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I. Deducting Medical Expenses 
 A. Generally 
  Medical and dental expenses are often one of the largest expenses for retired people. 
Fortunately, some of these expenses are deductible. These include health insurance premiums (including 
Medicare premiums), long-term care insurance premiums, prescription drugs, nursing home care, home 
care, assisted living and most other out-of-pocket heath care expenses. 
  If you itemize your deductions, medical and dental expenses are deductible from your 
income taxes on Schedule A of your tax return. However, they are subject to a limit. For many years, the 
limit was 7.5% of a taxpayer's adjusted gross income (AGI), meaning that only those expenses in excess 
of 7.5% of a taxpayer's AGI were deductible. For example, if someone's AGI was $100,000, only those 
medical and dental expenses above $7,500 (7.5% x $100,000 = $7,500) would be deductible. The rules 
for deducting medical and dental expenses changed in 2013. Under current rules, only medical and dental 
expenses in excess of 10% of a taxpayer's AGI are deductible. Under the prior rules, the threshold 
was 7.5% threshold so people could deduct more of these expenses. In creating the new rules for 
deducting medical expenses, Congress exempted people age 65 and older from the 10% threshold 
increase until 2017. Thus, anyone age 65 or older can use the 7.5% threshold for deducting medical and 
dental expenses for any tax year ending before January 1, 2017, as long as the taxpayer or his or her 
spouse was age 65 during or before the tax year.  
 B. What Expenses Can You Include This Year? 
  You can include only the medical and dental expenses you paid this year, regardless of 
when the services were provided.  If you pay medical expenses by check, the day you mail or deliver the 
check generally is the date of payment. If you use a “pay-by-phone” or “online” account to pay your 
medical expenses, the date reported on the statement of the financial institution showing when payment 
was made is the date of payment. If you use a credit card, include medical expenses you charge to your 
credit card in the year the charge is made, not when you actually pay the charge card.  If you didn't claim 
a medical or dental expense that would have been deductible in an earlier year, you can file Form 1040X, 
Amended U.S. Individual Income Tax Re-turn, for the year in which you overlooked the expense. Don't 
claim the expense on this year's return. Generally, an amended return must be filed within 3 years from 
the date the original return was filed or within 2 years from the time the tax was paid, whichever is later. 
  You can't include medical expenses that were paid by insurance companies or other 
sources. This is true whether the payments were made directly to you, to the patient, or to the provider of 
the medical services. 
  If you and your spouse live in a non-community property state and file separate returns, 
each of you can include only the medical expenses each actually paid. Any medical expenses paid out of 
a joint checking account in which you and your spouse have the same interest are considered to have 
been paid equally by each of you, unless you can show otherwise. 
 C. Whose Medical Expenses Can You Include? 
  You can generally include medical expenses you pay for yourself, as well as those you 
pay for someone who was your spouse or your dependent either when the services were provided or 
when you paid for them. There are different rules for decedents and for individuals who are the subject of 
multiple support agreements (discussed later). 
  1. Spouse - You can include medical expenses you paid for your spouse. To 
include these expenses, you must have been married either at the time your spouse received the medical 
services or at the time you paid the medical expenses. 
  2. Dependent - You can include medical expenses you paid for your dependent. 
For you to include these expenses, the person must have been your dependent either at the time the 
medical services were provided or at the time you paid the expenses. A person generally qualifies as your 
dependent for purposes of the medical expense deduction if both of the following requirements are met.  
The person was a qualifying child (defined later) or a qualifying relative (defined later), and the person 
was a U.S. citizen or national or a resident of the United States, Canada, or Mexico. You can include 
medical expenses you paid for an individual that would have been your dependent except that: He or she 
received gross income of $4,000 or more in 2015, He or she filed a joint return for 2015, or You, or your 
spouse if filing jointly, could be claimed as a dependent on someone else's 2015 return.  
   a. A Qualifying Relative is a person: Who is your:  Son, daughter, 
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stepchild, or foster child, or a descendant of any of them (for example, your grand-child), Brother, sister, 
half brother, half sister, or a son or daughter of any of them, father, mother, or an ancestor or sibling of 
either of them (for example, your grandmother, grandfather, aunt, or uncle), Stepbrother, stepsister, 
stepfather, stepmother, son-in-law, daughter-in-law, father-in-law, mother-in-law, brother-in-law, or sister-
in-law, or Any other person (other than your spouse) who lived with you all year as a member of your 
house-hold if your relationship didn't violate local law, Who wasn't a qualifying child of any taxpayer for 
2015, and for whom you provided over half of the support in 2015.  
   b. Support claimed under a multiple support agreement. If you are 
considered to have provided more than half of a qualifying relative's support under a multiple support 
agreement, you can include medical expenses you pay for that person. A multiple support agreement is 
used when two or more people provide more than half of a person's support, but no one alone provides 
more than half and it is agreed that you will take that person as a dependent.  Any medical expenses paid 
by others who joined you in the agreement can't be included as medical expenses by anyone, since only 
the one who is taking the person as a dependent can take their medical entire unreimbursed they paid for 
medical expenses.   Example. You and your three brothers each provide one-fourth of your mother's total 
support. Under a multiple support agreement, you treat your mother as your de-pendent. You paid all of 
her medical expenses. Your brothers repaid you for three-fourths of these expenses. In figuring your 
medical expense deduction, you can include only one-fourth of your mother's medical expenses. Your 
brothers can't include any part of the expenses. However, if you and your brothers share the nonmedical 
support items and you separately pay all of your mother's medical expenses, you can include the 
unreimbursed amount you paid for her medical expenses in your medical expenses. 
 D. What Are Medical Expenses? 
  Medical expenses are the costs of diagnosis, cure, mitigation, treatment, or prevention of 
disease, and the costs for treatments affecting any part or function of the body. These expenses include 
payments for medical services rendered by physicians, surgeons, dentists, and other medical 
practitioners. They include the costs of equipment, supplies, and diagnostic devices needed for these 
purposes.  Medical care expenses must be primarily to alleviate or prevent a physical or mental defect or 
illness. They don't include expenses that are merely beneficial to general health, such as vitamins or a 
vacation.  Medical expenses include the premiums you pay for insurance that covers the expenses of 
medical care, and the amounts you pay for transportation to get medical care. Medical expenses also 
include amounts paid for qualified long-term care services and limited amounts paid for any qualified long-
term care insurance contract. 
  1.  General List. Here is a detail list of some items approved by IRS:  Abortion; 
Acupuncture; Alcoholism; Ambulance; Annual Physical Examination; Artificial Limb; Artificial Teeth; 
Bandages; Birth Control Pills; Body Scan; Braille Books and Magazines; Breast Pumps and Supplies; 
Breast Reconstruction Surgery; Chiropractor; Christian Science Practitioner; Contact Lenses; Crutches; 
Dental Treatment; Diagnostic Devices;  Drug Addiction; Drugs See Medicines, later; Eye Exam; 
Eyeglasses; Eye Surgery; Fertility Enhancement; Guide Dog or Other Service Animal; Health Institute; 
Health Maintenance Organization (HMO); Hearing Aids; Home Care; Hospital Services; Insurance 
Premiums (but see Qualified LongTerm Care Insurance Contracts under LongTerm Care, later);  Cost of 
Special Homes for Intellectually and Developmentally Disabled; Laboratory Fees; Lactation Expenses; 
Lead-Based Paint Removal; Learning Disability-special Education; Operations; Optometrist; Organ 
Donors; Osteopath; Oxygen; Physical Examination; Pregnancy Test Kit; Prosthesis; Psychiatric Care; 
Psychoanalysis; Psychologist; Teaching Braille to a visually impaired person; Teaching lip reading to a 
hearing disabled person, or giving remedial language training to correct a condition caused by a birth 
defect; Sterilization; Stop-Smoking Programs (stop smoking programs and only drugs prescribed); 
Surgery; Therapy; Transplants; essential transportation; Vision Correction Surgery; Weight-Loss Program; 
Wheelchair; X-ray 
  2.  More specifically 
   a. Legal Fees 
    You can include in medical expenses legal fees you paid that are 
necessary to authorize treatment for mental ill-ness. However, you can't include in medical expenses fees 
for the management of a guardianship estate, fees for conducting the affairs of the person being treated, 
or other fees that aren't necessary for medical care. 
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   b. Lifetime Care—Advance Payments 
    You can include in medical expenses a part of a life-care fee or 
“founder's fee” you pay either monthly or as a lump sum under an agreement with a retirement home. The 
part of the payment you include is the amount properly allocable to medical care. The agreement must 
require that you pay a specific fee as a condition for the home's promise to provide lifetime care that 
includes medical care. You can use a statement from the retirement home to prove the amount properly 
allocable to medical care. The statement must be based either on the home's prior experience or on 
information from a comparable home. 
   c. Capital Expenses 
    You can include in medical expenses amounts you pay for special 
equipment installed in a home, or for improvements, if their main purpose is medical care for you, your 
spouse, or your dependent. The cost of permanent improvements that increase the value of your property 
may be partly included as a medical expense. The cost of the improvement is reduced by the increase in 
the value of your property. The difference is a medical expense. If the value of your property isn't 
increased by the improvement, the entire cost is included as a medical expense.  Certain improvements 
made to accommodate a home to your disabled condition, or that of your spouse or your dependents who 
live with you, don't usually increase the value of the home and the cost can be included in full as medical 
expenses. These improvements include, but aren't limited to, the following items. Constructing entrance 
or exit ramps for your home; Widening doorways at entrances or exits to your home; Widening or 
otherwise modifying hallways and interior doorways; Installing railings, support bars, or other 
modifications to bathrooms; Lowering or modifying kitchen cabinets and equipment; Moving or modifying 
electrical outlets and fixtures; Installing porch lifts and other forms of lifts (but elevators generally add 
value to the house); Modifying fire alarms, smoke detectors, and other warning systems; Modifying 
stairways; Adding handrails or grab bars anywhere (whether or not in bathrooms); Modifying hardware on 
doors; Modifying areas in front of entrance and exit door-ways; Grading the ground to provide access to 
the residence.  Only reasonable costs to accommodate a home to a disabled condition are considered 
medical care. Additional costs for personal motives, such as for architectural or aesthetic reasons, aren't 
medical expenses. 
   d. Long-Term Care 
    You can include in medical expenses amounts paid for qualified long-
term care services and premiums paid for qualified long-term care insurance contracts. 
    i. Qualified Long-Term Care Services.  Qualified long-term care 
services are necessary diagnostic, preventive, therapeutic, curing, treating, mitigating, rehabilitative 
services, and maintenance and personal care services (defined later) that are: Required by a chronically 
ill individual, and Provided pursuant to a plan of care prescribed by a licensed health care practitioner.   
    ii. Chronically ill individual. An individual is chronically ill if, within 
the previous 12 months, a licensed health care practitioner has certified that the individual meets either of 
the following descriptions: He or she is unable to perform at least two activities of daily living without 
substantial assistance from an-other individual for at least 90 days, due to a loss of functional capacity. 
Activities of daily living are eating, toileting, transferring, bathing, dressing, and continence or, he or she 
requires substantial supervision to be protected from threats to health and safety due to severe cognitive 
impairment.   
    iii. Maintenance and personal care services. Maintenance or 
personal care services is care which has as its primary purpose the providing of a chronically ill individual 
with needed assistance with his or her disabilities (including protection from threats to health and safety 
due to severe cognitive impairment). 
    iv. Qualified Long-Term Care Insurance Contracts.  A qualified 
long-term care insurance contract is an insurance contract that provides only coverage of qualified long-
term care services. The contract must: Be guaranteed renewable, Not provide for a cash surrender value 
or other money that can be paid, assigned, pledged, or borrowed, Provide that refunds, other than refunds 
on the death of the insured or complete surrender or cancellation of the contract, and dividends under the 
contract must be used only to reduce future premiums or increase future benefits, and generally not pay 
or reimburse expenses incurred for services or items that would be reimbursed under Medicare, except 
where Medicare is a secondary payer, or the contract makes per diem or other periodic payments without 
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regard to expenses.  The amount of qualified long-term care premiums you can include is limited to the 
following as medical expenses on Schedule A (Form 1040):  If you are age 40 or under – $380, age 41 to 
50 – $710, age 51 to 60 – $1,430, Age 61 to 70 – $3,800, age 71 or over – $4,750.  Note. The limit on 
premiums is for each person.  Additional Note:  NY permits a Long-term care insurance tax credit (a 
nonrefundable credit) if:   an individual or a business pays premiums for qualifying long-term care 
insurance policies.  The allowable credit is 20% of the premiums paid during the tax year for the 
purchase of, or for continuing coverage under a qualifying long-term care insurance policy.   
  e. Medicines 
    You can include in medical expenses amounts you pay for prescribed 
medicines and drugs. A prescribed drug is one that requires a prescription by a doctor for its use by an 
individual. You can also include amounts you pay for insulin. Except for insulin, you can't include in 
medical expenses amounts you pay for a drug that isn't prescribed.  Imported medicines and drugs. If 
you imported medicines or drugs from other countries, see Medicines and Drugs From Other Countries, 
under What Expenses Aren't Includible, later.  
   f. Nursing Home  
    You can include in medical expenses the cost of medical care in a 
nursing home, home for the aged, or similar institution, for yourself, your spouse, or your dependents. 
This includes the cost of meals and lodging in the home if a principal reason for being there is to get 
medical care.  Don't include the cost of meals and lodging if the reason for being in the home is personal. 
You can, however, include in medical expenses the part of the cost that is for medical or nursing care.  
   g. Nursing Services  
    You can include in medical expenses wages and other amounts you pay 
for nursing services. The services need not be performed by a nurse as long as the services are of a kind 
generally performed by a nurse. This includes services connected with caring for the patient's condition, 
such as giving medication or changing dressings, as well as bathing and grooming the patient. These 
services can be provided in your home or another care facility.  Generally, only the amount spent for 
nursing services is a medical expense. If the attendant also provides personal and household services, 
amounts paid to the attendant must be divided between the time spent performing household and 
personal services and the time spent for nursing services. For example, because of your medical 
condition you pay a visiting nurse $300 per week for medical and household services. She spends 10% of 
her time doing household services such as washing dishes and laundry. You can include only $270 per 
week as medical expenses. The $30 (10% × $300) allocated to house-hold services can't be included. 
However, certain maintenance or personal care services provided for qualified long-term care can be 
included in medical expenses. See Maintenance and personal care services above.  
You can also include in medical expenses part of the amount you pay for that attendant's meals.  If you 
had to pay additional amounts for household upkeep because of the attendant, you can include the extra 
amounts with your medical expenses. This includes extra rent or utilities you pay because you moved to a 
larger apartment to provide space for the attendant.  
   h. Employment taxes. You can include as a medical expense social 
security tax, FUTA, Medicare tax, and state employment taxes you pay for an attendant who provides 
medical care. If the attendant also provides personal and household services, you can include as a 
medical expense only the amount of employment taxes paid for medical services as explained earlier. For 
information on employment tax responsibilities of household employers, see IRS Publication 926.  
 
II. Trust Income Taxation Generally 
 A. Income Taxation of Trusts and Decedents' Estates – Generally  
  A trust or a decedent's estate is a separate legal entity for federal tax purposes. A 
decedent's estate comes into existence at the time of death of an individual. A trust may be created 
during an individual's life (inter vivos) or at the time of his or her death under a will (testamentary). If the 
trust instrument contains certain provisions, then the person creating the trust (the grantor) is treated as 
the owner of the trust's assets. Such a trust is a grantor type trust. See Grantor Type Trusts, later. 
A trust or decedent's estate figures its gross income in much the same manner as an individual. It files a 
Federal Form 1041.  Most deductions and credits allowed to individuals are also allowed to estates and 
trusts. However, there is one major distinction. A trust or decedent's estate is allowed an income 
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distribution deduction for distributions to beneficiaries. To figure this deduction, the fiduciary must 
complete Schedule B. The income distribution deduction determines the amount of any distributions taxed 
to the beneficiaries.  For this reason, a trust or decedent's estate sometimes is referred to as a “pass-
through” entity. The beneficiary, and not the trust or decedent's estate, pays income tax on his or her 
distributive share of income. Schedule K-1 (Form 1041) is used to notify the beneficiaries of the amounts 
to be included on their income tax returns. Before preparing Form 1041, the fiduciary must figure the 
accounting income of the estate or trust under the will or trust instrument and applicable local law to 
determine the amount, if any, of income that is required to be distributed, because the income distribution 
deduction is based, in part, on that amount. 
 B. Grantor Type Trusts  
  A trust is a grantor trust if the grantor retains certain powers or ownership benefits. This 
can also apply to only a portion of a trust. See Grantor Type Trust.   There are several filing methods 
which can be used.  In general, a grantor trust is ignored for income tax purposes and all of the income, 
deductions, etc., are treated as belonging directly to the grantor. This also applies to any portion of a trust 
that is treated as a grantor trust.  
  1. Method 1. If the entire trust is a grantor trust, fill in only the entity information of 
Form 1041. Don't show any dollar amounts on the form itself; show dollar amounts only on an attachment 
to the form. Don't use Schedule K-1 (Form 1041) as the attachment.  If only part of the trust is a grantor 
type trust, the portion of the income, deductions, etc., that is allocable to the non-grantor part of the trust 
is reported on Form 1041, under normal reporting rules. The amounts that are allocable directly to the 
grantor are shown only on an attachment to the form. Don't use Schedule K-1 (Form 1041) as the 
attachment. However, Schedule K-1 is used to reflect any income distributed from the portion of the trust 
that isn't taxable directly to the grantor or owner.   The fiduciary must give the grantor (owner) of the trust 
a copy of the attachment.  
  2. Method 2 for Certain Grantor Type Trusts – known as optional method 1 or 
optional Method 2 or Optional Method 3.  Generally, if a trust is treated as owned by one grantor or 
other person, the trustee may choose Optional Method 1 or Optional Method 2 as the trust's method of 
reporting instead of filing Form 1041. A husband and wife will be treated as one grantor for purposes of 
these two optional methods if: All of the trust is treated as owned by the husband and wife, and  the 
husband and wife file their income tax return jointly for that tax year. If a trust is treated as owned by two 
or more grantors or other persons, the trustee may choose Optional Method 3 as the trust's method of 
reporting instead of filing Form 1041. Once you choose the trust's filing method, you must follow the rules 
under Changing filing methods if you want to change to another method.  
   i. Optional Method 1. For a trust treated as owned by one grantor or by 
one other person, the trustee must give all payers of income during the tax year the name and TIN of the 
grantor or other person treated as the owner of the trust and the address of the trust. This method may be 
used only if the owner of the trust provides the trustee with a signed Form W-9, Request for Taxpayer 
Identification Number and Certification. In addition, unless the grantor or other person treated as owner of 
the trust is the trustee or a co-trustee of the trust, the trustee must give the grantor or other person treated 
as owner of the trust a statement that: Shows all items of income, deduction, and credit of the trust; 
Identifies the payer of each item of income;  Explains how the grantor or other person treated as owner of 
the trust takes those items into account when figuring the grantor's or other person's taxable income or 
tax; and Informs the grantor or other person treated as the owner of the trust that those items must be 
included when figuring taxable income and credits on his or her income tax return.   Grantor trusts that 
haven't applied for an EIN and are going to file under Optional Method 1 don't need an EIN for the trust as 
long as they continue to report under that method.  
   ii. Optional Method 2. For a trust treated as owned by one grantor or by 
one other person, the trustee must give all payers of income during the tax year the name, address, and 
TIN of the trust. The trustee also must file with the IRS the appropriate Forms 1099 to report the income 
or gross proceeds paid to the trust during the tax year that shows the trust as the payer and the grantor, 
or other person treated as owner, as the payee. The trustee must report each type of income in the 
aggregate and each item of gross proceeds separately. The due date for any Forms 1099 required to be 
filed with the IRS by a trustee under this method is February 29, 2016 (March 31, 2016, if filed 
electronically).  In addition, unless the grantor, or other person treated as owner of the trust, is the trustee 
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or a co-trustee of the trust, the trustee must give the grantor or other person treated as owner of the trust 
a statement that: Shows all items of income, deduction, and credit of the trust; Explains how the grantor or 
other person treated as owner of the trust takes those items into account when figuring the grantor's or 
other person's taxable income or tax; and Informs the grantor or other person treated as the owner of the 
trust that those items must be included when figuring taxable income and credits on his or her income tax 
return. This statement satisfies the requirement to give the recipient copies of the Forms 1099 filed by the 
trustee.  
   iii. Optional Method 3. For a trust treated as owned by two or more 
grantors or other persons, the trustee must give all payers of income during the tax year the name, 
address, and TIN of the trust. The trustee also must file with the IRS the appropriate Forms 1099 to report 
the income or gross proceeds paid to the trust by all payers during the tax year attributable to the part of 
the trust treated as owned by each grantor, or other person, showing the trust as the payer and each 
grantor, or other person treated as owner of the trust, as the payee. The trustee must report each type of 
income in the aggregate and each item of gross proceeds separately. The due date for any Forms 1099 
required to be filed with the IRS by a trustee under this method is February 29, 2016 (March 31, 2016, if 
filed electronically).  In addition, the trustee must give each grantor or other person treated as owner of 
the trust a statement that: Shows all items of income, deduction, and credit of the trust attributable to the 
part of the trust treated as owned by the grantor or other person explains how the grantor or other person 
treated as owner of the trust takes those items into account when figuring the grantor's or other person's 
taxable income or tax; and Informs the grantor or other person treated as the owner of the trust that those 
items must be included when figuring taxable income and credits on his or her income tax return. This 
statement satisfies the requirement to give the recipient copies of the Forms 1099 filed by the trustee. 
   iv. Changing filing methods. A trustee who previously had filed Form 1041 
can change to one of the optional methods by filing a final Form 1041 for the tax year that immediately 
precedes the first tax year for which the trustee elects to report under one of the optional methods. On the 
front of the final Form 1041, the trustee must write “Pursuant to section 1.671-4(g), this is the final Form 
1041 for this grantor trust,” and check the Final return box in item F. 
 
III. Estate Tax 
 A.  Generally 
 The Federal estate, generation skipping and gift tax exemption for 2016 are both now 
$5,450,000.00.  All assets, probate and non-probate, are included and are valued on the date of gift or 
death.  The excess gift or estate is subject to tax.  Federal Law has spousal portability, however NY does 
not. 
 New York changed its Estate Tax effective April 1, 2014.  As of April 1, 2014 the New York Estate 
tax exemption, and phase in is as follows: 

 April 1, 2014 the exemption will go to $2,062,500 
 April 1, 2015 the exemption will go to $3,125,500 
 April 1, 2016 the exemption will go to $4,187,500 
 April 1, 2017 – December 31, 2019 the exemption will go to $5,250,000 and 

thereafter equal to the Federal basic exclusion amount adjusted for inflation  
 During this phase in period all gifts in excess of the annual exclusion are pulled back in. 
 If the estate and gifts exceed the appropriate exemption by 5% the exemption is 

eliminated, i.e. In 2014 an estate of $2,500,000 draws a tax of about $150,000 
 In addition to the above exemptions, each person, for Federal and New York tax purposes, may 
give, in 2016, $14,000 ($28,000 for a married couple) to any person in any year (set to increase for 
inflation). 
 B. Interplay between Estate Tax and Basis 
  1. Property Received as a Gift.  To figure the basis of property you receive as a 
gift, you must know its adjusted basis (defined earlier) to the donor just before it was given to you, its FMV 
at the time it was given to you, and any gift tax paid on it. FMV Less Than Donor's Adjusted Basis.  If 
the FMV of the property at the time of the gift is less than the donor's adjusted basis, your basis depends 
on whether you have a gain or a loss when you dispose of the property. Your basis for figuring gain is the 
same as the donor's adjusted basis plus or minus any required adjustment to basis while you held the 
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property. Your basis for figuring loss is its FMV when you received the gift plus or minus any required 
adjustment to basis while you held the property (see Adjusted Basis earlier).  If you use the donor's 
adjusted basis for figuring a gain and get a loss, and then use the FMV for figuring a loss and have a 
gain, you have neither gain nor loss on the sale or disposition of the property.  FMV Equal to or More 
Than Donor's Adjusted Basis. if the FMV of the property is equal to or greater than the donor's adjusted 
basis, your basis is the donor's adjusted basis at the time you received the gift. Increase your basis by all 
or part of any gift tax paid, depending on the date of the gift. Also, for figuring gain or loss from a sale or 
other disposition of the property, or for figuring depreciation, depletion, or amortization deductions on 
business property, you must increase or decrease your basis by any required adjustments to basis while 
you held the property. See Adjusted Basis earlier. 
  2. Inherited Property.  The basis of property inherited from a decedent is generally 
one of the following. The FMV of the property at the date of the individual's death.  The FMV on the 
alternate valuation date if the personal representative for the estate chooses to use alternate valuation. If 
a federal estate tax return does not have to be filed, your basis in the inherited property is its appraised 
value at the date of death for state inheritance or transmission taxes.  Re-transferred Appreciated 
property. The above rule does not apply to appreciated property you receive from a decedent if you or 
your spouse originally gave the property to the decedent within 1 year before the decedent's death. Your 
basis in this property is the same as the decedent's adjusted basis in the property immediately before his 
or her death, rather than its FMV. Appreciated property is any property whose FMV on the day it was 
given to the decedent is more than its adjusted basis. 
  3.         Potential Termination of Trust for Surviving Spouse.  For many married 
clients, a trust was created upon the death of the first spouse for the benefit of the surviving spouse in 
order to ensure that the assets in the trust would “by pass” the surviving spouseʼs estate (the “Bypass 
Trust”) and not be subject to the estate tax upon his/her subsequent death.  Given the rise in the estate 
tax exemptions over the years, the value of the surviving spouseʼs estate plus the value of the assets in 
the Bypass Trust may not exceed the exemptions.  In such a case, it may make sense to terminate the 
Bypass Trust and distribute all of the trustʼs assets to the surviving spouse.  The surviving spouseʼs estate 
would still be below the exemption so there will be no estate tax upon his/her death. The benefit of this 
transfer is that the assets in the surviving spouseʼs estate will receive an increase (“step up”) in basis to 
the fair market value at the time of the surviving spouseʼs death.  This allows the children to sell such 
assets without incurring any capital gain.  If the assets are retained in the Bypass Trust, the children 
would inherit them at the Bypass Trustʼs original basis, which in all likelihood would be much lower and a 
capital gain would be triggered upon a sale.  Before making the decision to terminate a Bypass Trust, a 
careful and thorough review of all assets must be conducted. 
 
IV. Sale of your Home 
 If you sell your home at a significant profit (gain), some or all of that gain could be taxable. 
However, in most cases, if the home you sold counts as your main home, the first $250,000 of gain is not 
taxable—$500,000 if you are married and filing jointly. If you sell your home at a loss, the money you 
receive is not taxable. However, you cannot deduct the loss from other income. The tax code recognizes 
the importance of home ownership by providing certain tax breaks when you sell your home. To qualify for 
these breaks, your home must meet the Eligibility Test. The type of home involved is less important. A 
single-family home, condominium, cooperative apartment, mobile home, or houseboat can all count as a 
residence. 
 Your sale qualifies for exclusion of $250,000 gain ($500,000 if married filing jointly) if the following 
is true:  You owned the home and used it as your main home during at least 2 of the last 5 years before 
the date of sale; You did not acquire the home through a like-kind ex-change (also known as a 1031 
exchange), during the past 5 years; You did not claim any exclusion for the sale of a home that occurred 
during a 2-year period ending on the date of the sale of the home, the gain from which you now want to 
exclude.  Note A vacation or other short absence counts as time you lived at home (even if you rented out 
your home while you were gone).  In addition, If you have a disability, and are physically or mentally 
unable to care for yourself, you only need to show that your home was your residence for at least 12 
months out of the 5 years leading up to the date of sale. Furthermore, any time you spend living in a care 
facility (such as a nursing home) counts toward your residence requirement, so long as the facility has a 
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license from a state or other political entity to care for people with your condition.  More defined as you 
moved to obtain, provide, or facilitate diagnosis, cure, mitigation, or treatment of disease, illness, or in-jury 
for yourself or a family member 
 Note, if you transfer your home to an LLC and remain the sole member, you remain eligible for 
this exclusion. 
 
V. Elderly Dependent Care Credit  
 A. Definition 
  The Child and Dependent Care Credit is also referred to as the Elderly Dependent Care 
Credit or the Aging Parent Tax Credit.  It is a tax credit for expenses an individual or family incurs for the 
care of a dependent (or other qualified person) so that the taxpayer(s) are free to work.  Home care or 
adult day care costs are examples of expenses which are eligible for this credit.  The fees associated with 
care provided in skilled nursing facilities or at assisted living residences are not considered eligible 
because this care does not free the individual to be able to work. 
  B. Discussion 
  While a tax credit is not a source of new funds, it represents additional disposable income 
and can be used to reduce the overall cost of long-term care.  The Child and Dependent Care Credit 
name is slightly misleading because the credit can be claimed for persons who are neither dependents 
nor children.  For example, it is applicable to persons who live with the taxpayer who cannot care for 
themselves but do not qualify as a dependent because their gross income exceeds $3,950. Qualifying 
persons must be identified on the tax return.  There are also restrictions and procedures regarding who 
can be employed to provide care. The taxpayer cannot hire another dependent such as a teenage child to 
provide the care,. The care providerʼs name, address and tax ID number must be stated on the tax return. 
It must also be emphasized that hiring someone to come to your home and provide care may make you a 
“household employer”.  As a household employer, you may have to pay social security, Medicare and 
unemployment taxes for the employee. For more information, read the IRS Publication 926, Household 
Employer's Tax Guide. 
 C. Did You Know?   Many states also allow tax filers to deduct a percentage of their federal 
Dependent Care Tax Credit from their state tax returns. Read more about State Dependent Care Credits.  
  D. Dependent Care Credit vs. Dependentʼs Medical Expenses 
  The cost of home care, which enables the taxpayer to work elsewhere, can be applied 
towards a medical expense deduction or towards the Dependent Care Credit, but not to both. Usually, it is 
advantageous to apply these expenses up to the maximum amount ($3,000) toward a dependent care 
credit and the remainder of the expenses as medical expense deductions. However, this may not always 
be the case.  It is advisable to use a tax preparation service that allows the filer to determine which is 
more advantageous.  Tax deductions lower your taxable income. So, if your income is $50,000, and you 
have a $2,000 deduction, then you will pay taxes only on $48,000. Tax credits are applied to the taxes 
you owe. If you owe $3,000 in taxes, and you have a credit for $500, then you only have to pay $2,500.  
  E. Qualifying 
  1. Age Requirements - there are no age restrictions on either the tax filer or the 
person in need of care (usually a dependent). 
  2. Disabilities / Health Requirements - the person in need of care must be physically 
or mentally unable to care for him/her self.  Persons who cannot dress, clean, or feed themselves, and 
those requiring constant attention to prevent injury, are considered unable to care for themselves.  A 
diagnosis of Alzheimer's or dementia does not automatically make one eligible but most individuals with 
these conditions will meet this requirement. 
  3. Family Status - it is not necessary for the person requiring care to be related to 
the primary tax filer. However, the qualifying person must reside with the tax filer for at least half of the 
year. 
  4. Financial (for the Tax Filer) - the individual filing taxes must have earned income 
for the year and must pay at least half of the support for the qualifying person. 
  5. Financial (for the Dependent or Qualified Person) - the dependentʼs gross income 
cannot exceed $3,950. However, to be eligible for this tax credit, a person requiring care does not have to 
be a dependent. It is only required that the person cannot care for him/her self, and that he/she live with 
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the tax filer for more than half of the year. 
  6. Other - expenses must be for the care of the qualifying person in order to enable 
the tax filer to work. The name, address and tax ID number of the care provider must be provided with the 
tax return. 
  F. Credit Calculation and Limit 
  This credit results in reduced overall taxes for a family, and, therefore increases 
disposable income, making financial resources available to be applied towards the long term of care of a 
loved one. Tax credits are applied to the taxes owed. If you owe $3,000 in taxes, and you have a credit for 
$500, then you only have to pay $2,500 in taxes, making $500 available for other expenses. 
The maximum amount the Dependent Care Tax Credit can reduce the taxpayerʼs overall taxes is from 
$600 to $1,050 depending on the amount of the individualʼs Adjusted Gross Income.  This is determined 
as follows. The maximum amount of work-related dependent care expenses that can be applied towards 
the tax credit is $3,000. A percentage amount, determined by your income (20% to 35%), is multiplied 
against that to calculate the tax credit. Therefore, a family with an Adjusted Gross Income of $45,000 that 
had at least $3,000 in work-related care expenses would receive a tax credit of $600 ($3,000 x 20%). 
However, should a family be caring for two elderly parents, these numbers could be doubled. 
It is important to note that work-related care expenses in excess of the $3,000 limit can be considered as 
a Dependentʼs Medical Expenses and can be used to reduce taxable income and therefore overall taxes 
as well. 
  
VI.  Social Security 
 A. Generally  
  Here’s a quick way to find out if you must pay taxes on your Social Security benefits: Add 
one-half of your Social Security to all your other income, including tax-exempt interest. Then compare the 
total to the base amount for your filing status. If your total is more than the base amount, some of your 
benefits may be taxable.  The three base amounts are: $25,000 – if you are single, head of household, 
qualifying widow or widower with a dependent child or married filing separately and lived apart from your 
spouse for, $32,000 – if you are married filing jointly, $0 – if you are married filing separately and lived 
with your spouse at any time during the year. 
 B.  Two Techniques to reduce taxation 
  1. Purchased tax deferred annuities or lower income producing investments 
   One technique to reduce the taxation is through the use of tax deferred annuities. 
  2. Purchase a QLAC 
   a. Another technique to reduce the taxation is through reducing your 
required minimum distributions your are required to take each year by using of a QUALIFYING 
LONGEVITY ANNUITY CONTRACT [referred to as a “QLAC.”].  The government passed a law 
recognizing that retirees are living longer that allows the lesser of 25% or $125,000 of an individuals 
December 31st prior year IRA balance to be invested into a "qualified" longevity annuity contract or QLAC 
and avoid having to take required minimum distributions [referred to as “RMD”] until the maximum age of 
85.  This low cost no annual fee deferred income annuity encourages guaranteed lifetime income in 
retirement. 
   b.  QLAC (Qualifying Longevity Annuity Contract) Rules: 
    i. Funding: December 31st prior year IRA balance lesser of 25% or 
$125,000, index to annual inflation amounts of $10,000 in future years. 
 
    ii. If accidental over funding of QLAC contribution limits you can 
correct the amount funding without penalty. 
    iii. Income start date of your QLAC must be no longer than one 
month past your birth month at age 85. 
    iv. No variable annuities or index annuities allowed to be a QLAC 
according to the IRS rules. 
    v. Return of deposit death benefit is allowed before and after 
income commencement date, however amount cannot be more than deposit. 
    vi. Income payments can increase in the future by additional riders: 
cost-of-living adjustments that are constant (1% to 5% increase) or by a index such as the CPI-U inflation 
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index. 
    vii. Lifetime payments can be calculated on the IRA holder and a 
spouse or partner's life. 
    viii. QLAC, qualified longevity annuity contract, has no reporting 
requirement for the contract holder. 
   c. How do you get your IRA money "over" to a QLAC and will it be a 
taxable event on the move/ transfer?  When you apply for the QLAC there is a transfer form you 
authorize that allows the insurance company to contact your brokerage or mutual fund company that 
holds your current IRA dollars.  Your authorization will start the process of an external transfer that is NOT 
a taxable event since it is going from an Individual Retirement Account, IRA to a QLAC, Qualifying 
Longevity Annuity Contract.  QLAC is an IRA or Individual Retirement Account where there is one account 
owner.  Like to like movement will not trigger a taxable event.  This transfer takes about 10 business days 
without any additional contact on the depositors behave. 
 

 


