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There are many tax-saving steps that can be taken before the end of this year. Here is a list of the most important actions that should be taken no later than December 31 to save taxes:

· Realize losses on stock while substantially preserving investment position or defer gain on stocks with a short sale to be closed early next year, subject to restrictions imposed by the constructive sale rules.

· Arrange with employer to defer bonus until next year.

· Increase basis in partnership or S corporation to make possible current year loss deduction.

· Exchange matured E bond for HH bonds to avoid realizing accrued interest.

· Use credit card to prepay expenses.

· Pay contested state taxes to deduct them this year while continuing to contest them next year.

· Buy equipment by December 31 to get six months’ worth of depreciation deductions in this year, unless mid-quarter convention would be triggered.

· Make expenditures qualifying for $105,000 business property expensing option.

· Watch your capital acquisition cost so as not to exceed $420,000 to use business property expensing option.

· Settle insurance or damage claim if this will maximize casualty loss deduction.

· Nail down casualty loss for flood or drought damage to home.

· Make expenditures qualifying for the 10% reforestation credit.

· Apply bunching strategy to “miscellaneous” itemized deductions, medical expenses and other itemized deductions to increase deductible amounts.

· Make expenditures that qualify for the rehabitation credit on historic buildings.

· Increase withholding to eliminate estimated tax penalty.

· Consider sale of securities with paper losses to offset capital gains for the year.

· Consider sale of securities with paper gains to offset capital losses for the year.

· Set up self-employed retirement plan.

· Make IRA contribution (can be made by April 15 of next year) but additional tax deferred income can be earned if made earlier.

· Make gifts taking advantage of $11,000 gift tax exclusion.

· Make expenditures that qualify for the solar and geothermal energy credit.

· Watch out for marriage penalty in regard to year-end marriage or divorce plans.

· Consider deferring debt cancellation event until next year.

· Decide whether to elect to deduct investment interest against capital gains.

· Avoid personal holding company tax by making dividend payments.

· If selling mutual funds at a loss, instruct the fund not to reinvest dividends for the next 30 days, which could disallow loss.

· Take steps to avoid or minimize tax on social security benefits.

· Structure real estate deal to avoid paying interest on tax deferred under installment method.

· Step up level of participation in business activity to meet material participation standard under passive loss rules.

· Dispose of passive activity to free up suspended losses.

· Increase or minimize use of vacation home to have it treated as personal residence or passive activity, whichever yields best tax results.

· Ask employer to increase withholding of state and local taxes to pull the deduction of those taxes into this year.

· Extend subscriptions to professional journals, pay union or professional dues, enroll in (and pay tuition for) job-related courses, etc., to bunch into current year miscellaneous itemized deductions subject to 2% floor.

· Consider rollover of IRA account to ROTH IRA.

· Make gift of appreciated stock to charity.

· Watch support arrangements for parents receiving social security to assure dependency status.

· With the reduction of tax on dividends, C Corporations that have accumulated earnings over many years have the chance to distribute this money to corporate shareholders at low marginal tax rates.

· Have birth of child by year-end.

· Make expenditures qualifying for tuition deduction or education credit.

· Make expenditures qualifying for child care credit (obtain providers EIN).

· Make expenditures for qualified electric vehicle credit or deduction for clean-fuel vehicles.

· Make expenditures for adoption expense credit.

· Make expenditures qualifying for off highway business use fuels tax credit or credit for alcohol used as fuel.

· Make donations qualifying as non-cash contributions.

· Maintain contemporaneous records for business mileage deduction.

