
2011  IRS Tax Law Updates

Stakeholder Liaison, Field

May - July 2011

IRS Texas – New Mexico

Regional Practitioner Meeting 2011



2

Small Business 
Health Care Tax Credit

Eligibility Rules
• Providing health care coverage
• Firm size 
• Average annual wage
• Taxable (for profit) and tax-exempt firms qualify
Amount of Credit
• Maximum Amount
• Phase-out
Claimed on Form 8941
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Increase in the Adoption Credit
• Increases to $13,170 per child
• Refundable 

– Includes carry-forwards from 2009
• Credit is based on reasonable and necessary expenses   

– Adoption fees
– Court costs
– Attorney’s fees
– Travel expenses

• Requires filing Form 8839 and required adoption-related 
documentation with Form 1040  
– Cannot be filed electronically
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Tax-free Insurance 
Coverage for Older Children
• Tax-free coverage can be extended immediately
• Applies to employees’ children under age 27
• Workplace and retiree plans are eligible 

– Also includes individuals eligible for the self- 
employed federal health insurance deduction 
on their return

• Employers may permit employees to begin 
making pre-tax contributions under a cafeteria 
plan extending this coverage
– Employers have until the end of 2010 to 

amend their cafeteria plan language to 
incorporate this change
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New Rules for Purchases with 
FSAs, HSAs, and Other Workplace 

Health Plans
Limits on Over-the-Counter Medicines
• Prescription required for drugs and medicines 

except insulin 
– To qualify as a reimbursable expense for FSAs and 

Health Reimbursement Arrangements  
– To qualify as a tax-free distribution from a Health 

Savings Account (HSA) or an Archer Medical Savings 
Account (MSA)

– Effective for purchases beginning on January 1, 2011
• Additional Taxes on Non-Qualified Medical Expenses

– Tax percentage on HSAs/MSAs increases as of 
January 1, 2011

– Does not apply to individuals who are disabled or 
over age 65
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W-2 Reporting on Employer- 
Provided Insurance Coverage

• Optional for Tax Year 2011
• Form W-2 for 2011 available for employers to 

report the value of coverage provided to 
employees on Form W-2

• Reporting is for information only
– Employer contribution remains excluded from 

income
– Value of employer contribution is not taxable
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Elimination of FTD Coupons
• Regulation 153340-09
• Deposit alternative

– The Electronic Federal Tax Payment System 
(EFTPS)

– Federal Tax Application (same-day wire 
transfer) for taxpayers with a U.S. bank 
account

– Payment with return if the payment falls at or 
below the de minimus amount prescribed for 
the particular return
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Small Business Jobs Act of 
2010 Tax Provisions
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Section 2011 
Temporary exclusion of 100% of gain on 

certain small business stock
• Expands on Internal Revenue Code Section 1202 & the 

American Recovery and Reinvestment Act of 2009
• In order to claim the capital gain exclusion, the 

qualified small business stock must be:
– Acquired after Sept. 27, 2010 and before Jan. 1, 2011 

(Tax Relief Act of 2010 has extended the exclusion to 
qualified small business stock acquired before Jan 1, 
2012), and

– Held for more than five years before being sold.
• Earliest tax year this can be claimed is 2015.
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Section 2012 
General business credits of eligible small 

businesses for 2010

• The new law allows an eligible small 
business to carry back general business 
credits 5 years. 

• The carry back is for credits determined in 
the first taxable year beginning after 
December 31, 2009.
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Section 2013 
General business credits of eligible small businesses 

in 2010 not subject to alternative minimum tax

• General business credits offset both 
regular income tax and alternative 
minimum tax of eligible small businesses. 

• Effective in the first taxable year beginning 
after December 31, 2009, and to any carry 
back of such credits. 

• See business tax credits for the forms 
used to compute each credit. 

http://www.irs.gov/businesses/small/article/0,,id=99839,00.html
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Section 2014 
Temporary Reduction in S-Corporation Built-in Gain 

Recognition Period

• Temporarily amends IRC Section 1374, Tax Imposed on 
Certain Built-in Gains. 

• Applies to an S Corporation that converted from a C 
Corporation less than ten years prior to the tax year 
beginning in 2011.

• SBJ reduced the tax rate to zero for tax year 2011 where 
the fifth (5th) taxable year in the holding period precedes 
the taxable year beginning in 2011.

• Form 1120S Schedule D, Capital Gains and Losses and 
Built-in Gains.
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S corporation Assets to which IRC 1374 and 
SBJA 2014 applies, 
– Asset acquired prior to conversion from 

a C corporation, and 
– Assets acquired from a C Corporation 

with a carryover basis (a transferred- 
basis acquisition) 

Section 2014 (Cont.)
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• Section 179 Election: recover all or part of the cost of certain 
qualifying property, up to a limit, by deducting it in the year the 
property is placed in service. (can be made instead of recovering the 
cost by taking depreciation deductions.)

• For tax years 2010 and 2011,
– the total amount business taxpayers can elect to deduct for most 

property placed in service is $500,000.
– definition of property qualifying for section 179 is expanded to 

include the following real property:
• Qualified leasehold improvement property
• Qualified restaurant property
• Qualified retail improvement property

• Form 4562, Depreciation & Amortization

Section 2021 
Increased expensing limitations for 2010 & 2011; 
certain real property treated as Code Section 179 

property
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Section 2022 
Additional first-year depreciation for 50% of 

the basis of certain qualified property
•

 

Taxpayers generally recover the cost or basis of capital 
expenditures over time through depreciation deductions. 

•

 

Taxpayers were permitted a special bonus depreciation deduction of 
50% of qualifying property placed in service during the year

•

 

2022 extends the first-year bonus depreciation deduction of 50% to 
include qualified property acquired and placed in service during 
2010.

•

 

The Tax Relief Act of 2010 expands the bonus depreciation 
deduction to equal 100 percent of the cost of qualified property 
placed in service after September 8, 2010, and before January 1, 
2012, and provides for a 50 percent first-year depreciation deduction 
for qualified property placed in service after December 31, 2011 and 
before January 1, 2013. 

•

 

Form 4562, Depreciation & Amortization
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Section 2031 
Increase in amount allowed as deduction for 

start-up expenditures in 2010

• Increases the amount allowed as a deduction for start-up 
expenditures in 2010, for any taxpayer who starts a business and 
elects to apply IRC 195(b) after Dec. 31, 2009.

• For tax year 2010, the total amount a taxpayer can deduct for start- 
up costs is $10,000.

• Dollar for Dollar reduction, if start-up expenditures exceed $60,000
• Claimed as: 

– “Other Deduction” on business returns, such as Forms 1120, 
1120S, and 1065; or, 

– “Other Expense” on Form 1040 related Schedules C or F.
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Section 2042: 
Deduction for health insurance costs in computing net 

earnings from self-employment

• Applies to the 2010 tax year only.
• Business owners may deduct the cost of health 

insurance for themselves and their family in the 
calculation of net earnings from self- 
employment.

• Use Form 1040, Schedule SE to calculate, then 
deduction is claimed on Form 1040, Line 29.
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Section 2042 (Cont.) 
Limits:
• Allowable, if the insurance plan is established under the 

taxpayers business and one of the following is true:
– Taxpayer was self-employed and had a net profit for 

the year.
– Taxpayer received wages from an S corporation in 

which they were more than a 2% shareholder.

• Not allowable if the taxpayer is eligible to participate in 
an employer-subsidized health plan maintained by their 
employer or their spouse’s employer.
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Tax Relief, Unemployment 
Insurance Reauthorization and Job 

Creation Act of 2010 

Signed into law on 12/17/2010, the Act 
provides a temporary, two-year extension to 
the provisions of the Economic Growth and 

Tax Relief Reconciliation Act of 2001 
(EGTRRA) and the Jobs and Growth Tax 

Relief Reconciliation Act of 2003 (JGTRRA), 
together known as the “Bush tax cuts”. 
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Follow IRS on Twitter

@IRSnews – IRS news and guidance for 
the public, the press and practitioners 

http://twitter.com/irsnews
@IRStaxpros – IRS news and guidance for 

tax professionals: 
http://twitter.com/irstaxpros

@IRSenEspanol – IRS en Español (IRS in 
Spanish) 

http://twitter.com/irsenespanol
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Resources
• IRS.gov
• Small Business Jobs Act on IRS.gov: 

Other non-IRS resources
Library of Congress: http://thomas.loc.gov/
US Senate Finance Committee HR 5297: 
http://finance.senate.gov/legislation/details/?id=da 

799068-5056-a032-5229-92cebbd2b7a0

http://thomas.loc.gov/
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