


The IRS has certified several vehicles under the new energy tax credit
effective for 2006. This credit replaces the $2,000 tax deduction, which
was previously available to taxpayers who purchased new certified

hybrid vehicles before the end of 2005.

The new alternative motor vehicle income tax credit is available for qualified
fuel cell motor vehicles, advanced lean-burn technology motor vehicles,
qualified hybrid motor vehicles and qualified alternative fuel motor vehicles
purchased after 2005. For qualified hybrid vehicles, this credit is currently set
to expire at the end of 2009.

The credit is determined differently for each type of vehicle and may vary 
considerably. For hybrid vehicles, it is based on a combination of increased fuel
economy and lifetime fuel savings and can be as much as $3,400. A motor
vehicle does not have to be used in a trade or business or for the production of
income in order to qualify for this credit, but it must be new. The following is a
list of 2006 and 2007 vehicles that have been credit certified at the time this
newsletter went to press. More are expected before the year’s end.

Taxpayers who want the maximum available credit may want to consider buying
early since the full credit is only available for a limited time. The full credit is only
available up to the end of the first calendar quarter after the quarter in which the
manufacturer records its sale of the 60,000th vehicle. After that, only 50% of the
credit is allowed for the second and third calendar quarters after the quarter in
which the 60,000th vehicle is sold, 25% in the fourth and fifth calendar quarters,
and none after the fifth quarter.

Taxpayers who are affected by the AMT should be cautious in that the credit will
only offset the regular income tax and not the AMT, thus limiting or eliminating
the credit for those taxpayers.

Taxpayers using the vehicles for business will be required to reduce the 
depreciable basis of the vehicle by the amount of the credit allowed.
In addition, no credit is allowed for the cost of the vehicle taken as a Sec. 179 
expense deduction.

If you are planning a hybrid vehicle purchase, you may want to call this office in
advance to determine what tax benefit the purchase will provide.

IRS CertifiesVehicles for the

Taxpayers may choose to deduct automobile expenses using the actual operating expenses
of an automobile plus depreciation, or they can use the “optional standard mileage rate” to
compute business auto deductions for owned vehicles.

If the taxpayer chooses the actual method, which includes MACRS depreciation, in the first
business-use year, then the optional method may not be used in any future year. Thus, a
taxpayer is unable to switch back to the standard mileage rate in any subsequent year for
that vehicle.

Switching Methods – On the other hand, if a taxpayer elects the optional standard
mileage rate in the first year of business use, then he or she can switch back and forth
between the two methods in subsequent years. However, the taxpayer is limited to MACRS
straight-line depreciation in the years he or she opts for the actual method.

New 
Hybrid 
Tax Credit

When to Use the Optional or Actual Auto Expense Method 

2006 Ford Escape Hybrid Front WD – $2,600

2006 Ford Escape Hybrid (4WD) – $1,950

2006 Mercury Mariner Hybrid (4WD) – $1,950

2006 Lexus RX400h (2WD) – $2,200

2006 Lexus RX400h (4WD) – $2,200

2006 Toyota Prius – $3,150

2006 Toyota Highlander (4WD) Hybrid – $2,600

2006 Toyota Highlander (2WD) Hybrid – $2,600

2006 Honda Civic Hybrid CVT – $2,100

2006 Honda Insight CVT – $1,450 

2006 Honda Accord Hybrid AT – $1,300

2006 Honda Accord Hybrid AT 
(w/o updated control calibration) – $650

2007 Toyota Camry Hybrid – $2,600

2007 Lexus GS 450h – $1,550

2007 Chevrolet Silverado 
(2WD) Hybrid Pickup Truck – $250 

2007 Chevrolet Silverado 
(4WD) Hybrid Pickup Truck– $650 

2007 Ford Escape Front WD Hybrid – $2,600 

2007 Ford Escape (4WD) Hybrid – $1,950 

2007 GMC Sierra 
(2WD) Hybrid Pickup Truck– $250 

2007 GMC Sierra 
(4WD) Hybrid Pickup Truck – $650 

2007 Mercury Mariner (4WD) Hybrid – $1,950

2007 Saturn Vue Green Line – $650

More Expensive Vehicles – More expensive cars are generally the
ones most limited by the luxury auto rules. Thus, using the MACRS
straight-line depreciation will produce only a small reduction in
depreciation in subsequent years when the actual method may be
elected, leaving the taxpayer the option to switch methods at will in
subsequent years.

Vehicle Holding Period – Generally, the longer (more years) a 
vehicle is kept, the more beneficial it becomes to select the optional
mileage method in the first year. There are two primary reasons:
(1) older vehicles tend to have more substantial maintenance
expenses, and (2) the luxury auto limit reaches its lowest level in the
fourth and subsequent years.

Therefore, the taxpayer would be able to switch to the actual method
in years of high-maintenance costs and use the optional mileage
rate during the earlier years where the vehicle warranty usually 
covers most repairs.

Besides, once the vehicle is traded or sold, the reduced depreciation
will reduce the gain or increase the loss if the vehicle is sold, or
increase the basis of the replacement vehicle if it is traded in.



Dodge the AMT Bullet 
for Another Year 

Congress has been promising alternative minimum tax (AMT) relief or reform for some time.
However, the two houses of Congress have been unable to reach a consensus on what to do with
the AMT. It became critical this year since earlier relief measures expired at the end of 2005. Still
unable to resolve the issue of AMT reform, Congress has applied a one-year bandage to the 
problem to extend the prior temporary provisions through 2006.

The table below shows the exemption amounts in 2005, what they would have reverted to 
without the law change in 2006, and what they will be for 2006 as a result of the law change.

However, like regular tax exemptions, the AMT exemptions phase out for higher-income 
taxpayers. Thus, for joint-filing taxpayers, the 2006 exemption under the new law begins phasing
out at the AMT taxable income of $150,000 and is completely phased out when the income
reaches $400,200. For unmarried taxpayers, the phase-out range is $112,500 to $282,500.

Congress is also allowing, for one more year (through 2006), the following credits to offset 
the AMT:

• Hope and Lifetime Learning credits,

• Child and Dependent Care credit,

• Credit for the elderly and permanently and totally disabled, and

• Mortgage credit.

Thus, without this legislation, these temporarily allowed credits would have no longer offset the
AMT beginning in 2006. However, the Act allows the credits as an AMT offset through 2006.

Caution: These changes represent a one-year patch to the AMT and, without further legislation,
will create a significant tax increase for many taxpayers in 2007.

Small Business 
Expensing Extended 

Recent tax legislation has extended the
increased amounts of the popular small 
business expensing provisions, sometimes
referred to as Sec. 179 expensing. With the
extension, the expense limit will remain above
$100,000 through the 2009 tax year. It was
previously scheduled to revert to $25,000 
in 2008.

These extended provisions generally allow
small businesses to write off the cost of
equipment purchased for use by the business
as opposed to depreciating it over several
years. For 2006, the inflation-adjusted 
maximum deduction is $108,000. Although
not normally an issue for small businesses,
the annual expense limit is phased out when a
taxpayer places more than $430,000 (for
2006) worth of expensing-eligible property
into service during the tax year.

In addition, off-the-shelf computer software
will continue to qualify for the expensing
deduction, and the taxpayer will have the right
to amend or revoke the expensing deduction
through the 2009 tax year.

If your business was accelerating a purchase
to take advantage of this deduction before
2008 to avoid the previously scheduled 
reduction, you now have an additional two
years in which to plan your purchase. An
advantage of the Sec. 179 expensing 
deduction is that it is treated the same for
both the regular tax and the alternative 
minimum tax (AMT), so using it will not 
cause or increase the AMT.

Please call this office if we can be of 
assistance in planning your business
expansion and equipment purchases to 
maximize your tax benefits.

Financing is often an issue of concern when starting a
new business or expanding an existing one. A good
place to start is with the Small Business Administration
(SBA). However, many entrepreneurs prefer to use the
equity in their homes, which will probably provide a
lower interest rate and a longer payback period.

If you are considering such a move, be aware that there
are complications when you borrow against your home
and use the funds for business. The interest paid on
home mortgages that are secured by the taxpayer’s
home is by definition home mortgage interest and, as
such, can only be deducted as home mortgage interest.
In addition, home mortgage interest cannot be allocated
to other uses to the extent it is allowable, either as 
interest on acquisition debt or as the first $100,000 of
equity debt interest. Excess debt interest (interest on
debt that exceeds the deductible debt limits) can be 
allocated to other uses under the general tracing rules.

Why is that a problem? There are two reasons: (1) you
can only deduct home mortgage interest if you itemize
your deductions, so if you deduct the standard
allowance, you receive no benefit for the business 
interest; and (2) interest deducted on your business
schedule offsets both income and self-employment tax
– not to mention other tax benefits if you are
unfortunate enough to have a loss, but mortgage 
interest deducted on Schedule A is not allowed as a
deduction in computing the self-employment tax.

What is the solution? If you have already exceeded
your home mortgage debt limits, you can go ahead and
take more equity out and allocate the interest to your
business. If not, you can utilize the “unsecured election,”
which allows taxpayers to treat the loan as unsecured,
and then use the general tax tracing rules and allocate
the business portion of the interest back to your 
business. There is one pitfall to this election. If the loan
is mixed-use (part home and part business), then the
home portion of the interest can no longer be deducted
as home mortgage interest, since by definition a home
mortgage must be secured by the home. A solution to
that would be to take a separate loan on the home for
the business debt, even though the interest rate might
be slightly higher.

If you are in need of business capital and are considering
refinancing your home, please call our office for 
assistance. We will gladly address all of your concerns.

Business Financing

Kinks 

Filing Status 2005
2006

Pre-Act Post-Act

Joint Filers $58,000 $45,000 $62,550

Unmarried Taxpayers $40,250 $33,750 $42,500

Married Filing Separately $29,000 $22,500 $31,275

Exemption Amounts




