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President Obama Signs 
Tax Relief Act of 2010
B Y  B R I A n  R .  M I L e s  
On December 17, 2010, President 
Obama signed into law the Tax 
Relief, Unemployment Insurance 
Reauthorization, and Job Creation Act of 2010 
(“2010 Tax Relief Act”) which extended the Bush-era 
tax cuts enacted under the Economic Growth and 
Tax Relief Reconciliation Act of 2001 (“EGTRRA”) 
and the Jobs and Growth Tax Relief Reconciliation 
Act of 2003 (“JGTRRA”).  Unfortunately this 
extension is short-lived.  Without additional action 
by Congress, the extension created by the 2010 Tax 
Relief Act will expire December 31, 2012.  Some of 
the key provisions of the 2010 Tax Relief Act are as 
follows:

• Individual Income Tax Rates: The 2010 Tax Relief 
Act maintains the individual income tax rates (10, 15, 25, 
28, 33 and 35 percent) for all taxpayers.  The extension 
significantly benefits taxpayers in the top two income 
brackets who, without the extension, could have seen top 
rates of 36 and 39.6 percent.

• Capital Gains & Dividends:  In addition to extending 
the individual income tax rate cuts, the 2010 Tax Relief Act 
also extends reduced capital gains and dividend tax rates.  
Through December 31, 2012, long-term capital gains will 
continue to be taxed at a maximum rate of 15% instead of 
20% had the sunset rule under JGTRRA been allowed to go 
into effect.  Qualified dividends paid to individuals will be 
taxed at the same 15% rate afforded long-term capital gains 
rather than being taxed at the rates that apply to ordinary 
income. — continued 

HAPPY eAsteR



W e Lc o M e  to  t H e  f I R s t 
e D I t I o n  o f  T h e  B r i d g e ,  
our new newsletter. We plan to publish The Bridge every 
several months. The goal of The Bridge is to provide 
our clients with timely and topical information about 
the capital markets and important issues that affect the 
investment process. Hopefully you will find the articles 
interesting, thought-provoking, and useful. We encourage 
you to contact us if you would like to discuss any of the 
articles in greater depth, or if you have any suggestions on 
topics that you would like us to cover. We welcome any 
feedback that you might have on the newsletter’s content 
and design. e n j oY !
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• Portability of Unused Exemption Between Spouses: The 
2010 Tax Relief Act also provides for the executor of a deceased 
spouse’s estate to transfer to a surviving spouse any exemption that 
remains unused at the death of a spouse who dies after December 
31, 2010.  Thus, a surviving spouse can utilize the unused 
exemption amount of a predeceased spouse in addition to his or her 
own $5 million exclusion.  As a result, assuming the first spouse died 
without using any of his or her applicable exclusion; the surviving 
spouse would have a $10 million exclusion amount for transfers 
made during life or at death. 

• Charitable Gifts from an IRA: The 2010 Tax Relief Act 
extended a provision allowing certain individuals the opportunity 
to make direct charitable contributions from their traditional 
IRA.  Specifically, until December 31, 2011, the IRS will allow 
taxpayers who are 70 1/2 or older to designate up to $100,000 to 
donate to charity directly from their traditional IRA and exclude 
the entire amount from their taxable income.  Taxpayers must 
arrange for the donation to go directly from their IRA to the charity 
though.  If they take possession of the distribution first, they will 
be required to count the distribution as income. The biggest benefit 
to this arrangement is a little-known rule that prevents taxpayers 
from deducting more than 50 percent of their AGI for charitable 
gifts.  For instance, if a required minimum distribution (“RMD”) 
represents most of a taxpayer’s taxable income for the year, and if he 
or she takes their RMD and then gives it to charity, only a portion of 
the gift would be deductible.  However, by making a direct donation 
from their IRA, the donation won’t be included in taxable income.  
As a result, no income tax is paid on the RMD. 

— continued from page 1

• Federal Estate Tax: The Federal Estate Tax was generally reduced 
each year under EGTRRA by increasing the applicable exclusion 
amount ($3.5 million applicable exclusion amount with a maximum 
rate of 45% in 2009) until the tax was completely abolished for 
decedent’s dying in 2010.  Beginning in 2011, the Federal Estate Tax 
was scheduled to rise substantially ($1 million applicable exclusion 
amount with a maximum rate of 55%).  The 2010 Tax Relief Act 
sets the maximum Federal Estate Tax rate at 35% and increases the 
applicable exclusion amount to $5 million for decedent’s dying after 
December 31, 2009, and before December 31, 2012.  (NOTE: 
the 2010 Tax Relief Act gives the estates of decedents dying after 
December 31, 2009, and before January 1, 2011, the option to 
elect: 1) an estate tax based on the new 35% top rate and $5 million 
exclusion with a full stepped-up basis, or 2) no estate tax and a 
modified carryover basis under the EGTRRA sunset rule.)

• Gift Tax: For gifts made after December 31, 2010, the 2010 Tax 
Relief Act reunifies the gift tax and estate tax at a top rate of 35% 
with a $5 million applicable exclusion.  Gifts made in 2010 were 
subject to a maximum rate of 35% with a $1 million exclusion.

• Generation-Skipping Transfer (GST) Tax: Under the 2010 
Tax Relief Act, the GST exemption for decedent’s dying or gifts 
made in 2010 is equal to the applicable exclusion amount for estate 
tax purposes (i.e., $5 million).  That said, although the GST tax was 
applicable for decedent’s dying in 2010, the GST tax rate during 
2010 was 0%.  For decedent’s dying or gifts made after Dec. 31, 
2010, and before Jan. 1, 2013, the exemption amount is $5 million 
with a GST tax rate of 35%.

We welcome your feedback! contact@bridgesinv.com



half a million barrels per day, which is only a small fraction of the overall 
world oil production of approximately 75 million barrels per day. A 
much larger fear is that neighboring country Saudi Arabia will ultimately 
face the same fate, and battling between angry activists attempting to 
overthrow the government and police and/or the military could affect 
their oil drilling. Any disruptions to oil production in Saudi Arabia 
would prove to be much more detrimental considering it produces 10 
million barrels of oil per day. However, it’s highly likely that not even half 
of the production in Saudi Arabia has much more than a remote chance 
of being disrupted right now given the location of the oil wells relative to 
the potential areas of social disruption. 

The other important factor that 
impacts oil prices is demand, which 
has shown mixed signals as of 
late. The U.S. economic and jobs 
outlook continue to show signs of 
marginal improvement but haven’t 
clearly established a significant 
turnaround. China’s imports of oil 
have continued to increase, but 
their business exports have shown 
signs of weakness recently, which 
could indicate that global demand 
for their products is slowing.  

The U.S. government could also 
help the supply situation in both the short- and the long-term. First, it is 
possible that President Obama will tap the Strategic Oil Reserve should 
oil prices continue to rise, which would alleviate some of the pain being 
felt by consumers at gas pumps. Also, a longer term fix would be for the 
Obama administration to speed the process in which permits are granted 
for off-shore drilling. The moratorium took more than 1.6 million barrels 
out of daily oil production. A return to normal levels of off-shore drilling 
alone could completely replace the total daily oil production in Libya.

In conclusion, the potential for serious supply disruptions is real, but 
the likelihood of such an event occurring is unknown. The logical 
assumption is that the market has priced in the probability of a 
disruption and that corporations have planned to deal with sudden spikes 
in oil prices. Recent comments by management at Deere, Caterpillar 
and Union Pacific have indicated that they are cognizant of increased 
input costs related to elevated commodity prices, but intend to pursue 
business ventures as previously planned. However, the consequences of a 
prolonged period of high oil prices are severe enough to respect the recent 
increase and require attention to future moves in oil markets and the 
subsequent effects on corporate profits and consumer spending. 

B Y  A A Ro n  f o s t e R  
Recent turmoil in the Middle East and its effect on 
oil prices has dominated headlines of almost every 
major news publication this month. The protests 
that started in Tunisia and Egypt earlier this year 
have inspired rebellious behavior in other nearby countries. Although 
war in any part of the world is reason enough to catch the eyes of the 
investment community, this particular situation is especially important 
given the potential impact on oil supplies in key regions such as Libya 
and Saudi Arabia. The price of oil has risen over 20% in the last month, 
which has already translated to higher prices at the pump for U.S. 
consumers. The average price paid for a gallon of gasoline in the U.S. has 
increased 33 cents since the end of February and 77 cents from one year 
ago. If you assume that your car drives the average 12,000 miles per year, 
and achieves 23 miles per gallon (MPG), you will be faced with $400 
of extra costs this year compared to last, per vehicle. There are estimated 
to be 2.28 vehicles per U.S. household, which basically means that the 
average household will be without $900 they may have spent on other 
discretionary items. While this is obviously not something we ever want 
to endure, it is particularly bad timing given that the economy appears 
to finally be digging itself out from the last recession. These events will 
certainly be a headwind to consumer spending and corporate profits this 
year, but shouldn’t have a severe enough impact to completely derail the 
economic recovery. 

The consensus opinions of economists are predicting GDP, which 
already stands north of $14 trillion, to grow 3% in 2011. While this 
is encouraging news for the U.S. economy as a whole, the pain will 
unfortunately not only be felt at the pump. Expect airfare prices, cab 
rates, shipping costs and several other types of transport related fares 
to increase soon for consumers, and for some corporate profits to be 
impacted by higher input costs.

It’s worth noting that the sectors that historically show the most negative 
sensitivity to oil price changes have been Airlines, Specialty Retail, and 
Air Freight and Couriers. Expect stocks in these industries to experience 
selling pressure should oil prices remain elevated. Not surprisingly, the 
industries that have historically shown the most positive sensitivity to oil 
price changes are Energy Equipment and Services, Metals and Mining, 
Gas Utilities, and Oil and Gas.

It’s important to understand that the recent run-up in oil prices has 
been rapid and mostly attributed to psychological fear. There have been 
very few actual disruptions to oil production in Libya, which have been 
reduced from approximately 1.4 million barrels per day to just under 
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It’s important 
to understand 
that the recent 
run-up in oil 
prices has been 
rapid and mostly 
attributed to 
psychological 
fear. 



4

B R I D G e s  I n V e s t M e n t  M A n AG e M e n t,  I n c .  is a 
full-service investment management firm located in Omaha, Nebraska. 
Bridges Investment Management, Inc. traces its roots to 1945 when 
Marvin W. Bridges, Sr. became the first investment adviser in Nebraska 
and the 208th in the country to register under the Investment Advisor 
Act of 1940. The Firm is currently headed by Edson L. (Ted) Bridges 
III. The Firm’s clients include high net worth individuals, corporate 
retirement plans and charitable organizations. The Firm employs 
a growth oriented investment style which seeks to invest capital in 
companies that achieve above average returns on equity and earnings per 
share growth versus the S&P 500.

The Firm’s growth oriented equity investment philosophy is predicated 
on the principle that over the long term, strong company financial 
performance in the form of rising cash flow and earnings drives 
increasing equity valuations. The Firm relies on a veteran investment 
team that has an average industry experience of over 20 years, while 
enjoying a very low turnover rate of both clients and employees, which 
allows us to build quality long-term relationships. 

Contact Us
Phone: 402.397.4700 
Toll Free: 1.800.939.8401
Fax: 402.397.8617

Email:  
contact@bridgesinv.com 

Mail:  
Bridges Investment  
Management, Inc.
8401 West Dodge Road
256 Durham Plaza 
Omaha, Nebraska 68114

Web: 
www.bridgesinv.com
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As trade barriers continue to break down, the world economy has become a small neighborhood. Should investors 
seek to participate in this wave of globalization, or are they getting all they need here at home?

Historically, foreign investments have acted in a significantly different way from domestic investments. When the 
U.S. market slumped, various opportunities abroad have prospered. An American investor who put some money 
into foreign markets may have reduced risk while still attaining attractive returns. With the spread of globalization, 
this benefit decreases as companies across the globe are acting more like each other. However, as the image 
illustrates, an investor who doesn’t take advantage of options outside of the United States is missing out on roughly 
half of the investable developed stock market opportunities in the world.

• Purchase an Exchange 
Traded Fund (ETF) that 
tracks a foreign index.

• Purchase stock in an 
individual foreign company 
that has established securities 
that are tradeable in the U.S. 
like the American Depositary 
Receipts (ADRs).

• Purchase shares in a U.S. 
company with significant 
global operations.

WO R L D  S TO C K  M A R K E T 
c A PI tA L I z At I o n 
Y e A R - e n D  2010

International investments involve special risks such 
as fluctuations in currency, foreign taxation, economic 
and political risks, liquidity risks, and differences in 
accounting and financial standards.

Source: World Market Capitalization by Country is from 
the Morgan Stanley Capital International Blue Booksm. 
The data is expressed in U.S. dollars

Please contact us if  
you would like to 
receive future editions 
of The Bridge via email.

How We Get Foreign 
Exposure in Your Portfolio

United States

International: 
Other Europe
Japan
United Kingdom
Other Paci�c
Canada
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19.3%

10.1%

9.7%

6.2%
5.4%


