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Here is your issue of Client Advisor. Enjoy!

Long-Term Stock Cuts Provide Immediate Happiness

As a result of the 2003 tax-cut bill, long-term capital gains for
2003 are taxed differently depending upon whether the
transaction took place before May 6 or after May 5. The lower
preferential capital gains rates do not apply to gain from
collectibles (stamp collections, coins, art work, etc.) or gain
attributable to depreciation recapture on sales of certain real
estate.click here for full article
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Dividends Fly High on New Lower Rates

Beginning in 2003, dividends received by an individual shareholder from domestic
corporations (and certain foreign corporations) are treated as net capital gain for
purposes of applying the capital gain tax rates. This means dividends are taxed at
15% for taxpayers whose marginal rate is above 15% and at 5% for those in the
10% and 15% tax brackets. To qualify for the lower rate, the stock on which the
dividends are paid must be held for at least 60 days during the 120-day period that
begins 60 days before the “ex-dividend” date. Dividends on stock held in a
retirement plan or Traditional IRA will not benefit from the new lower rates;
distributions from these plans continue to be taxed at ordinary income rates.

click here for full article

Rough Waters Ahead for Safe Harbor Prepayments
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Generally, if a taxpayer fails to pay an amount equal to 90% of their tax liability
through payroll withholding and estimated tax payments, they could be subject to
an underpayment penalty when they file their return, unless they qualify for one of
the penalty exceptions. Many taxpayers have investment and self-employed
income that is hard to predict. These individuals frequently utilize the exception that
allows the taxpayer to prepay an amount equal to 100%, or 110% if adjusted gross
income exceeds $150,000 ($75,000 for married filing separate taxpayers), of the
prior year’s tax to avoid a penalty. This exception is also used by taxpayers who
have large increases in income and want to minimize the amount they pay in
advance.click here for full article

Depreciation Tips You're Bound to Appreciate

Whenever property is purchased for business use
and that property has a useful life of more than one
year, its cost must be deducted over its useful life.
This accounting procedure is referred to as
depreciation. The number of years the property must
be depreciated is largely dependent upon the type of
property it is. However, there are exceptions to the
depreciation requirement.click here for full article

The purpose of this newsletter is to provide current information on tax, financial, and business
developments and to suggest general tax planning ideas that may be appropriate in certain

situations. The opinions are generalizations and may not apply to all taxpayers, so it is important that
you seek appropriate professional advice before implementing any of the tax ideas suggested.
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Tax Calendar September - December:

September 15:

Long-Term Stock Cuts - Time for 2003 Year-End and 2004 Tax

Provide Immediate - Thlrd installment of 2003 Individual Planning. C_ontact thls office to schedule
. Estimated Taxes due. a consultation appointment.
Happiness
Dividends Fly High on October 15: - Taxpayers who began their Minimum
New Lower Rates . . IRA Distributions before 2003 must
- Last date to timely file 2002 withdraw their 2003 Distribution by
Individual Tax Return (Form 1040) if December 31st.
[ROUCIRMateT ol eat you are in the United States and filed
for Safe Harbor an extension with Form 2688.
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Long-Term Stock Cuts Provide Immediate Happiness

As a result of
the 2003 tax-
cut bill, long-
term capital
gains for 2003
are taxed
differently
depending upon
whether the
transaction
took place
before May 6 or after May 5. The
lower preferential capital gains rates
do not apply to gain from collectibles
(stamp collections, coins, art work,
etc.) or gain attributable to
depreciation recapture on sales of
certain real estate.

Pre-May 6 Sales:

e If your marginal rate is 15% or
under - Your long-term capital gains
rate will be 10% for property held
longer than one year but not over
five years, and 8% if the property
was held more than five years.

< If your marginal rate is above 15% -
Your long-term capital gains rate will be
20% for property held longer than one
year. There is no reduced tax rate for
capital assets held more than five years.

Post-May 5 Sales:

< If your marginal rate is 15% or under -
Your long-term capital gains rate will be
5% for property held longer than one
year.

< If your marginal rate is above 15% -
Your long-term capital gains rate will be
15% for property held longer than one
year.

Since the new 5%/15%rates, which
apply to gains from capital assets held
for more than one year, are lower than
the 8%/18% rates that had applied to
five-year gains, there is no longer a tax
benefit to holding assets longer than a
year and a day.
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Tax Calendar tax brackets. To qualify for the lower
Beginning in 2003, dividends rate, the stock on which the dividends

Long-Term Stock Cuts received by an individual shareholder are paid must be held for at least 60

Provide Immediate from domestic corporations (and days during the 120-day period that

Happiness certain foreign corporations) are begins 60 days before the “ex-dividend”

niappmess treated as net capital gain for date. Dividends on stock held in a

. _ purposes of applying the capital gain retirement plan or Traditional IRA will not

Dividends Fly High on tax rates. This means dividends are benefit from the new lower rates;

New Lower Rates taxed at 15% for taxpayers whose distributions from these plans continue to
marginal rate is above 15% and at be taxed at ordinary income rates.

Rough Waters Ahead 5% for those in the 10% and 15%
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Rough Waters Ahead for Safe Harbor Prepayments

Generally, if a taxpayer fails to pay
an amount equal to 90% of their tax
liability through payroll withholding
and estimated tax payments, they
could be subject to an underpayment
penalty when they file their return,
unless they qualify for one of the
penalty exceptions. Many taxpayers
have investment and self-employed
income that is hard to predict. These
individuals frequently utilize the
exception that allows the taxpayer to
prepay an amount equal to 100%, or
110% if adjusted gross income
exceeds $150,000 ($75,000 for
married filing separate taxpayers), of
the prior year’s tax to avoid a
penalty. This exception is also used
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by taxpayers who have large increases in
income and want to minimize the amount
they pay in advance.

The Federal Government has recently
issued new withholding tables that
reduce employee withholding to
compensate for the new tax cuts.
Pitfall: If your planned prepayments
include withholding, the reduced
withholding could cause the planned
prepayments to be less than 100% (or
110%) of your prior year’s tax,
subjecting you to the underpayment
penalty. If you have questions regarding
your safe harbor estimates, please call
this office as soon as possible.
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Depreciation Tips You're Bound to Appreciate

Whenever property is purchased for
business use and that property has a
useful life of more than one year, its
cost must be deducted over its useful
life. This accounting procedure is
referred to as depreciation. The
number of years the property must
be depreciated is largely dependent
upon the type of property it is.
However, there are exceptions to the
depreciation requirement:

e Section 179 Expensing - The tax
code contains a special provision that
allows certain types of property to be
expensed (deducted in the year of
purchase) rather than depreciated.
This provision is commonly referred
to as Section 179 expensing and is
limited to a maximum annual
amount. The 2003 tax-cut legislation
increased that amount from $24,000
to $100,000(1). The maximum
annual expensing amount phases out
dollar for dollar where the taxpayer
places in service during the tax year
qualified property in excess of
$400,000. The Section 179 deduction
only applies to tangible personal
property such as tools, office
equipment, machinery, etc., and
does not apply to real estate. Since
there are other restrictions, please
contact this office for additional
details.

(1) Taxpayers filing married
separately are only allowed $50,000.
The expense limit is increased to
$135,000 in qualified enterprise
zones.
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« Special Bonus Depreciation - For tax
years 2001 through 2004, there is also a
special bonus depreciation that allows
taxpayers to deduct a substantial portion
of the cost of the asset in the year
purchased. The 2003 tax cut liberalized
the bonus first-year depreciation
allowance by increasing the allowance
from 30% to 50% of the cost of property
placed into service before 2005 (was
before September 11, 2004). This first-
year bonus depreciation deduction is
allowed for certain equipment and
leasehold improvements for which the
business use originated with the
taxpayer’s business. The taxpayer may
elect not to use the 50% deduction and
instead use the 30% limit or not use the
bonus deduction at all. Caution: If you
choose not to take the bonus
depreciation deduction, you must file a
written election with your return.

Sometimes, even repairs may have to be
depreciated. If a repair or replacement
increases the value of the property,
makes it more useful, or lengthens its
life, then it must be depreciated. If not, it
can be deducted like any other business
expense.
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Tax Calendar This year’s tax cuts expand the 10% by 3.6 percentage points. Knowing
bracket for most filing statuses and your marginal rate is important,

Long-Term Stock Cuts reduce the marginal tax rates above because any increase or decrease in

Provide Immediate 15%. Each tax rate above 15% is your taxable income will affect your

Happiness reduced by 2 percentage points except  tax at the marginal rate.

for the highest rate which is reduced

Dividends Fly High on
New Lower Rates

MARGINAL TAX RATES

Rough Waters Ahead TAXABLE INCOME BY FILING STATUS

for Safe Harbor

Prepayments Marginal Head of Married Rling

. . Tax Rate =ingle Household Joint* separately
sepf ec:‘m” th' ps 10.0% $7,000 $10,000 $14,000 $7.000
A°“ re bound to 15.0% $28 400 £38 050 $56 800 $28,400
IR 26.0% $68 800 $08, 250 $114.650 $57.325
Marginal Tax Rates: 28.0% $143,500 $159,100 $174.700 £37.350
How Low Can They 33.0% £311,950 $311,950 $311,950 $155.975
Go? B.0% -—————————— Over 5311950 —07¥ Over $155,975
AMT Changes In " ool Ly pmyers ling wa Srvivkg Syowe

Effect ASAP

*Also used by taxpayers filing as Surviving Spouse
Rules of the Road for y taxpay g g Sp

Business Auto
Deductions

It Pays to be Married
With Children
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AMT Changes In Effect ASAP

The Alternative Minimum Tax (AMT) is
a tax that was originally intended to
ensure that wealthier taxpayers with
large write-offs and tax-sheltered
investments paid at least a minimum
tax. However, unlike the regular tax
computation, the AMT is not adjusted
for inflation and years of inflation have
driven everyone’s income up,
increasing the number of taxpayers
being affected by the AMT. As shown
in the table below, a certain amount of
your income is exempt from AMT tax.
However, this exemption phases out as
your AMT taxable income increases.
Concerned that the 2003 tax cuts
might still cause more taxpayers to be
affected by the AMT, Congress
included increased exemption amounts
in the tax cut package.

AMT EXEMPTION PHASE OUT

Filing Exemption Income

Status Amount Where
Exemption
Is

. Totally

Married

Filing $58,000(2) Phased Out

Jointly $382,000(2)

Married

Filing $29,000(2)

Separately $191,000(2)

$40,250

Unmarried )
$273,500
€9

(2) These amounts reflect the changes
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The AMT is actually a separate tax
computation that does not allow
deductions for personal exemptions,
taxes, home equity debt and certain
miscellaneous deductions for taxpayers
who itemize their deductions. In the AMT
calculation medical expenses are
deductible only to the extent they exceed
10% of AGI. In addition, there is a long
list of items that are not taxable for
regular taxes but which create
preference income that must be included
when computing the AMT.

AMT TAX RATES

AMT Taxable Income Tax Rate
$ 0 — $175,000(3) 26%
Over $175,000(3) 28%

(3) $87,500 for married taxpayers filing
separately

Your tax will be the higher of the tax
computed the regular way or the
Alternative Minimum Tax. Anticipating
when the AMT will affect you is difficult,
because it is usually the result of a
combination of circumstances. In
addition to those items listed above,
watch out for transactions involving
incentive stock options, limited
partnerships, tax-free income from
private activity bonds, depreciation, and
business tax credits only allowed against
the regular tax. All of these can strongly
impact your bottom line tax and raise a
question of possible AMT.
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Rules of the Road for Business Auto Deductions

When you use a vehicle for business
purposes, you can deduct the
business portion of the operating
expenses on your business. If you
use the car for both business and
personal purposes, you may deduct
only the cost of its business use. You
can generally determine the expense
for the business use of your car in
one of two ways, the standard
mileage rate method or the actual
expense method.

- Standard Mileage Rate Method

The standard mileage rate takes the
place of fuel, oil, insurance, repair,
maintenance, and depreciation (or
lease) expenses. For 2003, the
standard mileage rate is 36 cents per
mile. In addition, the cost of business-
related parking and tolls is
deductible. Caution: If you don’t use
the standard mileage rate in the first
year the vehicle is placed in service,
you cannot use it in future years. If
in a subsequent year you switch to
the actual method, you must use the
straight-line method for depreciation.
If the car is leased, you must
continue to use the standard mileage
rate in future years if you choose to
use it in the first year.

- Actual Expense Method

To use the actual expense method,
determine the entire actual cost of
operating the car for the year and
then determine the business portion
attributable to the business miles
driven. Parking fees and tolls
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Both methods can include interest paid
on the car loan when deducted on
business returns. However, the interest
deduction is not allowed for employees
deducting job-connected car expenses as
part of their itemized deductions.
Unfortunately, if you deduct actual
expenses for the business use of your
car, you will probably find your write-offs
for depreciation restricted due to so-
called luxury car limitations. And most
cars (including trucks or vans) fit the IRS
definition of a “luxury vehicle,”
regardless of their cost. If a vehicle is
four-wheeled, used mostly on public
roads, and has an unloaded gross weight
of no more than 6,000 pounds, the car is
considered a “luxury vehicle.” The
otherwise regular allowable luxury auto
depreciation limit for 2003 will be
increased by $7,650 with the special
50% bonus depreciation (see article
titled “Maximizing Business Equipment
Write-off”). The IRS has not yet
announced the regular 2003 limits, but
the 2002 amount was $3,060.

Some SUV vehicles exceed the 6,000-
pound limitation and can provide a
substantial first-year write-off when used
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It Pays to be Married With Children

The child credit has been increased
from $600 to $1,000 for 2003 and
2004.This will provide an additional
$400 credit amount for each
qualifying child. The new tax-cut bill
requires an increased child tax credit
amount ($400) to be paid in advance
based on 2002 returns filed this year.
The procedure will be similar to the
one used previously when taxpayers
received checks

from the IRS in
2001 to reflect the
rate reduction
credit. If you
qualify and do not
receive a check,
you will still get the
increased child
credit when you file
your 2003 return.
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