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Businvess & Tax PLANNING IDEAS for OUR CLIENTS and FRIENDS

Get Tax Breaks for Helping
Mom, Dad, or Other Aging
Relatives

o o bl the [rressune that oo fronm
firancially '.|.||::q:l|.:-rlir|._u and caring bor usltlg chil-
dren and your parents at the same time—[like
vou'ne cawghl in the middle of teo sery
demanding family robes, while managing a
career and your osvn persodial like’ 1F so, vou ane
ane af the many thousands of Baby Boomers
that compeise the Sandwich Ceneratbon,

These roles, when plaved altogether, can
cause quiie a strain on your linances. Belare
vou forgo seeding your retirement account
{which Is one of the many ways you cane for
el Anancially ), why not try to do all you
can for yourselfl by reaping some of the tax
advaniages associabed with caring for your
aging relatives?

Dependency exempion and fling statos
Your mother may live at home and your
tather may live in an assisted living facility,
but if you provide their fnancial support,
you are entitled to claim the appropriate
number of exemplions and the head ol
househiold fillng status,

A bit of Information that often surprises
people: Your parents do not have Lo live witli
viour For you o claim them as vour depend-
ents, nof does where they Llve impact vout
filing status. The right to claim the “head of
howsehold” status can be beneficial 1o singh
filers.
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Did You Know?
An intaresting financial
planning incentive: First-bom
daughters are three times
mare likely o sunive io age
100 &oampaied to kaber-bam
dasighters. And, overall,
people living to age 100 amd
beyond represent oae of the
lastest-growing age groups of
the Amesican pepulntion,
imcreasing ol & rate of nbaul
41% esch yaar

Fourza: Tia Socisty of Aonmiss o
LN T

CPAT

| America Caunts on CPAS

[he test s simply whether vouw supply
more than half of the cost for vour parents'
support in a glven vear But thene s at least
ane exeeption to this rules If vou and your sib-
lings, or other family members, all contribute
roghly equally to vour aging relatives' care,
then you cannot claim the exemption or fl-
img status, What vou cn do is bargain cach
year with all of vour relative-caregivers for the
exeantion, 5o long as you provide mose than

i 1 of the suppaort, you can receive the entine

depencdency exemption providing that your
relatives agree to that designation. Each of
you can fake tums claiming it each vear, mak-
ing it a fair deal for Everyrs

The qu'[l-;'rl-::ll,-lh._':.' |_'~:¢_'r|1]1ri||r'. is worth
A0 bor 200, and it is available for mach
|.||:|:|Ii|i|.'-.l :J|-1:-:'r|-:!||':'||: Thus, it you are caring
for Bvth sour mather and Four father, vou
may be entitled to a 36,600 cxempiion.

Decluctible medical expenses

You might just be able to deduct the pay-
meemts you maike for medical expenses for
vour aging parent, To get this benefit, usual-
Iy wour pelative must be vour dependent. But
if he or she does not pass the gross income
ar joint retumn test for dependendcy, you may
still be able to claim these deductions, Our
office can assess your situation to determine
whether these ane available to vou,

Eligible medical expenses include those
associated with nursing home or certain
other long-term care costs, along with other
bvpes of services
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Develop Better Financial Habits in 2006

in 2005). This 515000 lmit also
applies to 403(h), 457, and SARSEP
plans, as well as the new Roth 4000k}, if
vour emplover offers 1t Under the
catch-up contribution rules, taxpayers

Did you know that, on average, vou
can develop a new habit by repeating
of avolding a behavior for 21 days? I, |
for example, you'd like to give up .
chiocolate, wou could mindfully abstain |
from It fior 21 days and wittmately vou | who will turm age 50 any time during
will have developed a new habit (for | 2006 and anyone alder can contribute
example, not eating chocolate), | up to 55,000 extra to these salary
reduction accouwnts, Mioe

that Koth 401(k) des-

L

sSmart savings Hps
The same is true for repeated financial
behavier, If wou are accustomed to !
stopping by vour local designer coffes |

lgnations can bhe
partial, so muli-
ple accounts

depot before going to the office and + are possible "y
dropping $4.25 plus a toss of coins into | using  the

the ubiguitows tip jar, vou can replace . same  total

that behasvior with something more © Hmidt,

financially desirable. For example, you

can switch to a gas station or donut

shop cup of $1.75 coffes, forgo the tp, Although

and toss the remalning $2.50 per day | you miust

im your own “Hp jac” This would result | make yOour etk

| 2006 F5A and
H54  designations
! before the start of the
| WEAr, YOU Can increase your
Your retirement savings Corefirement savings plan comtributbons
How about the funds you designate for | throughout the year. The sooner you
contributons to 401(k)s, FiAs, HSAs ¢ start thinking about your financial
and [RAs? Could vou develop a new | planning for 2006, the greater your
habit to make the maximum allowed | chance to Improve your financial and
coniributions o each, thereby cutting | tax performance.
your net paycheck and probably your
discretionary spending?

Far 2006, taxpayers who are eligible |
to make [RA contributions can make a
contribution of up to $4,000 to a wadi- |
tional [HA (which is the same amount
as 2005}, [f vou are 50 or over, you can
make an additional contribution of up
to §1,000 for 2006, up from $500 in
2005,

In 2004, the maximum amount you
can contribute to vour 401(k) plan has |
imcreased to 515,000 tup from $1.4, 000

in amassing at least $7.50 extra per
wek or at least $375.00 per year, even
with a two-week vacation.

7]

Your home
Regardless of whether the housing |
bubble continues to swell or s punc- |
tured sometime in the futwree, it's |
always best to maintain your ineest- |
ment at the highest standard possible. |
Feep up with repairs as needed 1o keep |
vour homve—likely vour biggest invest-
ment—in peak conmdition, !
In addition to kegping up with
repadrs, you should make certain to
i have adequate homeowner's infurnce |

in the event of unforeseen and acd-
dental misfortane,

The will bo make a will
Some people's bad habits have to do
with the avoidance of difficult subjects.
Across the LS., for exarmiple, wome 5006
of all adults are without wills. Mot only
does this crewte problerms dowr the e
for your loved ones or favorite charity,
it means that you wre subjecting vour
estate to needless federal taxation,
Also, if wou don't want the state to
decide how best to distribacte
your assets, making a will is
the best way to be certain
that vour wishes are carried
out,
You should have a will to
{- (1) reduce your potentially
I taxabie estate; (1) gain as
much controd as possible over the

distributbon of yvour assets; and (3)
provide for “freed up” assets to cover
the costs assoclated with settling your
esiate.

Cmice you have made a will that
conforms to the laws of the state in
which you reside, make sure that you
keep it updated and in a safe place.
This means that i vou marry, divorce,
of remarry; adopt or have a child;
move to another state or out of the
country; experience a substantial
imcrease or decrease in your net worth;
or a hiost of other factors, you will want
your will to reflect your most ourrent
set of droumstances. I

Your properly signed and witnessed
will should be kept In as safe a place as
possible, such as with a county registrar
of wills, If one is avallable. You may
also want to tell your executors whero

it is kept.
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Plant “savings seeds” in children's
heads

The best habits are born voung and
last a Jifetime, A new vear is also an
excellent time to teach your children
good financial habits, starting at as
early an age as possible. One popular
tip is to teach your children to put
15% of every pavcheck, allowance,

the road to fimancial securlty in thelr
adult lves,

will stop them from spending an
entire vear-end bonus on a fancy new
sports car when they are 2B vears old,

Also, take a close look at your own
money habits when setting an exam-

dren by thelr peers, school, telewi-
sion, music, and the Internet,

Hablts bhorn young
become the “little volce® inside that

how 1o spend—based on the patterns

education, and comparison shopping

with them for the best rate on their

savings accounts or the best price

for towys.
PFay speclal attention to teaching

i vour high school senior of junior
\ about credit cards—before the aggres. |
sive credit card pushers on college |
campuses do it for vou, Credit cand
i representatives will offer free gifts for
ple for wour children. Regardless of |
the influences exerted on your chil- |

filling out an application, and will

that enable them to spend withowt

i thinking about the consequences,

Social Security Changes for 2006

i sonal
o they see in their own home, Set good
| examples by, for example, talking
about luxury items vou will forgo
i buying to better save for their college
and gift into savings, By taking this
simple step, your children can pave .

The Social Security Administration has announced Increases in bene-
;ﬂ:mmﬁmmmmmm

 ings for 2006, Social Security and Supplemental Security Income (SSI)

thyilqﬂlﬂjﬁnmuﬂiﬂjhdﬂ.yu:hmdmﬂ!Mhﬂu
_tmﬂmmhmmumwmmawm

* Social Security payments

- MoTty- Soctal Secorty and SSI benefits have increased 4:1% for

2006—representing the largest Increase in a decade. This means the
‘average Social Security benefit amount for all retired workers
will rise from $963 to $1,002. The average amount for a retired couple,
assuming both are receiving Soclal Securlty, will increase from $1,583
in 2005 to $1,648 in 2006. The maximum monthly benefit for a per-
son retiring at “Full Retirement Age” (age 65 and & months for those
born in 1940, age 65 and 8 months for those bom in 1941) rises from
$1,939 to §2,053 in 2006. The maximum federal $51 monthly payment
thmiﬂﬂdullshudimfmmlﬂﬂinmmiﬁﬂinﬂdﬁﬂmﬁﬂ
from $869 in 2005 to $904 in 2006

Social Security taxes
Based on the increase in average wages, the maximum amount of earn-

ings subject to Soclal Security tax increases from $90,000 to $94,200
for 20045,

|

- IRS Announces Various
. Inflation Adjustments

children tend to carry the lessons of
how their parents handled money | for 2006
with them throughout their lives, |

Your children learm how to save—and

The IRS recently announced that per-
exemptions and standard
deductions will rise and individuals
will be able to make larger tax-free
gifts in 2006, thanks to inflation
adjustments.

By law, a variety of tax provisions
miust b revised each vear to keep pace

' with inflation, As a result, more than
i theee dozen tax benefits are being
i modified for 2006, Kev changes affect-
| g 2006 returns include;

# The value of each personal and
dlkpl?rbﬂl:'nl.'}' E'_H.IEIII.FI“(:II'I. will be
535,300, up $1040 froem 20065,

{os The new standard dedwetion will be
open credit lines to college students |

510,300 for married couples Aling a
poimt return, $5,150 foe singles and
married filing separately, and $7,550
for heads of household Meardy twao
out of three taxpayers take the stan-
dard deduction, rather than itemiz-
ing deductions, such as morgage
Interest, charitable contributions,
and state and local taxes.

* The annual glft tax exemption will

be $12,000.
-:mm'nw'ﬁrmmi—ﬁﬂ '!'Iu; l-ﬂ:llm
for Helping Mom, Dad, or (ther

| Agimg Relatives

And did you know that the same

. dependency care savings plans svailable
i at your workplace are open to helping
{ vou fund care for vours aging relatives?
i Many people believe that they can only

designate funds from their workplace
i miedical savings acomenks o oover the
¢ costs of child care, but vou can also
| direct these tax-favosed funds o oover
oup b §5,000 (pre-tax) for vour other

dependents’ cane.

indbests st by 2035, ona
ot of mvary fire Amaricans will be over
-t age of 5. Todwy, that sumber is
somavwhans sround 363 millon, or ane
ot of svary sight
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Tax Calendar

JANUARY 2006
January 10
Employees wiva work far fips. If you recehed S50 or mare in tips dunng Decembar, repor them 1o your employer, You can use Form 4070
Jamuary 17

Individuals. Make & payment of your estimated tax foe 2005 # you did not pay your incame tax for the yoar through withholdng (or did not
pay anough in tex that weyl. Bee Farm 1040-E5. This js the finel installmest date for 2006 estmated . Howsear, you don't have to maks
thia peymient I yau file your 2005 returm and pay any tax due by January 31, 2006,

Employers. For Social Security, Medicars, withheld income tax, and nonpayroll withholding, depast the tax foe payments in December i
the monithly rule applies.

Jamuany 31

Al busingssas. Ghm anrual infarmation ststemants (Farms 1088 to recipients of enrsin paymsnls you made during 2005, Payments thet
are covered includec (1] compansation for workers who are ol considered amployess, (21 dividonds and other corporate distributions, 13
Interest, (4| amounts paid in real estate ransactions, (31 rent, B} royaltes, (7} smoums paid in broker and bartar axchange transactions, |8}
payments to sticeneys, (8 profie-sharing distnibutions, |10} retiremsent plan dsiribuions, (11) orginal issue discounts, (12) prizes and awards,
(13} miedical and heakth care payments, (14] debt cancellatons {ireaied & payment 1o debites), snd (15} cash payments over $10,000 Thera
afe different farms for different types of paymants.

Employers. Give your employees thelr copees of Form W-2 for 2005,

For nonpayroll taxes, file Farm 945 to report income tex withheld for 2005 on all nonpayrall ems, sich as backup withholding, and with-
halding an pensions, annuities, and IRA.

Foer Sncial Sacurity, Madicans, and withheld incoma ta, fle Fomn 341 for the fourth quarter ol 2005,

For all taxes, deposi any undepositad tax. [ the tofal &= less than 52,500 and not & shartlall, you can pay & with the returm. 1 you depas-
e tha tax fior the yaar i full and on fime, you have until February 10 o file the rebum.

For federal unemployment tae, file Form 540 for 980-E2} for 2008 If wour undaposited tax & S500 ar less, you can aithar pay it with your

redurn or deposit it. 1 it ia more than 8500, yoo must daposit it However, if you aiready deposeed the tax far the year in full and on time, you
have until Februany 10 to file the returm,

FEBRUARY 2006
Fabruary 10
Employnes wha wark for tips. If you recered SH) or mona in tips during January, report them to your emplayer. You can s Farm 8070,
Fubruary 15

Emgployers, For Social Security, Maedicare, withhald incoma tax, and nonpayroll wishholding, deposit the tax for payments in Janary i the
marthly ruls spplies. Begin withholding incoms tax from the pay of any employes wha elaimed exemption from withbalding in 2005, but dd
niot giva you & new Form W54 to continue the esemption for 2008

Irsdiwidisals. H vou claimad emampiion from income txowithholding last year an the Farm W-a you gave your employes, you must s a new
Form W-4 to continus your exemption for ardather year,

Fabruany 3
Al businessas. Fle information retums (Form 1095) for cartain payments you mads during 2005 These paiyments ane described under Jan-
uiny 1. If you fike Forms 1098 electronicaly [not by magnetic media), your due date for filing tham wigh the IRS is March 31,

Employers. File Form W-3, along with Copy & of o the Forms W-2 you issued for 2005 I vou file Forms W-2 electronicaly (not by magnet-
ic madia), your dup date for filing tham with the Social Secunty Admiristration [S5A] will be extended to March 31,

In accordance with RS Clrcular 230, this newsletter Is not w be comsidered a “coversd opinion" or other written
tax advice and showld not be relied upon for [RS audin, tax dispute, of any other purgose.

Thie CPA Cliest Belivrie b prepased monthly By b srall of (he ARCPS for s clisrs of i members and otber parsctiioners. The Malethe does oot have any
offictal authority and the tnformation therein shoold not be acted apon without profesdonsd advice. Copyright £ 2006, Ansericen Instiuve of Centidind Pub-
lic Acrosantans, e, Harborside Financial Center, 200 Plaza Thuee, Jersey Cay, M) 07311-3881, Priated in the U5 A, Aliben Acefd, Bditorn
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