
To Our Clients and Friends:

Although the year is only about half over, we’ve already seen one major new tax law (the fourth one in a
13-month period), and stay tuned, because we will almost certainly see more before year-end. Despite
confusion created by these repetitive law changes, the current federal income tax environment is actually
quite favorable.  This letter presents some planning ideas to consider this summer and fall while you have
time to mull them over – some of the ideas may apply to you personally and others to your business.

Make Your Standard Deduction Worth More by Bunching Deductible Expenditures

This year, the standard deduction for married joint filers is $10,700. The magic number for single filers is
$5,350, while the figure for heads of households is $7,850. If your 2007 itemized deductions are likely to be
just under or over this amount, it may pay to adopt the strategy of bunching together expenditures for
itemized deductions every other year, while claiming the standard deduction in the intervening years.
Examples of items that often work well for this strategy include the interest on your January home
mortgage payment, charitable contributions, property taxes, and state income tax payments.

For example, say you’re a joint filer whose only itemized deductions are $4,000 of annual property taxes
and $7,000 of annual home mortgage interest. If you prepay your 2008 property taxes by December 31, you
could claim $15,000 of itemized deductions on your 2007 return ($4,000 of property taxes for this year,
plus another $4,000 for the 2008 bill, plus $7,000 of mortgage interest). In 2008, you would only have the
$7,000 of mortgage interest, but you can claim the standard deduction which will probably be around
$11,000 after an inflation adjustment. This strategy allows you to cut your taxable income by a meaningful
amount over the two-year period. You can then repeat the drill all over again in 2009 and 2010.

Consider Deferring Income

It may also pay to defer taxable income from this year to next year, especially if you expect to be in a lower
tax bracket in 2008. For example, you can postpone taxable income by putting off client billings until late in
the year so you don’t receive payment until 2008 (assuming you are a cash method taxpayer) and by
prepaying deductible business expenses near year-end. Deferring income may also be helpful if you’re
affected by unfavorable phase-out rules that reduce or eliminate various tax breaks (such as your itemized
deductions, the child tax credit, the education tax credits, and so forth). By deferring income every other
year, you may be able to substantially increase your eligibility for these tax breaks every other year.

Time Investment Gains and Losses

As you evaluate investments held in your taxable accounts, consider the impact of selling appreciated
securities. Regular federal income tax rates for 2007 can go as high as 35%, whereas taxes on long-term
capital gains (LTCGs) from 2007 sales are generally taxed at no more than a 15% federal rate. The
preferential LTCG rates are only available for securities held for over one year and they expire after 2010.
Therefore, it makes more sense than ever to hold appreciated securities for at least a year and a day before
selling.

However, if you expect to be in the 10% or 15% bracket for regular income taxes next year (2008), you might
benefit from postponing LTCGs until then. Why? Because LTCGs will be taxed at 0% to the extent they fall
within the income limits for the lowest two regular income tax brackets. Obviously, 0% is the best tax rate
you’ll ever see! For 2008, you should be in this sweet spot (where LTCGs will be taxed at 0%) if your taxable
income (your income reduced by all your deductions and exemptions) doesn’t go over about $64,000 for joint
filers, $43,000 for heads of household, and $32,000 single taxpayers.

Selling some loser securities (currently worth less than you paid for them) before year-end can be a good
idea too. The resulting capital losses will offset capital gains from other sales this year (including short-




