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Small Business Jobs Act of 2010 

• Enhanced small business expensing (Section 179 expensing). To help 

small businesses quickly recover the cost of capital outlays, small business 
taxpayers can elect to write off these expenditures in the year they are made 
instead of recovering them through depreciation.  Available for tax years 
beginning in 2010 and 2011. 

 Old Rules New Rules 
Annual Expensing Limit $250,000 $   500,000 

Total Property Phase-out Limit $800,000 $2,000,000 

Under the old rules, taxpayers could generally expense up to $250,000 of 

qualifying property—generally, machinery, equipment and software—placed in 
service in during the tax year. This annual limit was reduced by the amount by 
which the cost of property placed in service exceeded $800,000. Under the Small 
Business Jobs Act, for tax years beginning in 2010 and 2011, the $250,000 limit 
is increased to $500,000 and the investment limit to $2,000,000.  

o The Small Business Jobs Act also makes certain real property eligible for 

expensing. Thus, for property placed in service in any tax year beginning 
in 2010 or 2011, the $500,000 amount can include up to $250,000 of 
qualified leasehold improvement, restaurant and retail improvement 
property.  Note: There is no carryover for an unused expensing deduction 
for qualified real property to a tax year beginning after 2011.  

 

• Extension of 50% bonus first-year depreciation. Before the Small Business 
Jobs Act, Congress already allowed businesses to more rapidly deduct capital 
expenditures of most new tangible personal property placed in service in 2008 or 
2009 by permitting the first-year write-off of 50% of the cost. The Small Business 
Jobs Act extends the first-year 50% write-off to apply to qualifying property 

placed in service in 2010 (as well as 2011 for certain long production period 
property).  

 
• Boosted deduction for start-up expenditures. The Small Business Jobs Act 

allows taxpayers to deduct up to $10,000 in trade or business start-up 

expenditures for 2010. The amount that a business can deduct is reduced by the 
amount by which startup expenditures exceed $60,000. Previously, the limit of 
these deductions was capped at $5,000, subject to a $50,000 phase-out 
threshold.  

 
• First year dollar cap for passenger autos increased by $8,000. 

 
• Eligible small businesses may offset AMT with general business credits in 

2010. Under the AMT, taxpayers can generally only claim allowable general 

business credits against their regular tax liability, and only to the extent that their 
regular tax liability exceeds their AMT liability. A few credits, such as the credit for 
small business employee health insurance expenses, can be used to offset AMT 
liability. The Small Business Jobs Act allows eligible small businesses to use all 
types of general business credits to offset their AMT in tax years beginning in 

2010.  
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• 5 Year carryback of eligible small business credits. Generally, a business's 
unused general business credits can be carried back to offset taxes paid in the 
previous year, and the remaining amount can be carried forward for 20 years to 

offset future tax liabilities. Under Small Business Jobs Act, for the first tax year of 
the taxpayer beginning in 2010, eligible small businesses can carry back unused 
general business credits for five years instead of just one.  
 

• 100% gain exclusion from the sale of small business stock Ordinarily, 

individuals can exclude 50% of their gain on the sale of qualified small business 
stock (QSBS) held for at least five years (60% for certain empowerment zone 
businesses). This percentage exclusion was temporarily increased to 75% for 
stock acquired after Feb. 17, 2009 and before Jan. 1, 2011. Under the Small 

Business Jobs Act, the amount of the exclusion is temporarily increased yet again, 
to 100% of the gain from the sale of qualifying small business stock that is 
acquired in 2010 after September 27, 2010 and held for more than five years. In 
addition, the Small Business Jobs Act eliminates the alternative minimum tax 
(AMT) preference item attributable to such sales. Eligible small businesses are 

sole proprietorships, partnerships and non-publicly traded corporations with $50 
million or less in average annual gross receipts for the prior three years. 

 
• Health Insurance costs are deductible in computing self-employment tax. 

The Small Business Jobs Act allows business owners to deduct the cost of health 

insurance incurred in 2010 for themselves and their family members in calculating 
their 2010 self-employment tax.  
 

• Cell phones no longer listed property. This means that cell phones can be 

deducted or depreciated like other business property, without onerous 
recordkeeping requirements.  
 

• Temporary reduction in S corporation built-in gain period. Generally, a C 
corporation converting to an S corporation must hold onto any appreciated assets 

for 10 years or face a built-in gain tax at the highest corporate rate of 35%. The 
2010 Small Business Jobs Act temporarily shortens the holding period of assets 
subject to the built-in gains tax to 5 years if the 5th tax year in the holding period 
precedes the tax year beginning in 2011.  
 

• New tax break for long-term contract accounting. The Small Business Jobs 
Act provides that in determining the percentage of completion under the 
percentage of completion method of accounting, bonus depreciation in 2010 is not 
taken into account as a cost. This prevents the bonus depreciation from having 

the effect of accelerating income.  
 

• Limitation on penalty for failure to disclose certain reportable 
transactions. The Small Business Jobs Act generally limits the penalty to 75% of 
the decrease in tax resulting from the transaction, retroactively to penalties 

assessed after Dec. 31, 2006. Minimum and maximum penalties apply.  
 

• Revenue raisers. These tax breaks come at a cost. To mention a few of these 
unfavorable provisions, information reporting will generally be required for rental 
property expense payments made after Dec. 31, 2010, and increased information 

return penalties will be imposed.  
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HIRE Act – “Hiring Incentives to Restore Employment 
Act.” 

Payroll tax holiday and up-to-$1,000 credit for employers who hire unemployed 
workers. 

• To help stimulate the hiring of workers by the private sector, the new law 
exempts any private-sector employer that hires a worker who had been 

unemployed for at least 60 days from having to pay the employer's 6.2% 
share of the Social Security payroll tax on that employee for the 
remainder of 2010. 

o Only on wages paid by 12/31/10 
o Not available to household employers (nanny/cleaner) 

o Not available for relatives 
o Cannot use with Work Opportunity Tax Credit program 
o Must sign affidavit Form W-11 that they have not been employed 

more than 40 hours for 60 days before employment 

o Replacement for existing employee if left voluntarily or by cause 
o There is no minimum weekly number of hours that the new 

employee must work for the employer to be eligible, and there is 
no limit on the dollar amount of payroll taxes per employer that 
may be forgiven 

• As an additional incentive, for any qualifying worker hired under this 
initiative that the employer keeps on payroll for a continuous 52 weeks, 
the employer is eligible for an additional non-refundable tax credit of up to 
$1,000 after the 52-week threshold is reached, 

o To be taken on their 2011 tax return 

o In order to be eligible, the employee's pay in the second 26-week 
period must be at least 80% of the pay in the first 26-week period 

o Lesser of $1,000 or 6.2% of wages paid by the employer  

 

 

2010 Health Care Act 

• Small employer health insurance credit 
o Must offer and contribute at least half of the total premium cost of 

health insurance. 
o No more than 25 full-time equivalent employees with annual average 

wages of no more than $50,000 
o Available against alternative minimum tax (AMT) 
o Credit is generally 35% of the employer’s non-elective contributions 

towards the qualifying health insurance 
o Self-employed individuals (or their family), 2% S-Corp shareholders, 

5% owners of employer are not considered employees for this credit 
• Dependent coverage extended the age of a child not yet reach 27 by the end 

of the tax year. 
• Adoption Credit extended through 2011, increased by $1,000 and is now 

refundable. President Obama has proposed to permanently extend the 
adoption credit and the refundability of the credit. 
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Expiring Tax Cuts December 31, 2010 

• Income Tax Rates for Individuals – The “bush tax cuts” made across the 
board rate reductions but its greatest benefit was to taxpayers in the top two 

brackets.   
 
After 2010, higher-income taxpayers ($200,000 single/$250,000 married) will be 
subject to higher marginal rates.  They will also be subject to additional Medicare 

tax of .90% on earned income above $200,000 and 3.8% on the lesser of 
investment income or modified AGI in excess of $200,000 after 12/31/2012. 

 

Tax Policy Center Table of Tax Rate Comparison 

 (http://taxpolicycenter.org/taxtopics/TCE_parameters_2011.cfm) 
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• Long Term Capital Gains and Dividends – Tax rates on both long-term gains 

and dividends are scheduled to revert to pre 2003 levels in 2011: 

- 20% on gains (10% for taxpayers in 15% or lower brackets) 

- Regular tax rates (as high as 39.6% on dividends 

President Obama propses 15% maximum for both gains and dividends but 20% 

for high-income taxpayers (194,050 single/235,450 married) 

• Personal Exemptions - Phaseout for high-income taxpayers returns 

• Limitation on Itemized Deductions – returns for high-income taxpayers 

• Child Tax Credit - will drop in half to $500 and the phaseout threshold begins at 

$75,000 ($110,000 for married filing jointly).  President Obama has proposed 

permanently extending the child tax credit after 12/31/10. 

• Dependent Care Credit - will decrease from $3,000 to $2,400 for one qualifying 

child and from $6,000 to $4,800 for two or more qualifying children with a 

maximum credit of 30% down from 35% 

• American Opportunity Tax Credit – enhanced version of Hope Credit which is 

reinstated 

• AMT Exemption - amounts will revert to 2001 levels of $33,750 from $46,700 

($45,000 from $70,950) for married filing jointly) 

• Employer provided child care facilities tax credit - will disappear.  With 

recapture provisions, employers will most likely seek to lower costs or charge 

employees more to continue providing services.  President Obama has proposed 

to permanently extend the credit. 

• Educational Assistance Programs - Employers providing educational 

assistance program expenses will have to qualify under stringent fringe benefit 

rules to be excludible from employees income 

• Student Loan Interest Deduction - Phaseout range for student loan interest 

deduction will revert to 2001 levels and only interest paid within 60 months is 

deductible. 

• Estate & Gift Tax Rates - will revert to 55% from 45% and exemption amounts 

will decrease from $3.5 million to $1 million 

• Educator Expenses - $250 Deduction for expenses of school teachers ends 

12/31/10 

• Mortgage Insurance Premiums – no longer deductible as qualified residence 

interest 

• General sales tax deduction 

• Research credits 
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• Personal Energy Property Credit 

• Earned income tax credit – 45% for 3 or more qualifying children and phaseout 

levels decrease 

• Making Work Pay Credit 

• Coverdell Education Savings Account - Contribution limit to a Coverdell 

Education Savings Account reduces to $500 from $2,000 after 12/31/2010.  

Distributions will no longer be allowed to pay elementary and secondary education 

expenses.  Consider rolling unused funds to a 529 college savings plan. 

• Over-the-counter medicine - no longer eligible expenses for distributions from 

FSA, HSA, HRA, or Archer MSA plans unless prescribed by a doctor 

• Distributions from HSA/Archer MSA - Additional tax increases to 20% on 

amounts disbursed that are not used for qualifying medical expenses from HSA 

and Archer MSA plans 

 

 

Tax Planning Strategies 

Assuming tax rate increases:  

1. Accelerating Income: 

a. gain transactions – if the security is worthy of holding, selling the 
asset by 12/31 will allow the gain to be taxed at lower capital gains 
rates and can purchase the same security immediately after since 
“Wash Sale” rules do not apply to gains.  Theory is the re-purchase 
of the security will have an increased basis so when sold in the 

future will have either a smaller gain or if a loss will decrease at 
ordinary income rates.   

b. Collection calls on receivables for cash basis taxpayers 
c. Cash basis taxpayers can increase net income by paying expenses 

in the following year 
d. Hold off on paying estimated state tax payments until January 
e. Bunch charitable contributions – donate to charity in January then 

December of the same year 
f. Consider investing in private activity bonds if not in AMT as rates 

are typically higher due to the preference item disadvantage. 
2. Defer loss transactions – the tax benefit from deduction of a loss is greater 

if taken in a period when a taxpayer is subject to a higher tax rate. 

NOTE:  One disadvantage to accelerating income for individuals is the impact 
on deductions for expenses that are limited based upon the AGI such as 
medical expenses or miscellaneous itemized deductions. 

Assuming tax rate increases will be delayed:  
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1. Offset capital gains with capital losses 
2. Turn short term capital gains into long term capital gains by waiting to sell 

the property until the holding period is more than 1 year. 

3. Defer gain transactions – 1031 exchange or installment sales 
4. Cash basis taxpayers can request “good” customers to hold payment until 

January 
5. Accelerate paying expenses in 2010 

Planning Idea:  Hedge your bets – if you have a capital asset that you are intending to 
sell soon think about selling only part of it before 2011 if possible.   

Rollover to a ROTH IRA 

The reason for having or converting to a Roth IRA is to eliminate future income of 
distributions coming from the IRA or to the owner of a subsequent beneficiary.  There is 
an upfront cost contributing to a Roth IRA.  For 2010 a taxpayer can convert an IRA to a 
Roth and the income can be deferred to 2011 and 2012.  After 2010 the amount 

converted must be included in income in the year of conversion.  If you believe the 
income tax rates will go up in 2011, including 100% of the conversion amount on the 
2010 return may be favorable to deferring. 

o Should have other funds to pay the tax otherwise 10% additional tax on 
amount retained from the conversion to pay the tax will be assessed. 

o Roth IRAs are not subject to required minimum distribution rules 
o Re-characterization rules allows a taxpayer to “unconvert” the transaction 

if done before due date of tax return (including extention) for the year in 
which the conversion was done.   

o Reconversion rules allow a taxpayer to reconvert after a recharacterization 
the later of 

� The beginning of the year following the initial conversion 
� 30 days after the recharacterization to a non-Roth IRA 

 
EXAMPLE:   
 
• Convert $50,000 from an IRA to a Roth IRA by 12/15/10 (allowing enough time 
for brokerage firms to process paperwork).  By 4/15/11, analyze the tax impace with the 

now known tax rates.  If you assume an increase in the tax rates the tax savings of 
including the entire amount of the conversion on the 2010 return will save $1,500 in 
taxes for the 25% bracket taxpayer ($50,000 X 3% increase in 2011 tax rate).   
Taxpayer should consider having the additional funds available to pay the tax outside of 

retirement funds otherwise additional 10% tax assessed.  Also, electing to include the 
conversion in 20100 & 2012 will allow the taxpayer to save the necessary funds to pay 
the tax overtime. 
• If the market declines by 10/15/11 a taxpayer can “recharacterize” the 
conversion, then reconvert after 30 days to take advantage of the decline.  For example, 

if the market declines 15% from the date of conversion and is expected to remain low for 
30 days more, a taxpayer could save $600 by “recharacterizing” on 10/15/11 and 
reconverting after 11/15/11 even at the higher tax rates. 

 

 

12/15/10          4/15/11               10/15/11       11/16/11 

IRA to Roth           Extension              “Recharacterize”   “Reconversion” 

Conversion          or File 2010 

            Return 
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Time allowed to 
determine tax rate 
changes and to analyze 
whether to include entire 
amount in 2010 return or 

include on 2011 and 2012 
returns 

Market analysis time.  If 
market drops significantly 
consider recharacterizing 
the conversion to do a 
reconversion at a lower 

market rate to reduce tax 
impact 

Required time before 
reconversion is available 
after “Recharacterization” 
is completed 

 
 
Conversion Amount    $50,000 
2010 Tax (Rate = 25%)      12,500 
2011/2012 Tax (Rate = 28%)     14,000 
Tax savings         1,500 
 
Decline in Market (15%)    $42,500 
2011/2012 Tax (Rate = 28%)      11,900 
Additional Tax Savings of Reconversion         600 
 

 


