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Year-End Tax Saving Strategies

The	goal	of	our	newsletter	is	to	provide	our	clients	with	timely	nancial	and	tax	information.	Since	space	limitations	require	
generalizations,	we	encourage	you	to	obtain	specic	personal	advice	before	implementing	any	ideas	presented	in	this	publi-
cation.

Services	provided	by	Judd,	Thomas,	Smith	&	Company,	P.C.	include,	but	are	not	limited	to	accounting,	auditing,	tax,	personal	
nancial	planning,	automation	and	management	advisory	services.
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DUE DATES – JANUARY – APRIL 2007
January
15 Final installment of 2006 estimated tax by individuals, as well as by trusts and calendar-year estates
31  Employees to receive statements for amounts withheld in 2006 furnished by employers (forms W-2, W-2G)
31 Annual statements to recipients of various form 1099s
31 Employers must ýle Forms 940, 941, and 945
February
15 Last day for ýling Form W-4 by employees who wish to claim exemption from withholding of income tax for 2006
March
1  Annual Information Returns, form 1099, ýled with IRS
1  Forms W-2 and W-2G must be ýled with the Social Security Administration
15 Due date for calendar-year corporations and S Corporations to ýle 2006 income tax returns
15 Last day for corporations to ýle application for automatic six month extension to ýle 2006 income tax return
April
16 Individual income tax returns for calendar year 2006 due, as well as self-employment tax returns
16 Last day for individuals ýling four month extension for 2006 returns
16 Due date for partnerships to ýle income tax returns for calendar year 2006
16 Last day for partnerships to ýle six month automatic extension for 2006 returns
16 Due date for estates and trusts to ýle income tax returns for calendar year 2006
16 Last day for estates and trust to ýle six month automatic extension for 2006 returns

Even though most of the year has 
passed, there is still time for taxpay-
ers to act to reduce this year’s tax bill 
before the end of the year. 

Year end planning ideas for small busi-
ness owners, investors and individuals 
can be very effective in reducing your 
tax burden. 

Small Business Owners:
• Check estimated tax payments. 
Project taxable income for the full year. 
Then adjust the ýnal estimated tax pay-
ment for 2006 to neither underpay tax 
and needlessly incur penalties nor over-
pay tax and make an interest-free loan 
to the IRS.

• Offset capital gains and losses. 
Regular (C) corporations pay tax on all 
net capital gains at ordinary income rates. 
Unlike individuals, they get no favorable 
tax rate on long-term capital gains.

• Time business income and expenses. 
Businesses may be able to time various 
items of income and expenditure to oc-
cur before or after year-end in the year 
that is most advantageous. 

 The general strategy is to defer income 
until after year-end while maximizing  
current expense deductions. But, if a 
business expects to be in a higher tax 
bracket next year, it may wish to do the 
reverse. 

• Adjust owners’ wages. 
Small businesses can adjust the wages 
of their owners/top executives for tax 
beneýt. Howé..

v S corporation owners may want low 
wages to reduce the employment tax-
es paid on them –since the rest of the 
S corporationôs income will be a prof-
it distribution to the owners and not 
subject to employment tax. 

v A regular (C) corporationôs owners 
may prefer to take high wages, since 
the corporation can deduct wages but 
canôt deduct payments to them made 
via dividends. 

• Acquire deductible equipment. Pur-
chases of up to $108,000 of business 
equipment are deductible immediately 
in 2006 using the Section 179 expensing 
election, rather than being deducted over 
a period of years through normal depre-

ciation, subject to being phased out dollar 
for dollar purchases over $430,000.

• Write down inventory. 
If inventory held by the business has de-
clined in value, a deduction may be avail-
able for the loss. But the loss in value 
must be documented by year-end. 

• Abandon property. 
A business may own depreciable proper-
ty or inventory thatôs lost all its value. In 
that case, a full deduction for the remain-
ing undepreciated basis in the property 
or the cost basis of the inventory can be 
claimed by abandoning it. 

• Identify bad debts for deduction.
Accrual basis businesses should review 
accounts receivable to identify those that 
have gone óbadô during the past year and 
that now are uncollectible. 

 Such bad debts are deductibleðbut 
they must be identiýed on an individual 
basis and supported by speciýc records. 
They cannot be estimated.

• Set up a qualiýed retirement plan. Re-
cent law changes make qualiýed retire-
ment plans generally more attractive for 

TO OUR READERS:
We devote the majority of our year-end 
newsletter to articles relating to tax plan-
ning and money matters. We hope you will 
ýnd information that will assist you in the 
coming tax year. Because of time constraints 
during tax season, our next issue will not 
be published until May 2007. We look for-

ward to seeing and/or hearing from you in 
the coming months. REMEMBER:  Collect 
your data and get it to us as early as possi-
ble. Thank you.

We have an Auto, Travel & Business Ex-
pense Log available, which contains space 

for all your auto mileage and business ex-
penses. If you wish to have one or more of 
these booklets, please contact us and we will 
be pleased to send it to you, free of charge. 
Remember‑‑ if you deduct auto expenses, 
you must keep a daily log to substantiate 
those deductions.



small businesses. But to set up such a 
plan ïa 401(k), solo 401(k) for a one-
person ýrm, or Keogh planðand make 
deductible contributions to it for 2006, 
the paperwork must be signed by year-
end.

 

Investors:
• Make ‘bond swaps.’  If you own indi-
vidual bonds that have declined in value, 
sell them for a tax loss and buy replace-
ment bonds. To avoid the wash-sale rule 
that would disallow a loss, the replace-
ment bonds can be similar to, but must 
not be identical to, those sold. 

• Utilize stock and mutual fund loss-
es. Make year-end purchases or sales of 
shares so capital losses and gains offset 
each other. If so far this year youôve re-
alizedé

v Net capital losses, then gains realized 
in an equal amount by year end will 
be tax free.

v Net capital gains, then you can make 
them tax free by realizing offsetting 
losses. 

 Goal:  A net capital loss of up to $3,000 
can be deducted against ordinary income 
(such as salary), so the ideal is to end 
with a net loss in that amount. Excess 
losses can be carried forward to future 
years. 

• Investment interest expense, such as on 
margin accounts, is deductible, but only 
to the extent that one has taxable invest-
ment income, not counting tax-favored 
capital gains. Excess interest expense 
over that amount can be carried forward 
to be deducted in future years. 

Individuals:
• Charity deductions:  
New tax law changed rules for some de-
ductions this year and may make it smart 
for you to move some planned charita-
ble donations forward from 2007 into 
2006.

 To get charity deductions for 2006, 
you must make donations by year-end 
and obtain necessary documentation to 
support theméé

v An acknowledgement letter from the 
charitable recipient for all gifts larger 
than $250. A canceled check is not 
enough. 

v An appraisal of any donated property 
valued at over $5,000.

Tactic:  

Donate appreciated long-term capital 
gain securities instead of cash. Youôll 
get a deduction for their full value while 
avoiding ever paying tax on the gain. 

B Employee business expenses:  This 
generally is not an advantageous deduc-
tion to seek. First, to claim it, you must 
ýle an itemized return, Form 1040. Then, 
it is allowed among ñmiscellaneous de-
ductions” only to the extent that their to-
tal exceeds 2% of adjusted gross income 
(ñAGIò).

Better:  

Get expense reimbursements from your 
employer before year-end using record 
keeping that meets IRS óaccountable 
planô rules. Both you and your employ-
er can come out ahead by converting sal-
ary to expense reimbursements. 

 How:  To the extent that salary is con-
verted to reimbursement, both employer 
and employee reduce their payroll taxes. 
The employeeôs AGI is also reducedð 
increasing other deductions with AGI 
related limits. The employer can fully 
deduct expenses without limits that ap-
ply to the employee. 

• Bunch deductions:  
You itemize your tax deductions only 
when they total more than the standard 
deduction ($10,300 on a joint return, 
$5,150 on a single return in 2006).

 Thus, you may not itemize every year. 
If you donôt, consider bunching deduc-
tions in years you itemize. 

 Example:  If you will itemize this year 
but may not next year, accelerate all pos-
sible deduction expenditures to before 
year-end. If you wonôt itemize this year, 
delay such expenditures until after year-
end. 

 Use the same tactic with individual 
deductions subject to AGI limits. 

 Example:  If your medical expenses 
will be more than the 7.5%-of-AGI þoor 
in 2006, try to incur foreseeable medical 
bills and pay them by year-end. If you 
wonôt be over the þoor this year, delay 
paying medical bills until 2007, so they 
may help you get over the þoor then. 
(They count for tax purposes when paid, 
not when you become liable for them).

 AMT caution:  If you are subject to the 
alternative minimum tax (AMT), it may 
adversely affect the results of strategies 
mentioned hereðespecially regarding 
state taxes, investment interest, and mis-
cellaneous deductions. Project potential 
AMT liability and consult an expert be-
fore acting. 

*****

Charities You Can Trust
Many charities give you a lot of bang 
for your buck. According to the organi-
zation, Charitywatch.org, which rates 
more than 500 charities on how much of 
their cash budget is spent on programs 
and services, about one-third of charities 
earned an A- rating or better and 24 of 
those charities scored an A+. To merit an 
A+, a charity must allocate at least 90% 
of its budget to services. 

Caution:  Seventy-four organizations 
received an F for allotting 35% or less 
of total spending to programs. Charities 
with disproportionately high numbers of 
F ratings include those associated with 
ýreýghting, crime prevention and vet-
erans. One reason: Many of these chari-
ties hire outside professional fund-rais-
ers, who keep a large portion of the do-
nated funds. 

*****

Telephone tax refund ‘standard’ 
amounts set by the IRS. The IRS re-
cently conceded that the tax on long dis-
tance telephone service that it collect-
ed over the years was illegal, and that it 
owes refunds to millions of taxpayers. 
But that left the question of exactly how 
to pay refunds to people who didnôt keep 
telephone bills showing how much tax 
they paid. 

IRS solution:  The standard refund will 
depend on the number of personal ex-
emptions on the tax return--$30 for one, 
$40 for two, $50 for three, and $60 for 
four or more. Therefore, a married cou-
ple with two children will receive a $60 
refund on their 2006 tax return. People 
who have kept telephone records show-
ing that they paid a greater amount of tax 
can request larger refunds. 

*****

IRS Scores Biggest Tax 
Settlements Ever
Within just four days, the IRS scored its 
biggest dollar single criminal and civil 
tax wins ever. On September 8, 2006, 
telecommunications mogul Walter C. 
Anderson pleaded guilty to hiding $365 
million of income, and evading more 
than $200 million of tax on it, through 
the use of complex transactions that ob-
scured his transfer of the money to for-
eign bank accounts. 

Then on September 11, the IRS an-
nounced that it had accepted a $3.4 bil-
lion settlement offer from GlaxoSmith 
Kline. This settlement was in connec-
tion with a civil case regarding busi-
ness income that the IRS said should 
have been reported in the US but that 
the company reported as income to its 
afýliates abroadðthe biggest tax case 
in IRS history. 

*****

Social Security tax increase for 2007 
for high earners. The wage base on 
which the Social Security portion of 
FICA and self-employment is ýgured 

will increase on January 1, 2007, to 
$97,500, up from $94,200 in 2006.

For an employee with income at or above 
the wage base limit, it means both the 
employee and employer will pay an ad-
ditional $204.60. Self-employed indi-
viduals will pay an additional $409.20 
in self-employment tax. 

The good news:  Social Security ben-
eýts go up by 3.3% for 2007. Beneýcia-
ries who continue to work must still con-
tribute to the Social Security system via 
FICA or self-employment tax. 

*****

Retirement plan limits rise for 2007. 
Cost of living adjustments to various 
contribution limits means greater sav-
ings opportunities in 2007. 

The top employee contribution to a 
401(k) plan will rise to $15,500 (up 
from $15,000 in 2006)éfor SIMPLE 
IRAs, the top employee contribution 
will rise to $10,500 (up from $10,000 
in 2006). However, the catch-up contri-
bution amounts for those age 50 or older 
by the end of the year are unchanged at 
$5,000 for 401(k)s and $2,500 for SIM-
PLE IRAs.

Profit sharing contributions rise to 
$45,000, $1,000 more than in 2006. 

The maximum amount of compensation 
taken into account into ýguring contri-
butions and beneýts will be $225,000 
(up from $220,000).

*****

Did you know that…
…deposit insurance for retirement ac-
counts has been increased to $250,000?  
Traditional and Roth IRAs, self-directed 
Keogh plans and other retirement ac-
counts held at a bank or savings institu-
tion are covered at the higher level. The 
federal insurance limit for nonretirement 
accounts, such as savings and checking 
accounts, remains $100,000. 

…companies rated highly by custom-
ers do well in the stock market?  A port-
folio of 20 to 30 companies with high 
customer satisfaction ratings had a cu-
mulative 99% return, versus a loss of 
15% for the S&P 500 for a period from 
April 2000 through June 2006. 

…nearly 22% of Americans have no 
money left after paying living expenses 
each month?  Other cash-strapped na-
tions:  Portugal, Canada, UK, France. 

*****

Very Useful Web Sites
Bulb-planting time:  How to select, 
plant and nurture þowering bulbs.  www.
gardenersnet.com/bulbs

Fall foliage:  Where and when to ýnd 
the most breathtaking colors.  www.fo-
liagenetwork.com

Career tools:  Job hunting and career-
management strategies from The Wall 
Street Journal.  www.careerjournal.
com

Ballroom dancing:  Learn the chacha, 
Lindy, salsa tango, Viennese waltz and 
other dances.  www.ballroomdancers.
com

Latest deals:  Search for the lowest pric-
es, read customer reviews of merchants 
and products, ýnd on-line coupons and 
special deals on computers, DVDs, cloth-
ing and more.  www.secretprices.com

Easy drug lookup:  Premier resource on 
medications, herbal remedies and dietary 
supplements.  Information includes side 
effects, interactions, dosages and more.  
www.nlm.nih.gov/medlineplus/drugin-
formation.html

Family Fun:  Brainteasersériddlesé
magic tricksémake-it-yourself þying 
machines and other crafts.   www.fu-
nology.com

*****


