


Make Those
Deductions Work

for You!. ..

"

4
& =
3

4

——

The purchase of a new vehicle has tax ramifications that should be considered, regardless of its use.

If the vehicle is financed with a consumer loan, then none of the interest will be deductible as an itemized deduction. However,

not always be advisable.

that the individual is taxed by the AMT.

figure the tax deduction.

after 2007.

if a self-employed individual is making the purchase and some portion of the vehicle is used for business, then the portion of
the consumer interest attributable to the business use is deductible on his or her business schedule. Some
vehicle manufacturers offer low-interest consumer loans, which may provide a better financial result than a
tax deduction. If you are considering using home equity debt, keep in mind that the interest to the extent
the equity borrowing does exceed $100,000 would be deductible as home mortgage interest, but is not
deductible to the extent that the individual is taxed by the alternative minimum tax (AMT). Before utilizing
the home equity option, taxpayers are cautioned to discuss it first with their financial advisor, since it may

Taxpayers who itemize deductions are allowed to deduct the greater of the state income tax or state and
local general sales tax paid during the year. The sales tax deduction is the greater of (1) actual state and
local sales tax paid based on receipts or (2) an income-based amount from an IRS-created table, plus the
sales tax on certain major nonbusiness purchases (including vehicles). Currently, the law allowing sales tax
to be deducted is scheduled to expire after 2007. It might make sense to accelerate the purchase into
2007 to be able to deduct the sales tax on the car’s purchase. This strategy does not apply to the extent

With the high price of gasoline, a fuel-efficient hybrid may be a wise option. Certain hybrids provide a
substantial tax credit that ranges from $250 to $3,400, depending on vehicle efficiency. If the vehicle is
purchased for personal use, the credit will reduce the regular tax to zero, but any excess credit is lost.
However, to the extent that the individual is subject to the alternative minimum tax (AMT), the credit
provides no benefit at all. On the other hand, if some portion of the vehicle is used for business, then the
credit is allocated between the personal credit and general business credit. Unlike the personal portion
of the credit, the general business credit does offset the AMT, and any unused portion can be carried to
other tax years. In many cases, the tax write-off for high-gas-mileage hybrids used for business will
exceed the actual cost of operating the vehicle, when the standard mileage rate method is used to

For those individuals who are purchasing a heavy SUV for business purposes to take advantage of the
large first-year deduction of $25,000, at press time, Congress was considering eliminating that benefit

Please give this office a call if you are planning a vehicle purchase and would like to discuss your options.

Mid-Year Tax Planning Checklist

All too often, taxpayers wait until after the close of the tax year to worry about their taxes, missing opportunities that could
reduce their tax liability or help them financially. Fall is the perfect time for tax planning, so call us for an appointment or if

you have concerns about any of the questions below.

* Did you get married, divorced or become widowed?

* Did you change jobs or has your spouse
started working?

* Did you have a substantial increase or decrease
in income?

* Did you buy or sell a rental?

* Did you start, acquire or sell a business?
* Did you buy or sell a home?

* Did you retire this year?

* Did you refinance your home or second home mortgage
this year?

* Were you the beneficiary of an inheritance this year?

* Did you have a child? Time to start a tax-advantaged
savings plan!

* Are you taking advantage of tax-advantaged
retirement savings?

* Have you made any significant equipment purchases for
your business?

* Are your cash and noncash charitable contributions
adequately documented?

* Are you keeping up with your estimated tax payments or
do they need adjusting?

* Did you make any unplanned withdrawals from an IRA or
pension plan?

 Have you stayed abreast of all the new tax law changes?
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Although Congress has been active in the past few years enacting laws .
to curtail overstated and unverified contributions, the tax code still Gettlng the Most OUt Of
contains incentives to encourage contributions to approved charitable : :
organizations. However, tax deductions must be itemized in order to Employee BUSlneSS Expense DedUCtlonS
deduct a charitable contribution, which means that there is no tax benefit
gained if the standard deduction is taken. Consider “bunching” your
contributions in one year, so that you can itemize and then take the
standard deduction the next year. For most contributions, the maximum
that can be deducted in a year is 50% of a taxpayer’s income (AGI). There
are lower limits for gifts to fraternal organizations, private foundations
and contributions of capital gains property.

Although there are stricter rules after August 17, 2006, the fair market
value of used clothing and household items donated to a qualified
charity can still be deducted, provided that the items are in good or
better condition, do not include items of minimal value, and written
documentation is obtained from the charitable organization verifying
the contribution. The donation of vehicles has been severely curtailed,
but it is still allowed. Keep in mind that if the vehicle’s claimed value is
in excess of $500, the deduction is limited to what the charity actually
obtains from its sale. IRS Form 1098-C (or equivalent substitute
statement) must be attached to the taxpayer’s return to indicate what
the charity received for the vehicle. On the other hand, if the charity
actually keeps and uses the vehicle in its charitable function, or sells
it at a low price to a needy family, the fair market value of the vehicle
may be deducted.

A provision expiring at the end of 2007 allows taxpayers age 70'/2 and
older to have their IRA trustees make direct transfers of IRA funds (up to
$100,000) to a qualified charity. The distribution is not treated as income
on the donor’s tax return, but no charitable deduction is taken for the
transfer. The distribution to the charity counts toward the year’s required
minimum IRA distribution amount. For someone whose contributions
allow him or her to marginally itemize — or who don’t itemize — this can
be a big benefit since the individual’s income (AGI) is lower without the
IRA distribution. This may lead to reduced taxes on Social Security
income, marginal tax rates, capital gains rates and phase-out limitations,
which adds up to a lower tax for the year.

A capital asset (stock, land or improved property) that has appreciated
in value can be contributed to a taxpayer’s favorite charity, and the fair
market value of the asset can be deducted rather than the cost of the
item. This allows the taxpayer to avoid the gain from the sale of the
property, but still deduct its full value. There are, however, certain
deduction limitations for the year, with the excess carried over for

five years.

The most important factor to keep in mind is that ALL charitable
contributions that you plan to deduct require either written verification
or a bank record, beginning for the 2007 year.

Cash dropped in a pot or collection plate is no longer deductible.
Solution. ..always use a check or credit card or get a receipt.







