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In today’s tough economy, every dollar counts. 
But many businesses lose out on thousands of 
dollars in tax savings every year by failing to 
claim tax credits to which they’re entitled. One 
such overlooked credit is the Work Opportunity 
tax credit (WOTC).

The WOTC is a dollar-for-dollar reduction in 
federal tax liability — ranging from $1,200 to 
$9,000 per new hire — for companies that hire 
people from disadvantaged groups, including 
certain youth, public assistance and veterans 
recipients. 

Know which employees are eligible
The credit’s requirements are detailed and spe-
cific. Generally, new hires who belong to one of 
these groups qualify:

	� Short- and long-term recipients of Temporary 
Assistance for Needy Families (TANF) benefits,

	� Veterans who are disabled or unemployed, or 
receive food stamps,

	� Ex-felons hired within one year after conviction 
or release from prison,

	� Individuals age 18 to 39 who live in empower-
ment zones, enterprise communities or renewal 
communities (“designated communities”),

	� Disabled individuals referred after completion 
of a qualified vocational rehabilitation program,

	� Summer youth employees age 16 and 17 who 
live in designated communities and work at 
least 90 days between May 1 and Sept. 15,

	� Individuals age 18 to 39 who receive  
food stamps,

	� Individuals receiving Supplemental Security 
Income (SSI) benefits, and

	� “Disconnected youth” age 16 to 24 who 
aren’t in school, employed or readily employ-
able due to a lack of basic skills.

Each target group is subject to specific require-
ments, so it’s important to do your homework  
to see whether any of your new hires qualify.  
For example, short-term TANF recipients must 
have received benefits for at least nine months 
during the 18-month period ending on the hire 
date. Also, unemployed veterans must have been 
discharged from active duty within five years 
before the hire date and have received unemploy-
ment compensation for at least four weeks dur-
ing the one-year period ending on the hire date.
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The maximum WOTC is  
available for employees who  
work 400 hours or more during  
their first year of employment.



Determine savings
Generally, the credit reduces the employer’s wage 
deduction dollar-for-dollar. The reduction is 
required even if you can’t take the full amount  
of the credit in the current year and must carry  
it back or forward.

For most targeted groups, the maximum credit is 
40% of first-year wages up to $6,000 (a maxi-
mum credit of $2,400). For disabled veterans, 
the maximum credit is 40% of first-year wages 
up to $12,000 (a maximum credit of $4,800). 
And for summer youth employees, the maximum 
credit is 40% of first-year wages up to $3,000  
(a maximum credit of $1,200).

For long-term TANF recipients, the maximum 
credit is 40% of first-year wages up to $10,000 
(a $4,000 credit), plus 50% of second-year 
wages up to $10,000 (a $5,000 credit, so there’s 
a maximum credit of $9,000 over a two-year 

period). Formerly known as the welfare-to-work 
credit, this credit was combined with the WOTC 
a few years ago.

The maximum WOTC is available for employees 
who work 400 hours or more during their first 
year of employment. A partial credit equal to 
25% of qualifying wages is available for those 
who work between 120 and 399 hours.

Worth the effort
To obtain the WOTC, you first need to com-
plete and file various federal forms when hiring 
a qualifying employee. Once the employee has 
worked the required number of hours, you can 
claim the credit on your company’s next income 
tax return. You also may be eligible for state 
credits or other incentives. Your tax advisor can 
help guide you through the process. Although it’s 
complicated, the tax savings can be well worth 
the effort. 
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Until death ...
Postmortem strategies to reduce estate taxes

Do you worry about having an estate plan that 
won’t meet all of your objectives? You’re not 
alone. With ever-changing estate tax laws and 
the possibility that other unexpected situations 
may arise, it’s not unusual to be concerned about 
the strength of your estate plan.

But you can ease your worries a bit by remem-
bering that there are a number of strategies your 
surviving spouse, executor or beneficiaries can 
implement after your death to save estate taxes.

Strategies for married couples
To discourage people from disinheriting their 
spouses, most states’ laws give surviving spouses 

a right of election that allows them to circum-
vent the will and take an elective share of certain 
property. The share varies from state to state: 
It may be a set portion of the property, such as 
one-third or one-half, or the percentage may 
increase with the length of the marriage. Because 
a spouse’s elective share of property qualifies for 
the marital deduction, exercising the election can 
be an effective way to reduce estate taxes. 

If your estate plan includes a qualified terminable 
interest property (QTIP) trust, another postmor-
tem tax-saving option may be available. A QTIP 
trust can be an effective way to provide income 
to the surviving spouse while preserving assets 
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for other beneficiaries, such as children from a 
previous marriage. For the transfer of assets to 
the trust to qualify for the marital deduction 
(and thus not be included in the taxable estate 
of the first spouse to die), several requirements 
must be met, including these:

	� The trust assets must, at the insistence of 
the surviving spouse, be invested in income-
producing property.

	� All of the trust income must be distributed to 
the surviving spouse at least annually.

	� A QTIP election must be made on the estate 
tax return.

Ultimately, QTIP trust assets are subject to tax 
as part of the surviving spouse’s estate. In some 
cases, though, including more assets in the estate 
of the first spouse to die can minimize the over-
all estate tax. This might be the case if the first 
spouse has fewer assets than his or her available 
estate tax exemption. In such a situation, the 
deceased spouse’s executor may decide not to 
make the QTIP election or to make only a par-
tial QTIP election.

Qualified disclaimers
A qualified disclaimer is an irrevocable refusal to 
accept an interest in property from a will or liv-
ing trust. Under the right circumstances, a quali-
fied disclaimer can be used to redirect property 
to other beneficiaries in a tax-efficient manner.

For example, Joanna’s will leaves 
her entire estate to her son or, if 
he predeceases her, to her grand-
children. At Joanna’s death, if her 
son doesn’t need all of the money, 
he can file a qualified disclaimer 
with respect to a portion of it. The 
remaining assets will then pass 
directly to Joanna’s grandchil-
dren. Assuming that the disclaimed 
property is protected by Joanna’s 
generation-skipping transfer (GST) 
tax exemption, the disclaimer allows 
her family to avoid the gift or estate 

taxes that would have been owed had her son 
received the property first.

To qualify, a disclaimer must be in writing and 
delivered to the appropriate representative, 
generally within nine months after the transfer 
is made and before the disclaimant accepts the 
property or any of its benefits. Keep in mind that 
the disclaimant has no power to determine who 
will receive the property. Rather, the assets must 
pass according to the terms of the underlying 
document making the transfer — such as a will, 
living or testamentary trust, or beneficiary form.

Valuation options
Property typically is valued as of the date of 
death for estate tax purposes. But an executor 
may elect to use the alternate valuation date, 
which is six months later. This date can be used 
only when it results in a lower estate tax bill 
and, therefore, is typically elected when the value 
of property has declined.

Under the right circumstances, a 
qualified disclaimer can be used  
to redirect property to other benefi-
ciaries in a tax-efficient manner.
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For many people, tax planning is something they 
don’t begin to think about until December. Dur-
ing the year, they concentrate on running their 
business and managing their investments. Then, 
late in the year, they make a series of last-minute 
moves — such as accelerating expenses, deferring 
income or shifting income to family members — 
in an effort to reduce their tax bills. 

By failing to start planning early and look at the 
big picture, however, these taxpayers often miss 
opportunities to increase their overall wealth. A 
better approach is a holistic one that begins in 
January, considers the overall impact of various 
tax, business and financial planning decisions, 
and identifies the strategies that are most likely 
to enhance your net worth.

A wider focus
Focusing on tax planning alone may cause you 
to make poor business or investment decisions. 

Buying equip-
ment, for exam-
ple, can generate 
significant tax 
deductions. But 
if you don’t 
really need the 
equipment or 
if the money 
would be better 
spent elsewhere, 
your business may end 
up worse off financially. 

On the financial planning 
side, investing in municipal 
bonds or other tax-advantaged 
securities may be a good tax 
move. However, in many cases, taxable invest-
ments provide greater after-tax returns and, 
therefore, create more wealth.

See the big picture
A holistic approach to tax planning

Note that the election is irrevocable and can’t be 
applied selectively to certain property. Once the 
election is made, it applies to all of the estate’s 
property (except for property disposed of during 
the six-month period).

If a significant portion of the estate consists of real 
property used in a family business or farm, another 
valuation option may be available: a special-use 
valuation. The executor can elect to value the 
property based on its actual use, rather than its 
“highest and best use,” reducing estate taxes.

Several requirements must be met to qualify for 
a special-use valuation. For example, “qualified 

heirs” must materially participate in the opera-
tion of the business or farm for at least 10 years 
after the decedent’s death.

Keeping abreast of changes
There are many complexities and unpredictabili-
ties in estate planning. Fortunately, a number of 
effective estate planning strategies can be imple-
mented after death. Nevertheless, reviewing your 
estate plan regularly and updating it in light of 
changes in tax law, your personal circumstances 
or your family is the best way to realize your 
estate planning goals. Your tax advisor can keep 
you abreast of the latest estate tax law changes. 
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It’s equally dangerous to focus on business or 
investment planning without considering the tax 
implications. Acquiring another company may 
be a smart business move, for instance, but there 
may be several ways to structure the transaction, 
each with different tax consequences. To achieve 
the best result, you have to consider the business 
advantages and the tax benefits of each strategy.

The importance of integration
It’s also important to integrate business and 
personal tax planning. Suppose, for example, 
that your closely held business is structured as a 
C corporation. One tax-planning rule of thumb 
says that to avoid double taxation you should,  

to the extent possible, distribute corporate prof-
its in the form of deductible expenses, such as 
salaries. This would reduce corporate-level taxes. 
But to determine the best strategy, you also need 
to consider personal income taxes.

Salary you receive from the corporation is taxed 
at individual tax rates as high as 35% and is sub-
ject to employment tax, while qualified dividends 
are currently taxed at only 15%. Additionally, the 
first $50,000 in corporate income is also taxed at 
a 15% rate. 

When you look at your personal and corporate 
tax situation as a whole, you might find that 
you’d be better off distributing $50,000 of cor-
porate income as a dividend rather than salary. 
The combined corporate and dividend tax rates 
could result in lower overall taxes than what 
you’d pay on $50,000 in salary.

Year round diligence
By definition, a holistic approach to tax  
planning requires that you incorporate tax  
considerations into all of your business and 
financial decisions throughout the year, rather 
than waiting until year end. Although it may  
be difficult to find the time to focus on this task, 
the payoff — better-informed decisions and 
higher net worth — makes it worth the effort. 

A holistic approach to your 2009 tax return
Often the same income and expense items may be treated differently for tax purposes — and entered 
in different parts of your tax return — depending on your overall business and financial activities.

Let’s look at unreimbursed employee expenses, such as professional dues, continuing professional 
education, subscriptions and certain travel expenses. Many people automatically deduct these 
expenses on Schedule A, where they’re subject to the 2% floor for miscellaneous itemized deductions.

But what if in addition to your regular job you also do some consulting or own a business? If the 
expenses also benefit these other ventures, a greater portion may be deductible on Schedule C or 
some other part of your return.

To maximize your deductions and other tax benefits, each item should be considered in light of your 
overall circumstances and entered in the place where it will have the best impact. A professional tax 
advisor can be invaluable in determining the most appropriate place to deduct each expense.

Buying equipment can generate  
significant tax deductions. But if  
you don’t really need the equipment 
or if the money would be better  
spent elsewhere, your business  
may end up worse off financially.



Watch out for  
shareholder loans
It’s not unusual for S corporation shareholders 
to lend the company money for working capital 
or other needs. But without careful planning or 
proper documentation, these loans can produce 
some unpleasant tax surprises. 

For example, a shareholder’s basis is increased 
by the face amount of the loan made to the  
company. But if the loan basis is reduced (by 
business losses, for example) and the company 
repays the entire loan, generally any excess of the 
loan repayment amount over the shareholder’s 
basis in the loan could be taxable.

To avoid unnecessary taxes, S corporation  
shareholders should consult their tax advisor 
before making loans to the company and  
before the company repays any such loans. 

Can you deduct job  
search expenses?
If you or someone in your family is looking for 
a new job, check with your tax advisor to see if 
the job search expenses are deductible and, if so, 
document them. Qualified expenses — including 
employment agency 
fees, resumé prepara-
tion and mailing costs, 
and certain travel 
and transportation 
expenses — are  
deductible even if you 
don’t get a new job.

But job search expenses aren’t deductible if:

	� You’re looking for a job in a new occupation,

	� There’s a substantial break between the end 
of your last job and the time you start look-
ing for a new one, or

	� You’re looking for a job for the first time.

Also, job search expenses are considered “miscel-
laneous itemized deductions,” so they’re deductible 
only if you itemize and only to the extent that all of 
your miscellaneous itemized deductions combined 
exceed 2% of your adjusted gross income. 

Year of the Roth
If you have substantial balances in a traditional 
IRA, now’s the time to start considering a conver-
sion to a Roth IRA, which offers tax-free with-
drawals and isn’t subject to minimum distribution 
requirements. Previously, conversion wasn’t an 
option for taxpayers whose modified adjusted 
gross income was more than $100,000, but that 
restriction has been eliminated starting in 2010.

Keep in mind that you’ll have to pay income 
taxes on the converted amount. Converting 
sooner, while many asset values may still be 
depressed, may minimize the tax cost. Addition-
ally, for 2010 conversions, the taxable income 
can be deferred in equal installments to 2011 
and 2012. This might help prevent the converted 
amount from pushing you into a higher tax 
bracket. On the other hand, it could cost you 
more in taxes if tax rates go up. 
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Founded in 1891, O’Connor Davies Munns & Dobbins, LLP (“ODMD”) is a full service Certified  

Public Accounting and consulting firm with a long history of serving clients and providing specialized  

professional services of the highest quality. ODMD is the 18th largest accounting firm in the New York  

Metropolitan area according to Crain’s New York Business; is ranked as number 66 in Accounting Today’s  

“Top 100 Firms” in the United States; and is one of the largest firms in Westchester County according  

to the Westchester County Business Journal. ODMD provides a broad range of accounting, auditing, 

tax and management advisory services to a diverse client base including commercial, closely-held and  

entrepreneurial businesses, not-for-profit and healthcare organizations, private foundations, government 

entities, private clubs, employee benefit plans, financial service companies and professional service firms.
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The featured articles in our current issue of Tax Impact cover many of the significant 

changes occurring relative to tax rules. Today, it is more important than ever to consider 

an income and estate tax plan. At ODMD, our tax professionals have years of experience 

providing tax planning advice, particularly to closely-held business owners and high net 

worth individuals.

In 2010, several changes are expected to take place with estate tax laws. Whether you 

have an estate plan in place or not, you would benefit at this time in reviewing the tax 

plan for your estate. 

In addition, there are a few opportunities available only one-time in 2010. For instance, recently, the new home 

buyer credit was extended to “long time residents of the same house.” This could be a boom for retirees and 

those nearing retirement that may be looking to trade down to smaller homes or perhaps are evaluating moving 

to a sunnier location. However, to qualify for the credit, the house has to be under contract by May 1, 2010. The  

closing must also occur prior to July 1, 2010.

For owners of corporations that are struggling in this economy, the net operating loss (NOL) rules have been 

changed. Net operating losses are now allowed to be carried back and taxes refunded for up to five previous years.

The Tax Practice Group of O’Connor Davies Munns & Dobbins, LLP has thoroughly studied the tax changes in 

effect and their application. We are prepared to advise our clients as to the best available planning for their unique 

situations. Please contact your ODMD tax advisor regarding any questions you may have.

Dean M. Hottle II, CPA, MST is a Tax Partner with ODMD and brings more than 32 years of accounting and 

taxation experience to this position. His areas of expertise include advising high net worth individuals, and startup 

and small-to-medium sized businesses. He also specializes in consulting to multi-state consolidated corporate 

groups on a variety of tax matters, such as tax planning, corporate sales tax, income/franchise taxes, payroll taxes, 

state and local incentive tax credits, and personal income taxes. Dean is a member of the American Institute of 

CPAs and the New York, Connecticut and Pennsylvania State Societies of CPAs. He is also a frequent speaker to 

numerous professional groups including the NYC and Westchester County Bar Association and the NYS and CT 

State Societies of CPAs.




