities. I.R.C. § 1091(a) provides that where a loss is claimed to have been sustained from a sale or other disposition of stock or securities, if it appears that, within a period beginning 30 days before the date of such sale or disposition and ending 30 days after such date, the taxpayer has acquired or has entered into a contract or option to acquire substantially identical stock or securities, then no deduction is allowed under I.R.C. § 165, unless the taxpayer is a dealer in stock or securities and the loss is sustained in a transaction made in the ordinary course of business. Further, the IRS ruled that the individual’s basis in the individual retirement account or Roth IRA is not increased by virtue of I.R.C. § 1091(d).

Source:  Westlaw: Rev. Rul. 2008-5, 2007 WL 4443171; Internal Revenue Service: Rev. Rul. 2008-5, released December 12, 2007 (The revenue ruling is scheduled for publication January 22 in Internal Revenue Bulletin 2008-3.)
Office of Tax Analysis Report Urges Re-examination of Gift Tax 

Recently the Treasury Department's Office of Tax Analysis issued a report, The Federal Gift Tax: History, Law, and Economics by David Joulfaian, tracing the evolution of the gift tax since its inception, and reviewing the structure of the tax and its complex interactions with the income and estate taxes. An overview of the direct fiscal contribution of the gift tax is also included, as well as data tracing the number of taxpayers over time and their attributes. The paper concludes with a discussion of the behavioral effects of the gift tax, including the choice between gifts and bequests, timing of gifts, and compliance. The OTA stated that the report fills an informational void since, historically, the gift tax and its economic implications have been the subject of little analysis.

The report noted that “the gift tax was first enacted as a protective measure to minimize estate and income tax avoidance, and not for its direct revenue yield. Similarly, EGTRRA, while phasing out the estate tax, retained the gift tax for the very same reasons.”

Although the tax base, rate structure, and how the gift tax interacts with the income and estate taxes have undergone a number of changes over the past seven decades, its primary role as a protective measure remains as its most important feature. However, the report contends that with the compression of the tax rate schedule for estates and trusts, the gradual reduction in income tax rates enacted over the years, and various valuation practices which undermine the tax itself, the effectiveness of the gift tax as a protective measure has been reduced. Another factor undermining the gift tax is the apparent lack of coordination between the income tax, the gift tax, and the estate tax, particularly in the rate structures of the income tax and gift tax, and the tax exclusive nature of the gift tax that sets it apart from the estate tax. Therefore, the Office of Tax Analysis concludes that, in order for the gift tax to retain its continued effectiveness, a number of its features need to be re-examined and refined.

Source: Westlaw: Gift Taxes: OTA Recommends Examination, Refinement Of Gift Tax Regime to Preserve Effectiveness, 234 DTR G-4, 2007; U.S. Department of Treasury, Office of Tax Analysis: The Federal Gift Tax: History, Law, and Economics, OTA Paper 100, (Office of Tax Analysis Working Papers – 2007).
Internal Revenue Service Issues Corrections to Form 1041 Instructions and Schedule K-1

Last month the Internal Revenue Service issued a change to the 2007 Instructions for Form 1041, U.S. Income Tax Return for Estates and Trusts, which affects 2007 Instructions to Form 1041 downloaded before December 14, 2007. The correction is to the last sentence of line 9 of page 22 under the Exemption Worksheet for Qualified Disability Trusts Only, which gave an incorrect line reference for entering the result. The sentence should read "Enter the result here and on Form 1041, line 20."

The IRS also issued changes to the 2007 Schedule K-1, Beneficiary's Share of Income, Deductions, Credits, etc., which affect forms downloaded before December 27, 2007.  Three items were corrected on page two as follows:

The reporting information for box 10, Estate tax deduction should read: "Schedule A, line 28." 

Under box 11, the reporting information for code A, Excess deductions should read: "Schedule A, line 23."  

Under box 14, the reporting information for code E, Net investment income should read: "Form 4952, line 4a." 

The first sentence for the instructions for Box 13--Credits and Credit Recapture on page 4 was also corrected to read "Codes A through S list all the credits that may be allocated to you as a beneficiary."

The corrected versions of the 2007 Instructions for Form 1041 and the 2007 Schedule K-1 (Form 1041), Beneficiary's Share of Income, Deductions, Credits, etc. are available on the IRS website for download.
Source: Westlaw: Tax Forms: IRS Notes Form 1041 Instructions Changes, 246 DTR G-7, 2007, and Estate Taxes: IRS Corrects Schedule K for Form 1041, 248 DTR G-7, 2007; 
Internal Revenue Service: Caution — Change to the 2007 Instructions for Form 1041 (published December 18, 2007), and Caution--Changes to the 2007 Schedule K-1 (Form 1041), Beneficiary's Share of Income, Deductions, Credits, etc. (published December 27, 2007), both described on the IRS' Changes to Current Tax Forms, Instructions, and Publications page.

Applicable Federal Rates for January 

Revenue Ruling 2008-4
TABLE 1

Applicable Federal Rates (AFR) for January 2008

Period for Compounding

	 
	Annual
	Semiannual
	Quarterly
	Monthly

	Short-term

	AFR
	3.18%
	3.16%
	3.15%
	3.14%

	110% AFR
	3.51%
	3.48%
	3.46%
	3.46%

	120% AFR
	3.83%
	3.79%
	3.77%
	3.76%

	130% AFR
	4.15%
	4.11%
	4.09%
	4.08%

	Mid-term

	AFR
	3.58%
	3.55%
	3.53%
	3.52%

	110% AFR
	3.95%
	3.91%
	3.89%
	3.88%

	120% AFR
	4.31%
	4.26%
	4.24%
	4.22%

	130% AFR
	4.67%
	4.62%
	4.59%
	4.58%

	150% AFR
	5.40%
	5.33%
	5.29%
	5.27%

	175% AFR
	6.31%
	6.21%
	6.16%
	6.13%

	Long-term

	AFR
	4.46%
	4.41%
	4.39%
	4.37%

	110% AFR
	4.91%
	4.85%
	4.82%
	4.80%

	120% AFR
	5.36%
	5.29%
	5.26%
	5.23%

	130% AFR
	5.81%
	5.73%
	5.69%
	5.66%


TABLE 2

Adjusted AFR for January 2008

for purposes of I.R.C. § 1288(b)
Period for Compounding

	 
	Annual
	Semiannual
	Quarterly
	Monthly

	Short-term adjusted AFR
	3.05%
	3.03%
	3.02%
	3.01%

	Mid-term adjusted AFR
	3.39%
	3.36%
	3.35%
	3.34%

	Long-term adjusted AFR
	4.25%
	4.21%
	4.19%
	4.17%


TABLE 3

Rates under I.R.C. § 382(f) for January 2008

	Adjusted federal long-term rate for the current month
	4.25%
	

	Long-term tax-exempt rate for ownership changes during the current month (the highest of the adjusted federal long-term rates for the current month and the prior two months.)
	4.34%
	


TABLE 4

Appropriate Percentages under I.R.C. § 42(b)(2) for January 2008

	Appropriate percentage for the 70% present value low-income housing credit
	7.93%

	Appropriate percentage for the 30% present value low-income housing credit
	3.40%


TABLE 5

Rate under I.R.C. § 7520 for January 2008

	Applicable federal rate for determining the present value of an annuity, an interest for life or a term of years, or a remainder or reversionary interest


	4.4%

	TABLE 6

Deemed Rate for Transfers to New Pooled Income Funds During 2008

	Deemed rate of return for transfers during 2008 to pooled income funds that have been in existence for less than 3 taxable years
	4.8%


Source: Westlaw: Rev. Rul. 2008-4, 2007 WL 4427486; Internal Revenue Service: Rev. Rul. 2008-4, released December 19, 2007.
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Applying Formatting Codes
Cowles Customizer™




Cowles Customizer provides the ability to easily make formatting changes to your Cowles phrases, saving you time and eliminating redundancy. Once changes are made they will be reflected in the corresponding documents each time they are generated. (Existing sessions must be re-merged to reflect the changes.)

Access Cowles Customizer from the main Trust Plus or TrusTerminator screen. Once you locate and open your phrase you will see the Format menu on the tool bar of the Content tab. This menu includes tools to bold, center, italicize, and underline text. 

Simply highlight the section you want formatted, click on the Format menu and the appropriate option.
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[[PBOLDO]][[PUNDER(]RESIGNATION OF TRUSTEE(S){[SBOLDO]]
[[SUNDER(]]

[HRTO]]

[HRTOI]

|Any trustee may resign at any time by giving at least [[PBOLD(]Jthirty (30)
[[SBOLDO]] days prior written notice, specifying the effective date of the
resignation to any other trustee(s) then serving and to the trustee(s) appointed by

RESIGNATION OF TRUSTEE(S):

Any trustee may resign at any time by giving at least thirty (30) days prior
written notice, specifying the effective date of the resignation to any other
trustee(s) then serving and to the trustee(s) appointed by this Declaration of
Trust to act upon the resigning frustee's resignation.





The appropriate codes will automatically be put into your phrase before and after the selected text. In the above example, codes have been added to bold and underline the title of the section: RESIGNATION OF TRUSTEE(S). The system enters the codes [[PBOLD()]] and [[PUNDER()]] before the text indicating where the bold/underline is to begin. The [[SBOLD()]] and [[SUNDER()]] codes are entered after the text to indicate where the bold/underline is to stop. 

The text "thirty (30)" also contains bold codes. The second window shows how the text will actually appear once the documents are generated and the formatting codes are applied.

Any combination of these codes may be applied to text or merge codes. To apply more than one code, repeat the above steps for each option needed. Click HERE to view step-by-step examples illustrating text changes and formatting codes.

Call us today at (800) 366-1730, or email us at west.appsupport@thomson.com 
if you have any questions.
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