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Year-End Planning Strategies to
Lower Your Taxes

The following is a checklist that might help you save

taxes if you act before the year's end. Not all strategies
will apply to everyone, but many clients will benefit from
more than one item. Not all available strategies are
listed either.

« [f you are over 707% years of age and have
retirement plans, make sure you take the required
minimum distribution before the end of the year. If
you turned 70%2 in 2005, you can wait until next
year to take your distribution, provided you take it
before April 3, 2006. You will still need to take
another distribution for 2006, so if you delay the
2005 distribution until 2006, you will essentially be
doubling your distributions for that year. The penalty
for failing to make the proper distribution is an
additional tax equal to 50% of the amount of the
underdistribution.

If you anticipate having a tax liability for 2005,
you can increase your withholding for the balance
of the year and eliminate or reduce underpayment
penalties.

If you have stocks that have declined in value, you
may wish to sell them before the end of the year
and use the loss to offset other gains for the year or
to produce a deductible loss. The net capital loss on
a tax return is limited to $3,000 for the year, but any
excess loss carries over to future years.

If a job-related bonus is expected to be paid around
the end of the year, you might be able to defer that
income into the following year if that is appropriate
in your situation. See if your employer is willing to
put off payment until just after the first of the year.

» |f itemizing deductions, a taxpayer can increase
those deductions for the year by prepaying certain
taxes. Consider one or more of the following:

— Prepaying the next installment of your property
taxes, or

— Pay your 4th quarter state tax estimate

no state income tax and you are planning a large
purchase (such as a car) in the future, it might be
appropriate to make that purchase in 2005. This is
because 2005 is the last year for the sales tax
deduction under the current law. Caution: This
strategy will not work if you are subject to the AMT,
since taxes are not deductible for AMT purposes.

= Reduce your gift and estate taxes by making gifts
before the year's end. For 2005, the amount you
may give without creating a gift tax filing
requirement is $11,000 per person. You can
make gifts each year to an unlimited number of
individuals, but you can't carry over unused annual
gift tax exclusions from one year to the next. For
2006, the annual gift exclusion is expected to rise
to $12,000.

= [f you own an interest in a partnership or
S corporation, you may need to increase your
basis in the entity so you can deduct a loss from
it for this year.

» Consider using a credit card to prepay expenses
that can generate deductions for this year.

= Business clients also should consider making
expenditures that qualify for the $105,000 business
property expensing (Sec 179) election.

= |f taxed by the AMT, you might consider deferring
payments that would qualify as a “miscellaneous”
itemized deduction, since you will receive no benefit
for those expenses. On the other hand, if you are
not taxed by the AMT, consider accelerating
those expenses.

« |f you're thinking of making non-cash charitable
donations, do so before the end of the year to
maximize your charitable deduction. And remember
that if you write a check to make a charitable
donation, it must be mailed by December 31 to
count as a current year deduction.

These are some year-end strategies to help minimize
your tax liability. You may wish to contact this office for a
year-end planning session, so we can tailor a plan that
best serves your needs.

info@bmcgiverncpa.com in December.

AAnCenepa.com — If your sales tax deduction is greater than your state
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There are two ways to determine your tax, the regular way that most everyone
understands and the alternative method (AMT). Your tax for the year is the
higher of the two. Barring any last minute Congressional changes, beginning in
2006, the AMT is going to affect a much larger number of taxpayers, because
a temporary increase of the AMT exemptions will expire at the end of 2005
and a number of tax credits will no longer offset the AMT. The changes may
push you into the AMT, and if you are already taxed by the AMT, you can most
likely expect an increase in tax for 2006. Here are the changes that will take
effect in 2006:

1. Reduced Exemptions — The tax code exempts a fixed amount of income
from being taxed under the AMT method. Beginning in 2006, this AMT
exemption amount will decrease by $13,000 for joint and qualified surviving
spouse (SS) filers and by $6,500 for all others. This reduction in exemptions
can result in tax increases of $3,380 for joint and SS filers and $1,690 for
othiers who are taxed by the AMT and in the lowest AMT tax bracket.

2. Nonrefundable Credits — Beginning in 2006, certain nonrefundable credits
that currently offset both the regular tax and the AMT will no longer offset the

Stealth Tax in Your Future?

AMT. Thus, if you are taxed by the AMT, you will receive no (or a reduced)
benefit from these credits. The following is a summary of the nonrefundable
credits that will no longer offset the AMT beginning in 2006.

« Education credits (Hope and Lifetime)
» Child and Dependent care expense credit
» Mortgage interest credit
= Electric vehicle credit
= Elderly and disabled credit
= DC homebuyer credit (Sunsets after 2005)
In addition, the new energy credits for home and fuel-efficient vehicles that

will become available in 2006 do not offset the AMT.

Find out in advance whether you are in the AMT before making any financial
decisions based on any of the credits mentioned above. Please call this office
for assistance.

Energy and Tax Savings Opportunity

With gas prices going through the roof, now is the perfect time to take
advantage of the energy tax incentives available for the purchase of hybrid
vehicles. If you purchase and place into service a certified hybrid vehicle
during 2005, you are entitled to a deduction equal to 100% of the purchase
price (limited to a maximum deduction of $2,000). You are not required

to use the vehicle for business to receive the deduction and it is an
above-the-line deduction, which means you don't need to itemize your
deductions to take advantage of it. If you use the vehicle for business, you
can include the business use portion of that deduction in your business
expenses. Bottom line: if you are in the 25% tax bracket, you can save as
much as $500 in taxes!

“If you wait until 2006 to buy a hybrid vehicle, the deduction has been
replaced with a tax credit that is made up of two separate credits: the
increased fuel economy credit, ranging from $400 to $2,400, and the
lifetime fuel savings credit, ranging from $250 to $1,000. Since these are
tax credits, they directly offset your regular income tax and can provide

a larger overall tax benefit, provided you are not taxed by the Alternative
Minimum Tax (AMT). Unfortunately, under the law taking effect in 2006, the
credit cannot be used to offset AMT. In addition, each manufacturer is limited
to producing 60,000 vehicles on which these credits are available. Thus,
before you sign on the dotted line, you need to:

(1) Make sure you are not in the AMT and can benefit from the credit,

(2) Verify the amount of credit available for the vehicle you are purchasing,
and

(3) Make sure the credit is not limited because the manufacturer has
exceeded the 60,000 car limit.

Additionally, you should evaluate whether the extra cost usually commanded
for hybrid vehicles can be recouped by a combination of the tax benefit and
anticipated fuel cost savings over the period you expect to drive the vehicle.

Standard Mileage Tax Strategy - If you use a vehicle for business, you
have the option of deductmg the actual expenses lnclud_mg fuel mpmrs. e

standard mileage rate
you could deduct more



