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To Our Clients and Friends,

With the current year winding down, it’s time once again to consider year-end tax planning as a way to keep
more of your hard-earned money. Year-end planning changes each year due to changing tax rules, as well as
changes in your own personal financial and tax situations. For 2006, there are new planning strategies
resulting from the two Tax Acts Congress has passed so far this year, as well as the phase-in and expiration of
some provisions of prior year Tax Acts. Here are a few tax-saving ideas to get you started. As always, you can
call on us to help you sort through the options and implement strategies that make sense for you.

Know Your Alternative Minimum Tax Exposure

The first step in year-end planning is to see whether you might be subject to AMT this year (or next year for
that matter). Taxpayers must compute their taxes under both the regular tax and AMT rules and then pay
the greater of the two. The current rules encompass many unsuspecting taxpayers. However, some AMT tax
relief was granted this year in the form of higher AMT exemptions for 2006. AMT greatly complicates tax
planning because many great planning strategies that work in a regular tax situation have adverse
consequences for AMT.

Certain items can increase your risk of AMT, including exercising incentive stock options, recognizing
substantial long-term capital gains, and deducting a significant amount of state and local taxes or
miscellaneous itemized deductions (like unreimbursed employee business expenses). But no one is safe
from AMT anymore, and planning when AMT applies is tricky because each situation is unique. Therefore,
if you have any of the items mentioned or suspect AMT might be an issue, please contact us so we can help
you review and plan for your particular situation. Now that we’ve addressed the AMT matter, let’s move on
to a variety of tax planning strategies that normally apply to the vast majority of taxpayers—that is, those in
a regular tax situation.

Business Planning

Expense the Cost of up to $108,000 of Business Property - The Section 179 deduction allows business
owners to deduct up to $108,000 of the cost of qualifying depreciable property placed in service in 2006.
Property eligible for the immediate tax write-off can be new or used and includes “off-the-shelf” computer
software. (Even property purchased on the last day of the year qualifies.) However, the allowable deduction
cannot exceed your business’s net income and is reduced dollar-for-dollar to the extent the amount of
qualifying property placed in service during the year exceeds $430,000. If you have plans to buy a business
computer, office furniture, equipment, vehicle, or other tangible business property, you might consider
doing so before year-end to maximize your 2006 deductions.

Pay Dividends in Lieu of Owner Salaries - If you expect to personally be in the 28% or higher tax bracket
for 2006 and you own a C corporation that you expect to be in the 15% income tax bracket (taxable income
of $50,000 or less), you could net more cash after taxes by paying yourself some dividends in lieu of
additional salary. This is because dividend income is subject to a maximum 15% tax rate, while your salary is
subject to your 28% or higher tax rate, plus you and your corporation must pay payroll taxes on your salary.

Any dividends paid to you must be paid to other owners as well. Thus, if there are multiple shareholders,
paying dividends could alter the bottom-line cash flow reaped by the various shareholders, which may make
this strategy unworkable in some situations. However, in the context of family-owned C corporations, this
may be a good thing—a family recipient who is in the 10% or 15% tax brackets (which many children are)
will pay taxes of only 5% on this dividend income.




