________________________________________________________________________

Im Ein Kemach
________________________________________________________________________Volume 15 No. 3 

Written and Prepared by

Rabbi William Herskowitz   December 2006

Last Minute Tax Tips

This special edition is being rushed out to make you aware of some of the basic tax rules that should govern your actions before the end of the year.  Try to bunch up income and expenses in accordance with the tax advantages they will have.  For example:

· If you can arrange to have the last salary check or checks from this year drawn on 2007, you will save on not having to pay the tax due on the money for 15 months.  Unless the groups have strict accounting deadlines, they will usually accommodate you since zeh nehene v’zeh lo chaser.  Please remember that what you report as income must match the 1099s etc.  If you are self-employed, even for things such as rabbinic services, it usually is easier to maneuver income and expenses.  If you know your income next year will be higher, you have to weigh that against the value of not having to pay the tax this year..

· Medical and dental bills are subject to a deductible.  If you will meet that deductible in 2006 or 2007, try to arrange to pay other medical or dental bills in that same calendar year.  The same applies to medicines.  You can sometimes pay bills in advance so they will help you with the deductible.  Exercise equipment, massagers, etc. can be deductible if your doctor prescribes their use.  .

· Make your charity contributions before 12/31 and you will get the deduction on this year’s return if the checks are made out and mailed by the 31st   If you want to set aside money for charity, but are not sure what charities you want to give it to, send a check to a charity such as the Jewish Communal Fund in New York which allows you to pay the monies to the charities you designate.  By donating the money before the end of the year, you get the charitable donation in ’06 and give the monies in future months.

· Pay all bills by the 31st and you won’t have to wait a year to get the deduction.  Don’t ask for payments on money due you so you won’t pay taxes now.  Remember that items purchased on credit cards in December can be deducted on this year’s taxes even if payment is not made until January or February.

· If you are buying business deductible equipment such as cars, computers, calculators, etc, buy them by the 31st and you can get depreciation for this year.  If you need business related stationery supplies, business cards, etc. buy them now.  The same rule applies to repairs, inspections, license fees (for cars and computer programs) etc.

· Those people buying stocks or mutual funds should find out when the distributions are made.  You could buy just before a distribution and be hit with taxes.  If you have stocks or mutual funds with losses, sell them before the end of the year so they can be deducted from other stock or fund gains.  If you want to sell for the loss, but feel that the stocks or funds will go up, you have to wait thirty days before buying the same stock or fund again.  This is not true if you are buying them from different accounts, such as a single owner to a joint account, Keogh and IRA (unless you are already retired, the money from the sale has to remain in the plan so it is not considered a distribution.)

· Whether you do your own return or us a professional, the key to saving money is to keep accurate records. I highly recommend that you use software such as Quicken, Microsoft Money etc. and make most of your payments by check.  Once you download the checks into your program, it will give you the totals you spent by categories.  Schedule a report a week or two before the end of the year so you can see what categories have to be supplemented.  Also remember that the best time to prepare for the ’07 taxes is by keeping good records from the very first day of the new year.  I have always kept my Housing Account separate so that my records would be clear.  Yaakov Wasser, a pulpit rabbi and practicing accountant,  says “I would stress the strong preference of an accountable expense account.  This does away with any reporting requirement or year end purchases if done properly.”

· In order to know what items are deductible for clergymen, you should get a good up-to-date book on clergy rules.  The best one is the Minister’s Guide to 2004 Income Tax by Conrad Treitel. It is a soft cover book and is usually updated each year.  You should read it and then forward it to your accountant.  While the RCA is considering plans to get it at a bulk rate before the tax season, it would be best if you could get a copy before the end of the year to guide you in arranging payments and purchases for ’06.  See next item.

· Rabbi Yaakov Wasser who reviews these items and is the person I requested to do a follow up on this matter has sent me an 80 page online booklet on clergy taxes (MinistersTaxGuide.pdf) and a recent article on the subject (clergy_JPEP-July06.pdf)  He goes on to say he doesn’t know whether an ’05 edition is available but BGC will provide a free copy of the Treitel booklet on a first-come, first-served basis.  Additional copies are $4 each.  To request a copy, contact Jackie Shimmin at 800-323-4215 ext. 3240 or email bgretirement@baptistgeneral.org.  A limited number are available so order early.  The Guide will be mailed at the end of this month.

· If you are planning to join a pension plan or are making a tax deductible contribution to one, make the checks out before the end of the year so that you will get your deduction earlier and it will not affect the maximum contribution for next year.

· Those who are over 70 ½ and have to take distributions from their Keoghs, IRAs, etc.  must take their distributions by the end of the year or they will be hit with a 50% penalty.  If you haven’t allocated what you want to do with the money in advance, make sure you put it in a money fund or savings account.  Putting it in a checking account is a sure way to dissipate the funds and be left with nothing.  Since the deadline is December 31st and the last payment of estimated taxes is January 15th, budgeting for this payment makes a lot of sense.  (Those people in the RCA Pension are not required to take distributions until they retire rather than after 70½ )

· In previous editions we have spoken of the “Black Friday” (day after Thanksgiving) sales as a good time to buy things, especially those eligible for tax deductions.  Another good time is right after December 25th.  Many items are discounted and can be bought before the tax deadline.  A word of caution,  plan your spending.  People making impulse purchases spend a lot more than they were prepared to and often end up with unwanted merchandise.

· The YU Seforim sale is at the end of January.  If you buy seforim before the end of the year, you get the deduction on your ’06 return.  However, the big discounts at the sale will probably outbalance any tax savings.

· Those who have money in Health accounts may not have to rush to spend the money by December 31st.  New rules allow the money to be spent until March 15th.  However, some companies have not changed from the old deadline.  Check to find out what the rules are in your case.

· The enrollment period for many health care plans including medicare drug plans is the end of the year.  This is a major economic decision and can be quite daunting.  Ideally, you should go over your medical payments for the past three years, list the drugs you have used, check whether the doctors you use are covered, and see what alternatives are available. We will, IYH, discuss Health Savings accounts and other such coverage in a future edition

Most of the aforementioned rules apply to people who itemize.  I think almost everybody in the active rabbinate would benefit from itemizing.  The exception would be retirees on fixed income whose savings would not exceed the accountants’ fee.  In a future issue we will discuss accountants as opposed to using tax software and the advantages and disadvantages of using the basic 1040.

Best wishes for a Happy Chanukah.

                                                                                    Rabbi William Herskowitz

