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Top Seven Senior Tax Breaks

We’ve compiled a list of the best tax breaks and benefits for seniors over the age of 50.

As we all grow older, it is often a shock to realize how little money we actually have stored away for our golden years. In
order to hang onto this money as best as you can, here are the top seven senior tax breaks.

Medical and Dental Expenses

There are growing concerns that one of the biggest costs to seniors and retirees over the age of 50 in the coming years is
going to be healthcare. Perhaps as much as 30% of our income will be going to healthcare premiums, prescr iption dr ugs
and other expenses related to our health. However, for some, many of these expenses are tax deductible.

If you are a person that itemizes your tax deductions (meaning you do not take the standard deduction), you may be able
to deduct your out-of-pocket medical expenses on your income taxes on a Schedule A. However, this is not to say that you
can deduct all of your medical and dental expenses. Instead, you are only allowed to deduct any expenses that exceed
7.5% of your adjusted gross income (AGI). To clar ify this, it is helpful to look at an example.

Suppose that your adjusted gross income for 2008 was $150,000 and that you have receipts for medical and dental
expenses totaling $15,000. You would only be able to deduct $3750 from your taxes, which is the amount that your medi-
cal and dental expenses exceeds 7.5% of your AGI. 7.5% of $150,000 = $11,250, and $15,000 - $11,250 = $3750.

Home Sale

It may be that you would like to sell your home once you retire because you want to move , perhaps to a war mer climate
with more golf courses! Your home may be wor th much more now than it was when you bought it, meaning you could have
substantial equity built up in your home. If you lived in your home for at least two of the five years prior to selling it, you
may not have to pay taxes on any profit you realize from its sale. The tax laws allow a single filer to claim up to $250,000
in profit on a home sale with no taxes, and up to $500,000 for a married couple filing together.

Contributions to Your Retirement

Even if you are retired or semi-retired, this does not preclude you from making tax-deductible contributions to your retire-
ment accounts, like IRAs and 401(k)s. This is perhaps one of the best senior tax breaks available, as you may need to live
off of your retirement funds. The tax laws are written in such a way that people over 50 have higher limits on what they can
contr ibute to retirement accounts versus those under 50. As an example, a marr ied couple over 50 can contribute as
much as $12,000 to an IRA (for the 2009 tax year) and deduct that amount from their income tax, while a married couple
under 50 can only contribute up to $10,000.

In addition to contributions to IRA accounts, you can also make contr ibutions to Roth IRA accounts. Although you will pay
taxes on the money you contribute to such an account, you will not pay taxes on money that you withdraw from it. This
means that any interest that the money gains during its time in the Roth IRA account is tax-free.

Expenses Related to Investments

Perhaps the best way to get money after you reach senior status or are retired is in the for m of interest, dividends or capi-
tal gains on investments. This income is taxed at a much lower rate, typically 15%, and is not subject to taxes for Social
Secur ity or Medicare.

Additionally, if you have expenses related to your investments (like costs related to investment advice) that exceed 2% of
your AGI, you may be able to include these in your other itemized deductions. These expenses could include things like:



• Fees for a safe deposit box

• Accounting fees

• Attor ney fees

• Fees for subscriptions to investment newsletters

• Fees for online broking

• Purchase of home computers for investment needs

• Fees paid to financial planners, and

• Fees you pay to have your investment income collected.

However, you cannot include the fee you pay to brokers or agents to acquire investment property (stocks or bonds) in your
deduction. Instead, this cost is included in the cost of the property and you will recoup it when you sell the property.

Business expenses

If you own a business when you retire, or plan on starting your own business, you may be able to claim business
expenses as one of your senior tax breaks. If you have a business, you may be able to deduct some or all of your
expenses related to the business as long as the expenses are necessary and reasonable. Typical business expenses
include money spent on travel, business equipment, and the costs of an office, whether it is at home or outside in an office
building.

Charitable Contributions

When people retire, they often have time to reflect and think about just who it was that really helped out during their wor k-
ing life. This often leads retirees and seniors to give back to the community in the for m of charitable contributions. These
contr ibutions are deductible as an itemized deduction. However, there are limits on these deductions.

Cash contributions that are charitable in nature can only be deducted up to an amount equal to 50% of your AGI. In addi-
tion, if you donate property (other than cash) to a charitable organization, you can generally deduct the fair market value
of the property. How ever, if the property that you want to donate (like a house) has appreciated in value since you first
bought it, you will probably have to make some adjustments.

Lastly, if you make a contr ibution of a piece of property that the charitable organization will likely sell off (like a car or a
boat), then your deduction is limited by the gross proceeds from the sale of the item. This rule applies if the claimed value
of the donation is more than $500.

Standard deduction

The standard deduction is the tax deduction you take if you do not itemize your deductions. If you are 65 at the end of the
tax year (December 31 st), then you may take a higher standard deduction. In addition, if you are blind (you do not have
corrected vision of at least 20/20 or have an extreme limitation in your field of vision), you may be able to claim a higher
standard deduction.

For each criter ia met, a married person adds $1,050 (2009 tax year) to their standard deduction, while a single person
adds $1,300.

To clar ify, some examples are helpful.

Taxpayer is 70 years old and single. His standard deduction is $5,350 (standard) + $1,300 (over 65) = $6,650

Marr ied couple, Husband is 70, Wife is 68, Husband is blind. Standard deduction is: $10,700 (standard) + $1,050 (Hus-
band over 65), + $1,050 (Wife over 65) + $1,050 (Husband’s blindness) = $13,850.
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