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BUSINESS & TAX PLANNING IDEAS for OUR CLIENTS and FRIENDS

it's Not Too Late: You Can Still
Save on 2004 Taxes

Tax-year 2004 reminders
December 31, 2004, has come

and gone, but that doesn't mean
you can't do “tax planning” for

2004 prior to filing vour return. |
Here are some steps vou can still |

take to help lower yvour tax bill.

Ieedividial  retivewrentt accowrnts, [ vou
haven't vet put any money into an individual
retbrement acoount (IRA) for tax VERL D004, ar
it you'se put in less than the maximm
albowed, you still have tme. You can con

tribarte to either a raditbonal or Roth [RA antll |

the April 15 due date of viour tax retusn, withs
ol extensions. Ask us if an TEA. Both, SEP or
other retirement plan makes sense for vow.

If yvou do dedde to make a contribation
for 2004, be sure 0 tell the IHA trustee (at
yiour Hinancial institution) that the contribu-
tion is for 2004, Otherwise, the trustee may
report the contributton as heing for 2005,
when it is received

You may file your tax return before you
make the IRA contribution, bt you must
be sure o compleéte the contribution by
the filing deadline. If you report a contri-
bution to a traditional IRA on your refurn,
but fall to make It by the deadling, you
musk file an amended tax return, Form
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income on the amended return, and pay

o tax accordingly

Keoghs. If vou are self-cmploved, you had
until December 31, 2004, to set up a Keogh
|:l|.3|'!|. Biit rememiises, if }'I:ﬂ]"'rl: il'Irhq-;n:!:.-' st
org upy, vou can make contributions until
April 15, 2005—or until vour extended due
date—and claim a deduction on Lt SN
refurm

Credits and deductions
Diomt forged $o discuss credits and dedac-
tioms with vour tax adviser. Listed below are
just a fow to jog vour memaory. Be sure 1o ask
If wou're eligible for any others
Heéalth fnsurance, Self-employved individ-
uitls and certain employes-owners of stock in
an 5 corporation may deduct & an adjusi-
ment o gross income @ portion of the premi-
umis paid for health insuramce for themselves,
their spouses, and dependents.
Persoral fax credifs, A5 vou may know,
tax credits are even more valuable than
g o page 2
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deductions, because they directly |
reduce taxes, while deductions only

reduce taxable Income. Ask your advis-

er If vou are eligible for these or other |

credits:

abl for sach dependent child under
age 17, The credit 15 reduced as
adjusted gross income {AGH) reachies
the highier brackets

children.

Miscellameous expenses. Miscella-
neous itemized deductions Fall into
ong of three broad categories—aunre-
imbursed employes business expens-
g5, expenses related to investments,
amdd tax-refated expenses. They are
generally deductible to the cxtent

that they exceed 2% of your AGl In a |
given tax year. To reach this thresh- |
old, don't overlook any qualifying

expenses, such as:

* Professtonal magazine subscriptions !

* Membership fees for professional
assockations oF trade groups

= Training courses to help vou per-
form better in your current job

* Rental fees For safe deposit boxes
where vou store investment docu-
merits

* Fees paid to CPAs for tax planning
and preparation

Businesses can still save on 2004
taxes and plan for 2005

Many businesses on a calendar vear
assume that all year-end tax planning
ends on Decembser 31 But there are
steps any business can take to cut its
2004 tax bill and get a head start on
| tax planning for H005.
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- Last-minute steps to save in 2004

| Pay any accried expenses. I vour |
. company uses the accrual method of

: accounting, this vsually means it can
diedhuct expenses based on when they |
accrued rather tham when they are

actually paid. For a company on a cal-

deductible In the previows vear
However, there is a limit to this mule;
payments to cerfain emplovess mus

i e paid within 10 weeks after the vear
i end to be deductible. Ask us for details.
* [hpendernt care oredit. If you Incar |
dependent care eXpenses w0 vou can
work, you may be able to claim a |
crighit for one o1 more qualifying |

fiores. Qualified retirement plans allow
comtribmstions to be made after year end,
15 long as they are made by the due date
of the company's retuwm. The due date

usually includes any extensions, even if |
the return ks fled Defore the extended

date. This is especially helpful toa com-
pany that is expecting a refund. The
company can file for an extenséon, file
Its fax return, get the refund, and use
the refund 1o help pay the plan contri-
bution for 2004, For example, a C cor-

poration must file its retumn by March |

15, 2005, but if it files for an extension,
it has until September 17 to file the
return and make any contributlons to
the retirement plan,

Tax planning for 2005

Early in the year is ablso the time to do
some fax strategizing for the rest of
2005, Manning ahead is a way to gat the
miost benefit oul of any lax strategy.

| 2

Review your currend business stri-
fure. The type of business organization
youl choose determines vour legal and
tax treatment. The basic categories
availabie in most states are sole propri-
etorship, partnership, corporation, and

! limited liability company (LLC). § cor-
erpdier year, this means that a bill owed |
' in December but paid in January is
= Child tax credit, This credit is avadl- |

porations and LLCs have some fax
advantages not available to other Buasd-
mess forms

Accoganiting weethoed, The account-
ing method you select for vour firm
plays an important role in determining
when you report income and dedug.
tioms, Crenerally, small business owniers
may choose between the cash and
accrual methods of accounting. If wou
choose to use the cash method of
dCounting, you report income and
camings when they are actually
recelved. Businesses using the accrual
method report incomie in the vear it is
earned, whether or not it has been

| received. Those businesses faced with a
! chobce should consult with our office

Review retiremenit plan contribne- | for advice on selecting the most advan-

tageons accounting methiod,
Emplayee vs. Independent cov-
fractor status, You may be able to
save on employment taxes {as well
as on benmefits) by classifying certain
workers as independent contractors,
rather than as emplovees. Howewver,
vou must know the special rules for
Qualifying as an independent con-

i trictor, as opposed to an employes.
i The IES has recently come down

hard on companies that have mis-
Classified workers as independent
contractors; vou will face stiff penal-
ties and back taxes for misclassify-
ing an employee as an independent
contractor. Be sure to discuss your

i sltuation with us,

oy

america Counts on CPAS




FERRUARY 20035

Why Pay Taxes? The Truth
About Frivolous Tax
Arguments

Its “tax season” and perbaps vou're |

+ Fictional legal bases

| Among the arguments clied, one that
continues to be promoted by the

wondering if you really have to pay
taxes altogether. Maybe you've heard
or read about a taxpaver or group that
claime to have a regson or 3 scheme for
i paving taces, To address the issue,
the IRS has published a booklet, the
Truth About Frividms Tox Arpesenis,
which highlights some of the more
common false “legal” arpuments mads
by Individuals and groups who opposs
compliance with the federal tax laws.
The arguments generally fall into a
handful of major categories, with vari-
atioms within each category. Several
representative examples are presented
for yvour education and entertainment,
The arguments rmange from claims that

right to collect taxes at all, to claims
that i person or group is not subject to
the tax laws, o frivolous arguments
encountered in collection cases,
Fimally, just in case some of these
arguments seem tempting, and wou

May Affect Your 2004 Taxes

Some recent tax law changes are effec-

tivee for the 2004 tax vear. If these items

affect you, be sure to get the detsils

when yowu speak to your proparer

about filkng vour returm.

*  Educators’ deduction—This deduc-
tiom had cxpired at the end of 2003,

but was restored for two more years,

The deduction for books and other
classroom supplics {up o $250) is
avallable o eligible educators in

public or private elementary or sec-

andary schools. (TR-2004-124)
* Clean fuel wehicle deduction—

The maximum amount of this
deduction was scheduled to drop, |
but has been retalned al the 32000
lewed through 2005, (IR-2004-125.) |
Ask vour adviser for more informa-

start getting any ideas, we've included
a section highlighting the pemalties
imposed on faxpavers—and their mis-
guided advisers—who pursue these
frivalous claims.

urscrupubous, i the so-called “Black
Tax Credit." This argument assers that
African Americans can claim a special
tax credit on their federal income tax
refurms, as repaatons for slavery and
other oppressive reatment sulfered by

African Americans. A similar frivolous
argument has been made that Mative |
Americans are entithed tooa credit on

their federl income tax refums as a !
© form of reparatbons for past oppressive |
, treatment.

There are no such provisicns In the

' Internal Kevenue Code. bloreover, the
the povernment, o the RS, has mo |

IRS has recently indicated that it will

crack diown on promoters of “slavery |
| reparation tax credit” and “Mative
i American reparations” scams, The [RS |
| his announced that it will label these |
i a5 frivolous tax returns, which could

i subject the claimants to penalties, i

tion on this deduction and the |

rrewiest viehicles to qualify for it

= Child tax credit—Taxpayers with a
credil amount mose than their ax

comaled gt a refund of the difference,
up to 1096 of the amount by which

their 2004 taxable camed income :

exceeds 310,750, This percentage
was raised to 1.5% for 2004, meaning
it larger refund for many taxpayers

* Combat pay—Some military per-
sonnel receiving combat pay are eli- |
gible for larger tax credits because of '
two recent law changes. Be sure 1o |
ask your adviser for more details on |
combat pay, if this applies to you or

a spouse.

¢ Sales tax deduction—Taxpayers
who itemize deductions will have a |

cholce of daiming on their 2004
and 2005 returns a state and local
tax deduction for elther sales taxes
ar Income taxes, Call ws 1o discuss

|2

More frivolous claims

Well, vou get the idea. Suffice it to
say that there are a whole host of
these frivolous claims and lawsuits
put there. Enumerating each one—
o even just oneg from each catego-
ry—coould fill our whole newsletter,
and them some. If these have
pigqued your interest, and vou'd
like to read more, you can down-
load the Truth abowt Frivolous Tax
Argurments, i 54-page book from the
IRS, at httpe/fesre lrs oy pab irs-utl)
friv_tax.pdf.

Penalties lor pursuing frivolous tax
arguments

As we cautioned earller, best amy of these
arguments tickle vour fancy, please
note that those who act on frivoloas
positions risk a varety of cvil and crim-
inal penalties. Mareover, misinformed
tax prepaners who submit retums main-
tainimg groundless positions may  be
subject to penalties in addition 1o those
imposed on their dients. IRC Section
G673 allows the courts to impose a
penalty of up to 525 000 In certaln situ-
ations. And they have done just that in
iy Of theese Cases!

this and determine what’s best for
your tax situation.

*  Expense limit for SUVs—Businesses
shonild b awiare of & change regand-
ing the expense deduction for cer-
tain sport utility vehicles {(SU%s)
placed in service after October 22
You may have heard about the so-
Citlled "Hummer credit.” Well, that's
not really a credit at all. Bast, the old
law did albow a first year expense
dectuction of up to 5100000 for cer-
tain vehicles placed in service before
October 23, Under the new law,
harwiever, businesses can mow gener-
ally take a frst-vear deduction of no
rare than $25, 000 jor an S5UY, (The
bagsiness  would  depreciate  the
remaining cost.)

As noted in our Last issee, recently
emacted tax laws have made other

. changes that may affect you. Mease

contact ouwr office lor details,




Extensions of Time to File
Your Tax Return

If you can't meet the April 15 deadline
b0 file your tax return, you can get a
four-month extenslon of time to file.
The extension will give you extra fime
to get the paperwork in, b i dogs mof
exfertd the tme yon have o pay amy tax
dug, You will owe interest on any

FERRUARY 2005

amounts not paid by the Aprll dead-
ling, plus a late payment penalty if vou
have pald less than 20 percent of yoar
total tax by that date. You must make
in acumate estimate of any tax dus
when you request an extension. You
may also send a payment for the
expected balance due, bat this is not
refuired to obtain the extension.

Tir get the automatic extenslon, ask
your preparer Lo file Form 4868,

Application for Automatic Extension
ot Tirme to File LS. Individual Incomse
Tax Return, by the April 15 deadline,
or make an extensian-related electron-
Ic pavment,

If o determine that you will need
still more time beyond the initial four-
month extension, you may be able to
get two more months to filke. Be sure to
ask us about this option If it becomes

MeCessary.

| Tax Calendar

FEBRUARY 2005
| Fabsuaary 10
Employees who wark far tips. Il you regeived 320 or mare in tips during Januany, repart them to your emplayer, You can use Form 070,
| Fobmuary 15

Individuals. If you claimed exsmption from income tax withhalding last vear on the Form \W-4 you geve your amalayer, you must e 8 new
[ Form W-4 by this date to comtinug your xemption for ancther yoar,

¥ ]
Al bissinesses. File information retuere (Farm 1099) for cariain payments you made during 2004, Thera are different farms for déffenant fpes
of paymenis. Lise a separate Form 1086 to summanze and transmit the foems for each type of paymant. Ses tha 2004 Genaral Instruckions
for Forms 1088, 1098, 5458, and W-2G for information on what paymeints are cowered, how much the payment mast be before & return is
reguirad, which form to ==, and axtensions of time to file. If you file Forms 1098, 1099, or W-26 electronically (not by magnetic madia), yous
due date for filing them with the ERS will be extended to March 31. The due date for giving the recipient these forma remains January 31,

MARCH 2005
March 10
Employess who wark lor tips. If you received £20 or mare in tips during Fabrsary, report tham o your employer, You can use Form 8070,
March 15

Corporations. Fle a 2004 calendar waar income tax return |Form 1130 or T120-A4) and pay any tax dus. [f you want an sutomabe so-momh
ectensiomn of tinse to file the retum, file Form 7004 and depost what you estimate you owe.

& corporations. Fia a 2004 calandar year ncome tax return {Form 11208] and pey sy tax due. Provide sach sharshalder with 2 copy of
Schedule k-1 {Form 112051, Sharsholder's Share of Income, Dedwctions, Credits, stc., of 8 substiute Schedula K-1, if you want an aeto-
fratic. six-manth extension of ima ta file the return, file Form 7004 and depost what you estimate you owe

5 corparation election. File Form 2553, Election by o Small Business Comporation, 1o chocse to be trested a5 an S corporation beginning
with calendar year 2005 if Forrn 2553 i fad late, 5 treatment will begin with calandar year 2006

Electing large parmerships. Provide each partner with & copy af Sehedule K-1 (Farm 1085-B1, Partner’s Share of Income (Loss) Fram an
Becting Large Partnership, o & substaute Schedule K-1. This due date i effective for the first March 15 fallowing the close of the past-

nership’s tax year. The due date of March 15 apphes even if the parnership requests an extenson al tee to fila the Form 1065-B by filing
Foem 8738 or Form 8800,

March 31

Blectroaic filing of Farms 1098, 1099, and W-2G. Fila Forms 1088, 1099, ar W-26 with the IRS, This due date apples only if you fle electron-
ically (not by magnetic media). Othensize, ses February 28. The due date bor giving the recipient thesa forms remains January 31, For infor-
miation about filing Forms 1098, 1099, or W-2G electrorscally, see Publication 1220, Specifications for Filng Farms 1098, 10899, 5458 and W-
G Electronically or Magnesically.
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