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2005 YEAR END TAX MEMO
CHECKLIST TO CUT YOUR TAXES

It's not too late to cut your 2005 tax bill.  Prior to December 31st:

 Increase your 401(k) and 403(b) contributions if you haven't been contributing at the maximum rate all year.  This year you can put up to $14,000 into your 401(k) or 403(b) plan.  If you’re self-employed, consider setting up a Solo 401(k) by 12/31.

 Take a look at your withholding and instruct your employer to withhold additional taxes if you haven’t had enough taxes withheld during the year to avoid getting hit with an underpayment penalty.

 Consider selling your investments held in non-retirement accounts that have decreased in value since your capital losses can offset other capital gains realized during the year (including from your mutual funds).  Excess losses can then be used to offset up to $3,000 of wages and other income.

 Send in your January, 2006 mortgage payment early enough so it will be processed prior to 12/31/05.  By sending in your payment a few weeks early, you can deduct the interest portion of that payment a full year earlier.

 Clean out your closets and donate your clothing and household items to a charitable organization, since "non-cash" contributions are deductible if you itemize.  Don’t forget to get a receipt.

 Pre-pay your projected state tax shortfall if you'll be itemizing your deductions and not subject to the alternative minimum tax.

 Pay off your medical bills if your total medical expenses exceed 7.5% of your income and you itemize.

YEAR END PLANNING

During December, you should evaluate whether you'll save any taxes by postponing 2005 income or deductions into 2006 or by accelerating 2006 income or deductions into 2005.  While many factors should be evaluated prior to making your final decision, a few items to keep in mind are: 

· For 2005, a single person will itemize once allowable deductions exceed $5,000 and a married couple will itemize once allowable deductions exceed $10,000.

· A taxpayer is no longer subject to Social Security or self-employment taxes once wages and net self-employment earnings exceed $90,000 in 2005 and $94,200 in 2006.

· Miscellaneous itemized deductions, such as un-reimbursed employee business expenses, are only deductible to the extent they exceed 2% of adjusted gross income (AGI). Items paid with credit cards are deductible in the year charged.

· Medical and dental expenses are deductible to the extent they exceed 7.5% of AGI.  Payments for services not yet performed are not deductible.

If you need assistance in determining whether you should either postpone or accelerate your income or deductions, please give us a call.

DEDUCTING UN-REIMBURSED PROFESSIONAL EXPENSES

According to the IRS, to be deductible, an expense must be both "ordinary" and "necessary" in connection with your profession.  The IRS defines "ordinary" as common and accepted in a particular profession and "necessary" as helpful and appropriate for a particular profession.  Here’s a list of 16 professional expenditures commonly incurred by individuals:

Automobile expenses * Beepers and pagers * Books/library * Cellular telephones * Computer purchases * Education, examinations & licenses * Equipment & instruments * Job search * Malpractice insurance * Meals & entertainment * Parking & tolls * Professional dues, journals & subscriptions * Supplies * Travel & lodging * Uniforms & cleaning 

RE: 2006
Requesting Reasonable and Realistic Returns?

Managing your personal finances is a year round process. For many people, New Year’s is a time to see how close they came to meeting their 2005 financial resolutions, and to get a jump on 2006 financial planning issues.  Here are some helpful financial steps to take for 2006. 

 RE-set your retirement savings:  Most people find it easier to max out their retirement contributions by budgeting a set amount each month.  Instruct your employer to withhold $1,250 per month for your 401k or 403b plan to ensure that you hit $15,000 in 2006.  Self-employed?  You can sock away up to $44,000 next year, which equals $3,667 per month.

 RE-balance your investment portfolio:  2005 was no different than any other year; some financial sectors performed better than others.  Chances are that the sectors that did the best this year won’t repeat in 2006.  By rebalancing your portfolio, you lock in gains from the sectors with the best returns.

 RE-vise your savings and debt reduction goals: Take a few minutes to set new savings goals including how much you’d like to save towards your retirement, a child’s education, and a down payment on a home, and also to reset how much you plan to pay down your student loans, personal debt, and home mortgage.

 RE-visit your life and disability insurance needs:  As you move through your career, your life and disability insurance needs change. Give some thought to how much of these insurances you need versus how much you currently get through your employer’s benefit package.  

 RE-solve errors on your credit report:  Now that you’re entitled to three free credit reports each year, there’s no excuse to not look at this important financial report annually – especially since errors are quite common.  Order your free report at www.annualcreditreport.com. 

Questions about financial planning steps you should take for 2006? Please e-mail Harry R. Wigler, CPA/PFS at harry@hrwcpa.com.
INCREASED CONTRIBUTIONS FOR YOUR RETIREMENT ACCOUNTS FOR 2006
	Savings Opportunity
	Maximum Contribution for 2006

	401(k) or 403(b) plans
	$15,000 in 2006



	Roth and Traditional IRAs


	$4,000 per person

	Education Savings Accounts
	$2,000 per child



	Self-employed Retirement Plans


	SEP or Keogh - $44,000/yr

Solo 401(k) - $44,000/yr

SIMPLE - $20,000/yr




If you’ll be 50 or older by December 31, 2006, you can contribute an extra $5,000 into your 401(k), Solo 401(k), or 403(b) plan, and an extra $1,000 into your IRA.

NEW ENERGY TAX INCENTIVES

Just before summer recess, Congress passed the Energy Tax Incentives Act of 2005.  If you're green, or have green tendencies, some of the provisions of this new law will save you some taxes.  

Hybrid Vehicles:  The $2,000 "Clean-Fuel" deduction is replaced with a more valuable tax credit ranging from $650 to $3,400, depending on the vehicle, for purchases made between 2006 and 2010.

Energy Efficient Home Improvements:  You can now qualify for a tax credit of up to $500 for energy efficient improvements made to your principal residence during 2006 and 2007, including up to $50 spent on circulating fans, $150 on furnaces or hot water boilers, and $300 on heat pumps, water heaters, and central air conditioning.  

Energy Efficient Appliances:  The law provides manufacturers with a tax credit ranging from $50 to $200 per unit for each energy efficient dishwasher produced in 2006 and 2007, and for each washing machine and refrigerator produced between 2005 and 2010.   Make sure the manufacturer passes this savings on to you. 

Energy Efficient New Home:  Contractors are eligible for a tax credit of up to $2,000 for each new (or significantly rehabilitated) home "substantially completed" and sold during 2006 and 2007, so make sure the builder passes this lucrative tax break on to you.

Energy Efficient Commercial Improvements:  If you own a commercial building or condo, you're eligible to claim an immediate deduction of up to $1.80 per square foot (versus depreciating the costs incurred over 39 years) by making major energy saving improvements to your building's lighting, hot water, and HVAC systems during 2006 and 2007.  






