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T h e Tax Reform Act o f 1976 is 
the most comprehens ive , c o m p l e x 
and mass ive overhaul o f our tax sys-
tem that has ever been at tempted . It 
affects y o u both as an individual 
and as a Green Industry business-
man. 

S o m e of the provis ions enacted 
into law have proven to be unduly 
harsh and there are hearings being 
held at the t ime o f this writ ing to en-
act legislation to mit igate s o m e o f 
the prov i s ions o f the 1976 Act . 

Listed be low are s o m e of the 
more important features af fect ing 
the filing o f your 1977 tax return: 

Corporate rates 

T h e r e d u c e d c o r p o r a t e rates 
have been extended through De-
cember 31, 1977. C o r p o r a t i o n s will 
pay 20% on the first $25 ,000 o f tax-
able income , 22% on the next $25,-
000 and 48% on taxable i n c o m e in 
excess o f $50 ,000. 

Capital gains and losses 

A s an individual you'l l be en-
titled to deduct $2000 in capital 
losses against other ordinary in-
c o m e (interest, d iv idends , salaries, 
business profits , etc.) in 1977 and 
$3000 in 1978. 

A s in the prior tax act (Tax 
Reform Act o f 1969) you'l l need to 
use $2 o f long-term loss to offset $1 
of ordinary income . T h e ho ld ing pe-
riod for long-term gains and losses 
will be nine m o n t h s in 1977 and 
twelve m o n t h s in 1978 and there-
after instead o f the s ix -month pe-
riod we've been a c c u s t o m e d to dur-
ing these many past years. 

Individual rates 

There hasn't been any change in 
the tax rates but all taxpayers hav-
ing a taxable income of $20 ,000 or 
less must use a new set o f tax tables. 

These new tables are based on tax-
able i n c o m e as o p p o s e d to adjusted 
gross i n c o m e as in years 1975 and 
prior. In 1977 there will cont inue to 
be a credit o f $35 per exempt ion (ex-
e m p t i o n s for bl indness or being over 
65 not being counted) , or 2% of the 
first $900 o f taxable income , which-
ever is greater. 

The standard deduct ion mini-
m u m is $1700 for singles and $2100 
for a jo int return. M a x i m u m stan-
dard deduct ion is 16% of adjusted 
gross income with a ceil ing o f $2400 
for singles and $2800 for a jo in t re-
turn. 

Investment credit 

T h e p u r c h a s e o f e q u i p m e n t 
qual i fy ing for the investment credit 
will g ive rise to a 10% credit as a 
reduction against tax liability — this 
applies both to individuals and cor-
porat ions . 
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And until December 31, 1980 the 
ceiling on investments in used prop-
erty will remain at $100,000. 

Corporations with ESOPS (em-
ployee stock option plans) can get 
an extra 1% if they meet certain re-
quirements — and the credit can go 
as high as 11 Vi% if both employer 
and employees agree and contrib-
ute the extra Vi% to the plan. 

Foreign conventions 
To halt the abuse of conven-

tions being held outside the U.S. (to 
make them more sightseeing than 
business and a drain on the balance 
of payments) the law now provides 
that you can only deduct for the 
costs of attending two foreign con-
ventions in any year. If more than 
two are attended, the option is left 
to the taxpayer to claim deductions 
for the two of his choice. There are 
also limits to the amounts that can 
be spent for transportation and sub-
sistence. 

The per diem limit for subsis-
tence expense for any one day can't 
exceed the per diem rate applying to 
U.S. civil servants serving in that 
area of the world during the calen-
dar month in which the convention 
begins. 

Transportation expenses are lim-
ited to coach or economy fares only, 
no first class fares. The transporta-
tion costs will not be allowed in full 
if half or more of the total days of 
the trip are spent on non-business 
related activities. 

It would be prudent to attend at 
least two-thirds of the business ac-
tivities (seminars, converences, lec-
tures, etc.) scheduled during the 
convention. Make sure you sign in 
and keep a detailed log or diary and 
proof of attendance. In fact you're 
going to need a statement from the 
sponsoring organization verifying 
the amount of time you spent at 
business-related activities and func-
tions. 

Qualified stock options 
Both as an employee and stock-

holder-employee the new law spells 
bad news. Stock options granted un-
der plans adopted after May 20, 
1976 give rise to immediate tax lia-
bility as ordinary income. 

Plans adopted prior to May 20, 
1976 qualifying under Sections 423 
and 424 will still qualify. Restricted 
options must be exercised by May 
21, 1981 to retain special treat-
ment. 

Child care expenses 

This section is mislabled as the 
law also applies to persons (other 
than children under 15) who are 
physically disabled. 

Does your spouse help in your 
business and you incur expenses to 
take care of your children or a dis-
abled dependent? 

The child care deduction has 
been abolished and a new non-re-
fundable credit equal to 20% of the 
employment related expenses is 
available. This reduces your tax lia-
bility, not just your taxable income 
and is a decided advantage. 

There are a lot if "ifs and buts" 
— payments to relatives now qual-
ify if the person isn't your depend-

It would be prudent 
to attend at least 
two-thirds of the 
business activities 
scheduled during 
the convention. 
ent and you pay social security taxes 
on the wages paid; (b) if your spouse 
works part time the earned income 
limit applies to the spouse with the 
lower income; (c) if the spouse has 
no earned income there is an as-
sumed income of $166 per month if 
you have one dependent and $333 
per month if you have two or more 
dependents; (d) marrieds can only 
claim the credit if a joint return is 
filed; (e) allowable expenses no 
longer need be reduced by the de-
pendent's disability income. 

The new credits are $2000 for one 
individual (child under 15 or spouse 
or dependent incapable of self-care) 
giving rise to a cash credit of $400 or 

$4000 for 2 or more with an $800 
credit. 

Another important change here 
is that this actual reduction of tax 
liability can be taken and the stan-
dard deduction can still be used. 

Sick-pay exclusion 
The old sick-pay rules are 

thrown out and only a group of un-
der 65-year-old disability retirees are 
eligible for the new disability exclu-
sion. 

According to many tax practi-
t ioners and publ ishers of tax 
periodicals there is a transition rule 
to protect those who qualified by re-
tiring before January 1, 1976. 
ALSO, there is a little-known Pub-
lic Law 94-455 which seemingly con-
flicts with the instructions on form 
2440 and the instructions in current 
1RS tax booklets issued to the pub-
lic. 

Home office expenses 

A taxpayer, employed or self-
employed, must show that the de-
duction for a home office expense 
meets the stringent set of rules: (a) 
the area used must be exclusively 
used on a regular basis (cannot be 
part of a den or another room used 
for person pursuits) as a principal 
place of business, or as a place for 
meeting patients, clients, or cus-
tomers in the normal course of busi-
ness; (b) employees have to prove 
that the exclusive use is for the con-
venience of the employer. If you 
operate a business (retail or whole-
sale (out of your home as a sell-
ing operation and regularly use it for 
storage, you can still get a home-
office deduction. Also, if you have a 
separate structure, not attached to 
your home, used exclusively for 
your business operation you can still 
get the deduction. 

Keogh plans 

The provision that you were able 
to contribute up to $750 without re-
gard to percentage limit came into 
conflict with the rule limiting de-
ductions to 25% of income. The new 
law removes the ceilings of 25% for 
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self-employed taxpayers earning less 
than $15,000. 

The ceiling on yearly contribu-
tions is still $7500 and limits of 15% 
of that contribution still apply. 

Moving expenses 

The 50-mile rule has been re-
duced to 25 miles, and the maxi-
mum deduction for pre-move house 
hunting and temporary living ex-
penses has been increased from 
$1000 to $1500 while the maximum 
deduction for qualified expenses 
relating to sale, purchase and lease 
of a new principal residence has 
been increased from $2500 to $3000. 

Non-business guarantees 

Starting in 1976 the differences 
between guarantees and direct loans 
will end. If an individual taxpayer 
has a loss arising from a loan guar-
anty, he or she will get the same 
treatment as if the loss were from a 
direct loan. So, a loss on a guaranty 
connected with the taxpayer's trade 
or business will be treated as an or-
dinary loss. While a loss on a guar-
anty that's entered into for profit, 
but not connected with taxpayer's 
trade or business, will be treated as a 
short-term capital loss. 

Prepaid interest 

Cash basis taxpayers as well as 
accrual basis taxpayers will now 
have to spread the prepaid interest 
cost of a loan over the life of the 
loan. Points, other than those paid 
on home mortgages, must likewise 
be spread over the life of the loan. 

Interest limitations 
Where interest is deducted for 

investment purposes a limit of $10,-
000 is imposed, plus the amount of 
th investment income. Long-term 
capital gains are no longer counted 
as net investment income. Where in-
terest in incurred in making an in-

vestment in a 50 percent owned cor-
poration or partnership there is a 
special rule. Here the figure goes up 
to the lesser of $15,000 or the 
amount of the interest on the debt 
used to acquire the corporation or 
partnership. 

Confusion abounds. All taxpay-
ers are subject now to pre-'70, pre-
'76 and post-'75 interest deduction 
rules. A special allocation rule ap-
plies to determine how much cur-
rent investment interest is deducti-
ble on investments subject to the 
prior year rules. And, there are 
carry-over rules for currently dis-
allowable interest to be carried for-
ward indefinitely, subject only to the 
post-'75 limitations. 

First-year depreciation 
Under the old law $2000 limit 

($4000 on joint return) of addition-
al first year depreciation allowance 
applied to the partnership level. 
Thus five married partners could de-

There are many 
liberalizations 
regarding firing 
and layoff \ because 
of lack of business. 

duct $4000 each if the partnership 
purchased an asset for $100,000. 
Now the law makes the limit apply 
both at the partnership and partner 
level, so in effect the partnership will 
only be able to flow through to its 
partners their allocable shares of the 
$2000 limit. 

Organization fees 
of partnerships 

Corporations have had to amor-
tize their organization expenses over 
60 months, and now partnerships 
can make the same election of amor-
tizaiton and can no longer deduct 
fees in the first year of operation. 

Subchapter S corporations 

Under existing laws only 10 
stockholders were permissible. Now 
after 5 years of existence a Sub-
chapter S corporation can have up 
to 15 shareholders. There are also 
new rules about joint ownership of 
stock, transfers to estates and trusts. 

Prior law required new stock-
holders to file consent for Subchap-
ter S election or the election was 
lost. Now the new stockholders 
needn't file a consent and the status 
of Subchapter S will remain unless 
the new stockholder files an elec-
tion to terminate. 

IRA benefits to homemakers 
An employee can now set aside 

retirement savings for the benefit of 
a spouse who doesn't work outside 
the home. A qualifying individual 
can contribute up to $1750 to a sin-
gle IRA that has subaccount for the 
spouse. Or he or she can make con-
tributions to his or her own account 
up to $875 and up to $875 to a sepa-
rate account for the spouse. In ei-
ther case the total deduction does 
have an overall limit of 15 percent of 
compensation. 

WIN benefits 

The old law providing that an 
employer hiring a qualified person 
(the hard-core unemployed) and 
following all of the required rules 
could claim a cash credit against 
taxes of $25,000 plus half of the em-
ployer's taxes above $25,000. Now 
the ceilings are raised for a credit up 
to $50,000 plus half the taxes above 
$50,000 — and there are many 
liberalizations regarding firing, and 
lay-offs, because of lack of busi-
ness. 
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