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year-end/year-round
tax planning

it’s your move

With all of the federal tax law changes enacted over the past year or so, it’s hard to keep
up with which provisions are in and which are out. One thing is sure though: Tax planning
is as important as ever.

To assist you with your planning, this guide provides helpful explanations of the current tax
rules along with ideas for lowering your personal and business income taxes. Many of the
strategies will be effective only if they are implemented before the end of the year. So make
your move now.

Before you act on any of the ideas discussed in 2009-2010 Year-End/Year-Round Tax Planning,
however, we urge you to secure professional tax advice. Contact our firm today to review
your specific tax situation and determine whether a particular planning strategy is right
for you.

Personal Tax Overview 2
Timing Matters 4
Personal Deductions and Credits 6
Plan Your Investments 10
Business Tax Overview 12
Business Deductions and Credits 14

Copyright © 2009 by NPI



Last year’s federal income-tax return can be a good
starting point for your 2009 year-end planning. Together
with your financial advisor, you can take a look at your
2008 Form 1040 to see what might apply in 2009 and
identify potential strategies for lowering your 2009 and
2010 taxes.

deductions and credits

Your filing status will help determine whether you’re
eligible to claim certain deductions and credits. The five
filing statuses are: single, married filing jointly, married
filing separately, head of household, and qualifying
widow(er) with dependent child. Deductions and credits
available to you are, in many cases, based on your
income level and filing status. See the 2009 tax brackets
in the accompanying rate table below. Once you know
your tax bracket, you can begin to project the tax effect
of various planning strategies.

exemptions

You generally can claim one exemption for yourself and
another for your spouse, if you’re married. You are also
allowed one exemption for each dependent (a qualifying
child or qualifying relative who meets certain tests).

In 2009, each exemption you claim could reduce your
taxable income by as much as $3,650.

personal tax

OVErview

The amount you can deduct for exemptions will be
reduced if your adjusted gross income (AGI) is more than
$166,800 if you are a single filer, $208,500 if you file as a
head of household, $250,200 if you are a married person
filing jointly, or $125,100 if you are a married person filing
separately. In 2009, each exemption can be reduced to as
little as $2,433. This reduction will not apply in 2010.

unemployment compensation

An individual generally must include any federal or state
unemployment compensation benefits in gross income.
However, for 2009, you may exclude up to $2,400 of

unemployment compensation benefits from your income.

your 2009 tax payments

Most taxpayers have to make payments toward their
federal income-tax liability during the year. Employees
generally pay their taxes through payroll withholding.

If you have non-wage income — rental income, self-
employment earnings, alimony, investment income,

etc. — you generally must make quarterly estimated tax
payments (or have your employer take more tax out of
your earnings to cover the tax on your non-wage income).
See more information regarding estimated tax payments
for small business on page 13.

2009 income-tax rates

taxable income brackets

married filing jointly married filing

L sl TEEe e sEiold (and surviving spouses) separately

10% $0 - 8,350 $0 — 11,950 $0 - 16,700 $0 — 8,350

15% $8,351 — 33,950 $11,951 — 45,500 $16,701 — 67,900 $8,351 — 33,950
25% $33,951 — 82,250 $45,501 — 117,450 $67,901 — 137,050 $33,951 — 68,525
28% $82,251 — 171,550 $117,451 — 190,200 $137,051 — 208,850 $68,526 — 104,425
33% $171,551 — 372,950 $190,201 — 372,950 $208,851 — 372,950 $104,426 — 186,475
35% Over $372,950 Over $372,950 Over $372,950 Over $186,475
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2008

2009

Wages, salaries, tips, etc.

Interest and dividends

Business income (loss)

Farm income (loss)

Capital gain (loss)

Rents, royalties, partnerships, S corporations, trusts, etc.

Unemployment compensation

Alimony received

Taxable Social Security benefits

Taxable distributions from IRAs, pensions, and annuities

Taxable refunds of state and local income taxes

Other income

total estimated income

adjustments (above-the-line deductions)!

Alimony paid

Traditional IRA contributions

Student loan interest

Tuition for higher education?

Educator expenses?

Health savings account contributions

One half of self-employment tax

Self-employment health insurance premiums

Self-employed SEP, SIMPLE, and qualified retirement plan contributions

Early withdrawal (savings) penalties

total adjustments

adjusted gross income (agi)
(total estimated income minus total adjustments)

Minus exemptions

Minus standard deduction or itemized deductions?®

taxable income

1 This list is not all-inclusive, and various requirements and limitations apply.
2 These deductions are scheduled to expire after 2009.

3In 20009, taxpayers are subject to a reduction in certain itemized deductions if AGI is over $166,800 ($83,400 for married taxpayers filing separately).




As part of your year-end/year-round planning, consider
ways you can time income and/or deductions and credits
to produce the best tax results.

income timing

If it is economically feasible, delaying the receipt of taxable
income until after the end of the year is a traditional tax
planning technique you may want to consider. By delaying
income, you defer your taxes on that income. Delaying
income can also keep you from losing tax breaks that are
reduced or eliminated at higher income levels and prevent
you from being pushed into a higher tax bracket in 2009.

But income deferral isn’t for everyone. Some taxpayers
can save money by accelerating taxable income into 2009
rather than deferring it to 2010, even though taxes will
have to be paid earlier. This may be the case, for example,
if you expect to be in a higher tax bracket in 2010. We can
help you weigh which income timing strategies would
give you the greatest overall savings.

avoiding alternative minimum tax

Although the alternative minimum tax (AMT) system
was originally aimed at very wealthy taxpayers, recently
it has become an issue for many more taxpayers. The
AMT is designed to ensure that taxpayers who use
various deductions, credits, and exclusions to reduce their
regular tax liability still pay a minimum amount of tax.

timing

matters

Very generally, under the AMT, a taxpayer calculates reg-
ular income tax and AMT and pays whichever is greater.

See table below for some items that could trigger the

AMT. Deferring these items to a later year may help you
avoid the tax. If you can’t avoid AMT in 2009 (and your
regular income-tax rate is higher than the 28% AMT
rate), consider accelerating income into 2009. You might
also be able to preserve some deductions that are
allowed for regular tax purposes but not for AMT purposes
— such as state and local taxes and miscellaneous item-
ized deductions — by deferring them into a non-AMT year.

Computing AMT is complex. We can help you evaluate
your potential exposure.

reducing taxes on social security benefits

If you are receiving Social Security retirement benefits,
a portion of your benefits could be taxable in 2009 if
your “provisional income” — basically your AGI with
certain modifications plus one half of your Social
Security benefits — exceeds certain levels. Then, up to
85% of your benefits may be subject to income taxes.
The table on the following page shows the income
thresholds. When possible, choosing when to receive
income from other sources may help you avoid or
minimize income taxes on your benefits.

amt triggers, rates, and exemption amounts

what are some of the items that can trigger
alternative minimum tax?

- A large deduction for state income taxes
= The exercise of incentive stock options

- A higher-than-average number of dependency exemptions
- Significant amounts of tax-exempt interest from “private activity”

municipal bonds
- A large capital gain

= A large deduction for unreimbursed employee business expenses

or miscellaneous expenses

= Interest on a mortgage not used to buy, build, or improve your home

2009 amt rates

taxable amt income rate
$1 to $175,000 26%
Over $175,000 28%

amt exemption amounts

$46,700 unmarried

$70,950 married filing jointly

$35,475 married filing separately

The exemptions are phased out for higher income taxpayers and
after 2009 will drop back to $33,750, $45,000, and $22,500,
respectively, unless Congress extends the higher exemptions.




will your social security benefits be taxable?

on a joint return*

Up to this percentage of your

If your provisional income is: benefits will be taxed:

Less than $32,000 0%
Between $32,000 and $44,000 50%
Over $44,000 85%

on a single or head-of-household return

Up to this percentage of your

If your provisional income is: benefits will be taxed:

Less than $25,000 0%
Between $25,000 and $34,000 50%
Over $34,000 85%

* For married persons filing separately who do not live apart from their spouse for the entire year,
the provisional income threshold is zero.

postponing required minimum distributions

The tax law generally requires taxpayers who have reached age 70% to
withdraw minimum amounts annually (called “required minimum dis-
tributions,” or RMDs) from employer-sponsored retirement plans and
traditional IRAs. However, a tax law passed in late 2008 lets taxpayers
skip RMDs for 2009. If you don’t need income from your IRAs or
employer plan, consider the effect taking distributions would have on
your taxable income, tax bracket, and ability to claim income-restricted
deductions and credits, as well as the impact on your retirement
account balance, before making a withdrawal.

bunching deductions

Certain itemized deductions are subject to “floor” amounts set by law.
Only amounts over and above the floor are deductible. If you can
“bunch” two years of expenses into one year so that you exceed the
deduction floor, you’ll gain a tax advantage.

Deductions subject to floors include medical expenses, which are
deductible only to the extent they, in aggregate, exceed 7.5% of your
AGI, and unreimbursed employee business expenses and miscellaneous
expenses, which are deductible only to the extent that together they
exceed 2% of AGI.

Now may be a good time to review the medical and miscellaneous
expenses you've already incurred this year. If it looks like you will
exceed the applicable deduction floor, paying additional deductible
expenses before year-end may be beneficial.

It’s your move

Before year-end, try to take advantage of
tax provisions scheduled to expire after
2009 or that are available only for 2009.

DEDUCTIONS

= Additional standard deduction for state
and local real property taxes. In 2009,
taxpayers who do not itemize their
deductions can claim a real property tax
deduction for the lesser of: (1) the
amount allowable as a deduction under
the itemized deduction rules or (2) $500
($1,000 on a joint return). The deduction
amount is added to the regular 2009
standard deduction.

 Qualified tuition and related expenses.
More about this above-the-line deduc-
tion can be found on page 6.

» Educator expenses. Elementary and sec-
ondary school teachers may claim an
above-the-line deduction for up to $250
in qualified classroom expenses.

= State and local general sales taxes.
Taxpayers can deduct sales taxes as an
itemized deduction instead of state and
local income taxes.

= State and local sales and excise taxes
on motor vehicle purchases. Details are
on page 9.

CREDITS

= The first-time homebuyer credit.
A credit of up to $8,000 ($4,000 for
married individuals filing separately)
is allowed to first-time homebuyers
who buy a home after December 31,
2008, and before December 1, 2009.
More details are on page 8.

INCOME EXCLUSIONS

e Up to $2,400 in unemployment com-
pensation benefits received during
the year. See page 2.

« Distributions from IRAs for charitable
purposes. Details are on page 9.

ALTERNATIVE MINIMUM TAX

= Increased AMT exemption amounts.
See page 4.
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The first step in deduction planning is projecting whether
you will itemize your deductions or claim the standard
deduction. Taxpayers generally benefit more from itemiz-
ing, but a couple of “additional” standard deductions
available in 2009 could make this year the exception for
some. Whether or not you itemize, you can still take
advantage of above-the-line deductions and tax credits.
Note that several new and enhanced credits are available.
Some apply only for this year; others, through 2010.

above-the-line deductions

Above-the-line deductions may be subtracted from your
gross income in arriving at your AGI. (See estimated

2009 standard deductions

basic standard deduction

Single filers $5,700
Head-of-household filers $8,350
Joint filers and surviving spouses $11,400
Married individuals filing separately $5,700
additional standard deduction

for those age 65 or older or blind*

Single and head-of-household filers $1,400
Married individuals and surviving spouses $1,100

* A person who is both elderly and blind is entitled to each additional
standard deduction.

real property tax deduction

The lesser of the amount allowable as a deduction for real
property taxes under the itemized deduction rules or:

Joint return filers $1,000

Other filers $500

motor vehicle sales tax deduction

Tax on up to $49,500 of the cost of a

All'taxpayers | . - lified vehicle

Phased out between $125,000 and $135,000 modified AGI; $250,000
and $260,000 for joint filers.

disaster loss deduction

Personal casualty losses attributable to
a federally declared disaster occurring
after 2007 and before 2010. (Some geo-
graphic restrictions apply.)

All taxpayers

ersonal
deductionsand credits

income worksheet on page 3.) From a tax viewpoint,
above-the-line deductions are valuable because they
work double time, reducing your gross income and help-
ing you preserve tax breaks you might otherwise lose
because your AGI is too high. Some deductions and tax
credits — including those for college tuition paid — are
available only when AGI falls below a specified threshold.

education expenses

One of the enhanced tax credits available in 2009 is the
American Opportunity Tax Credit, formerly the Hope
Scholarship Credit. This credit is available for the pay-
ment of tuition and related expenses for the first four
years of post-secondary education. For 2009, the maxi-
mum credit is $2,500 (100% of up to $2,000 of expenses
plus 25% of the next $2,000 of expenses) for each eligible
student in your family. Students must be enrolled at least
half-time. Because the credit is 40% refundable, if require-
ments are met, taxpayers may be able to benefit even if
the amount of the credit is more than their tax liability.

A Lifetime Learning Tax Credit is available for qualified
tuition and related expenses paid for courses to acquire
or improve job skills, as well as for undergraduate- and
graduate-level courses at an eligible educational institu-
tion. The credit is 20% of up to $10,000 of expenses, to a
maximum of $2,000 per return.

The American Opportunity Tax Credit is phased out for
joint filers with modified AGI between $160,000 and
$180,000 and for single filers with AGI between $80,000
and $90,000. The Lifetime Learning Credit is phased out
for joint filers with modified AGI between $100,000 and
$120,000 and for single filers with AGI between $50,000
and $60,000. Neither credit is allowed for married persons
filing separately.

Alternatively, taxpayers can claim an above-the-line
deduction for tuition and related expenses paid for
higher education. This deduction, which has been
extended through 2009, is capped at either $2,000 or
$4,000, depending on income. No deduction is available
if modified AGI is more than $80,000 ($160,000 on a joint
return) or if an education credit is claimed with respect
to the student.



child-related credits

If you have younger children, you may be eligible for a child tax credit.
The credit, up to a maximum of $1,000 per child, is available for chil-
dren who are under age 17 on December 31. It begins to be phased out
with modified AGI in excess of $110,000 for married taxpayers filing
joint returns, $75,000 for unmarried taxpayers, and $55,000 for married
taxpayers filing separately.

Two other child-related credits are available: a credit for 20% or more of
your eligible employment-related child care expenses, up to a maximum
of $3,000 of expenses for one dependent or $6,000 for two or more
dependents, and a credit of up to $12,150 for qualified adoption expenses.
The adoption credit begins to phase out with modified AGI over $182,180.

tax savings for working parents

Are you faced with a choice between claiming the dependent care
credit on your tax return and taking advantage of a dependent care
flexible spending account (FSA) offered by your employer? If your top
tax rate is greater than 15%, using an FSA generally is more tax advan-
tageous than claiming the dependent care credit.

Under an FSA, you may contribute up to $5,000 ($2,500 if married fil-
ing separately) a year on a pretax basis to be used to pay dependent
care costs. The FSA income exclusion saves you income taxes at your
top rate, while the dependent care credit rate for taxpayers with AGI
greater than $43,000 is limited to 20%. Your FSA may also save you
FICA (Social Security and Medicare) taxes because the amount you
contribute to the FSA isn’t included in your wages for FICA purposes.

maximum ] two or more

tax savings el el children
f f $600 $1,200

Bl Gl $3,000 in expenses x 20% credit | $6,000 in expenses x 20% credit
_ $1,632.50

With FSA $5,000 contribution x 25% income-tax rate

+ $5,000 x 7.65% FICA tax rate

Example assumes: 20% credit rate, 25% marginal income-tax rate, all earnings are subject to Social
Security tax, and that eligible child care expenses equal or exceed the amounts shown.

If you qualify for the credit’s $6,000 limit because you pay child care
for more than one child, you could exclude $5,000 of the expenses
under a dependent care FSA and also claim a dependent care credit
for $1,000 of expenses for even greater savings.

It’s your move

WAYS TO “BUNCH” DEDUCTIONS

= You might consider paying 2010 profes-
sional dues, subscriptions to professional
journals, and investment management
fees in late 2009. These are all included
in the “miscellaneous” category and are
subject to the 2%-0f-AGI deduction floor.

= Also, the IRS has reconsidered its
position and decided that credit and
debit card convenience fees charged for
paying federal individual income taxes
electronically are deductible as miscel-
laneous expenses.

= To boost your 2009 deduction for
medical expenses, you could schedule
and pay for elective surgery, dental
work, and eye appointments in
late 2009.

» And don’t forget to include any medical
expenses you paid for your parents if you
provide more than half of their support.

e Remember that premiums paid for
qualified long-term care insurance are
deductible as medical expenses,
within limits.

TAKE ADVANTAGE OF CREDITS

» Tax credits can be even more effective
than deductions in reducing taxes
because, while deductions offset
income, credits offset taxes dollar for
dollar and, in some cases, are fully
or partially refundable.

= Your student child may be able to claim
the American Opportunity Tax Credit or
the Lifetime Learning Tax Credit for
tuition expenses you paid on his or her
behalf if no one claims your child as a
dependent. This could be a family tax
saver if your child can take advantage of
the credit and your AGl is too high to
claim the credit yourself.



first-time homebuyer credit

Eligible “first-time” homebuyers who purchase a princi-
pal residence before December 1, 2009, can receive a
refundable tax credit of up to $8,000 (or 10% of the
home’s purchase price, if less). The maximum credit is
$4,000 for married persons filing separately. Buyers
who haven’t owned a principal residence in the U.S.
for three years before the purchase are considered
first-time homebuyers for purposes of the credit.

The available credit phases out with modified AGI between
$75,000 and $95,000 ($150,000 and $170,000 for married
individuals filing jointly). Unlike the 2008 first-time home-
buyer credit, the current credit doesn’t have to be repaid
unless the home is resold or otherwise ceases to be the tax-
payer’s principal residence within 36 months of purchase.

home mortgage interest

Home ownership can generate significant itemized
deductions. You can deduct mortgage interest on up to
$1,000,000 of debt incurred in acquiring, constructing, or
substantially improving a qualified residence and interest
on up to $100,000 of home equity debt, regardless of how
you use the equity loan proceeds. You also may be able to
deduct mortgage “points” (prepaid interest) in full in the
year you purchase your home; points paid on a mortgage
refinancing for home improvements in full in the year
you enter the loan, provided you pay the points from
separate funds; and points you pay to refinance an exist-
ing mortgage over the life of a loan. Any remaining
unamortized points may be deducted in the year you pay
off or refinance your loan.

If you obtained a qualified mortgage during 2009, your
mortgage insurance premiums may be deductible (as if
they were qualified residence interest). The deduction is
phased out with AGI over $100,000 ($50,000 if married
filing separately).

vacation home rentals

If you own a vacation home and rented it out during
2009, compare the number of days it was rented to the

number of days you used it personally. For tax purposes,
the home will be treated as a residence if personal use
exceeds 14 days (or 10% of the rental days, if greater).
Otherwise, it will be treated as a rental property. The clas-
sification can affect the expense deductions you’ll be able
to claim. We can provide details and help you determine
whether you need to spend more time in the home
before the end of the year — or need additional rental
days — to maximize your deductions.

energy incentives

Under the American Recovery and Reinvestment Act

of 2009, the 10% credit for the costs of making certain
energy-efficient improvements to your principal resi-
dence (such as energy-saving exterior doors, windows,
insulation, and roofs) and for the installation of qualified
energy property (such as a furnace or water heater) is
increased to 30%. There is an aggregate cap on the credit
of $1,500 for property placed in service in 2009 and 2010.
Installing qualified solar energy, small wind energy, or
geothermal heat pump property in your principal resi-
dence or second home or installing qualified fuel cell
property in your principal residence can also earn you a
30% energy credit. Various requirements apply.

And energy-related credits aren’t limited to your home.
Credits are available for the costs of purchasing certain
energy-efficient vehicles, such as the purchase of a new
qualified plug-in electric drive motor vehicle. Vehicles
powered by fuel cells, advanced lean-burn technology, or
alternative fuels may be eligible for another tax credit.
Qualified hybrid vehicles are also eligible. The credit
amount varies with the type of vehicle, and a credit may
not be available once sales of a particular model exceed
a certain number.

charitable contributions

If you intend to itemize your deductions, you can help

your favorite charities and your tax situation by making
year-end contributions. A check mailed on December 31,
2009, can be counted as a 2009 contribution even though
the organization does not receive it and it does not clear



the bank until 2010. For all your cash contributions, you must have a
bank record or a receipt from the charitable organization showing the
name of the charity, the contribution date, and the contribution amount.

Individuals who have reached age 70% can roll over money in IRAs to
qualified charities on a tax-free basis through 2009. As much as
$100,000 may be donated annually. Tax-free rollover amounts are not
deductible. But a rollover may be preferable to taking a taxable IRA
distribution and then making a contribution, since deductions for
charitable contributions are subject to income limits.

deductible taxes

Taxpayers who itemize can also claim deductions for state and local
income taxes. Or you can choose to deduct state and local general sales
taxes paid instead of income taxes. You can also deduct real property
taxes, personal property taxes, and foreign income taxes. In lieu of
deducting foreign income taxes, you may be able to elect to claim the
foreign tax credit, which will offset income taxes paid to foreign
governments dollar for dollar.

For 2009 only, you may be eligible to deduct qualified motor vehicle
taxes — state and local sales and excise taxes paid on up to $49,500 of
the cost of a motor vehicle purchased after February 16, 2009, and
before January 1, 2010. The deduction is allowed for AMT purposes, as
well. It is phased out for taxpayers with modified AGI between $125,000
and $135,000 ($250,000 and $260,000 for married individuals filing
jointly). If you elect to claim an itemized deduction for state and local
sales taxes, you may not claim a separate deduction for qualified motor
vehicle taxes.

investment interest

Be sure to include any deductible investment interest you pay in 2009
in your itemized deductions. You can deduct interest paid on loans
used to buy or carry taxable investments — a margin loan, for example.

The amount of your deduction can’t be more than your net investment
income. In computing your net investment income for purposes of the
limit, you can’t include net capital gain or qualified dividends unless
you elect to tax that income at ordinary tax rates rather than the more
favorable lower rates. You may carry forward any excess investment
interest expense to future tax years, subject to that year’s limitation.

It’s your move

BE GENEROUS

» Because you can’t deduct a capital loss
when you give a charity stock or other
assets that are worth less than your cost
basis, you’ll generally obtain a better tax
result if you sell the asset first, realize the
loss, and then donate the sale proceeds.

= Consider giving children or other loved
ones gifts of securities that have declined
in value but that you expect will rebound.
These gifts won't be deductible for
income-tax purposes but may save estate
taxes later. In 2009, you may make gifts of
up to $13,000 per person ($26,000 if you
and your spouse agree to “split” the gifts)
with no gift- or estate-tax consequences.

= While you may not be able to use the
first-time homebuyer credit yourself,
your child or grandchild might. We can
help you address tax issues and finan-
cial planning concerns associated with
helping family members purchase their
first homes.

A GREEN OPPORTUNITY

= Even if you have already met the $500
cap previously imposed on the energy
credit for exterior doors, windows, insu-
lation, and certain other energy-efficient
home improvements, you can still claim
credits of up to $1,500 for additional
qualifying expenditures made in 2009
and 2010.

DON'T OVERPAY

» Check your Social Security tax payments
if you change jobs or hold a second job in
2009 and your combined wages total
more than $106,800, the Social Security
taxable wage base for 2009. You may
have had too much FICA withheld and be
eligible to claim the excess as a tax credit
on Form 1040.
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2009 has been a challenging year for investors. That’s all
the more reason to review your investments for possible
tax breaks.

capital gains and qualified dividends

The tax rates on ordinary income and short-term capital
gains are currently as high as 35%. Long-term capital
gains and qualified dividends generally are taxed at a
maximum rate of 15%. (Exceptions apply.) And, for 2009
and 2010, a 0% rate applies to long-term capital gains and
qualified dividends that would otherwise be taxed at a
10% or 15% ordinary rate — in other words, those gains
and dividends are not taxed.

For gains to be classified as long-term gains, investments
generally have to be held more than one year before sale.
And dividends qualify for the lower rates only if the
underlying stock has been held for a specified period —
in general, for more than 60 days during the 121-day
period beginning 60 days before the stock’s ex-dividend
date (the date on which the stock begins trading without
rights to the most recently declared dividend).

qualified small business stock

Individual taxpayers may exclude from income a portion
of capital gain realized when they sell “qualified small
business stock” (QSBS) held more than five years. (Other
requirements apply.) Generally, you may exclude 50% of
up to $10 million (or 10 times your basis, if greater) of
your gain. The remaining gain is taxable at the lesser of
your ordinary income-tax rate or 28%. Looking ahead,
this exclusion has been increased to 75% for QSBS pur-
chased after February 17, 2009, and before 2011.

using losses to offset gains

Capital losses are fully deductible against capital gains.
You can deduct any excess losses against ordinary
income of up to $3,000 a year ($1,500 if married filing
separately). Perhaps of greater-than-usual importance
this year, you can carry forward additional losses to later
tax years. A traditional approach to reducing taxes is to
time capital losses to offset capital gains.

plan your

INnvestments

As you plan, you’ll want to pay attention to the “wash-
sale” rules. Under these rules, if you sell securities at a
loss and purchase substantially identical securities
within 30 days before or after the sale, your loss will

be disallowed.

worthless stock

Do you own stock or other securities that have lost all of
their value? If so, you may be able to deduct a loss for
your adjusted “basis” in the worthless security (usually,
your cost). To claim the loss, you must show that the
security had value at the end of 2008 and that an identifi-
able event caused the loss in 2009. The security must be
totally worthless to claim this deduction. You cannot
claim a deduction for any part of the loss for which
you've been compensated — for example, by insurance.

private activity bonds

Generally, tax-exempt interest on so-called “private activ-
ity” municipal bonds (for example, those used to fund
private sector projects) is included as a tax preference for
AMT purposes. Thus, interest that is tax exempt for regu-
lar tax purposes is taxable for AMT purposes. For private
activity bonds issued (or, in certain cases, reissued) in
2009 and 2010, however, taxpayers receive a break. As part
of the economic stimulus effort, interest paid on private
activity bonds issued in 2009 and 2010 is not considered
an AMT tax-preference item.

investing in section 529 plans

Section 529 qualified tuition programs* are a tax-favored
way to invest for a child’s or grandchild’s college educa-
tion. The money you contribute to a 529 plan grows tax

* Certain benefits may not be available unless specific require-
ments (e.g., residency) are met. There also may be restrictions on
the timing of distributions and how they may be used. Before
investing, consider the investment objectives, risks, and charges
and expenses associated with municipal fund securities.

The issuer’s official statement contains more information about
municipal fund securities, and you should read it carefully
before investing.



deferred. When the account beneficiary reaches college age, both
your plan contributions and any earnings on those contributions
can be withdrawn tax free to pay the beneficiary’s qualified higher
education expenses.

Qualified higher education expenses generally include tuition, room
and board, fees, books, supplies, and equipment required for enroll-
ment or attendance at an eligible educational institution. For 2009 and
2010, certain computer technology, equipment, and related services
(including Internet access) are added to this list if they are to be used
by the student beneficiary (and family members) during any of the
years the student is enrolled.

Also, 529 plans normally may allow you to change the investment
strategy selected for an account only one time per year and when a
new beneficiary is designated. But given the extreme volatility in the
economy and the stock market, for calendar year 2009 only, a plan may
permit two changes, as well as a change if a new beneficiary is named.

investing for retirement

Contributing to an employer-sponsored retirement plan, a retirement
plan for the self-employed, or a deductible IRA can reduce your tax
bill — while you are putting aside money toward your retirement
savings goal.

how much can you contribute for 2009?

To boost your retirement savings, contribute as much as possible each
year. The maximum amounts are shown below. Note, however, that
employer plans might not permit participants who have reached age
50 to contribute the higher amounts indicated. And additional contri-
bution limitations could apply.

type of plan under age 50 age 50 or older
Traditional/Roth IRA $5,000 $6,000
401(K)/403(b), 457, SEP* | $16,500 $22,000

SIMPLE IRA $11,500 $14,000

* Only SEP plans established before 1997 may allow employees to make pretax contributions.

It’s your move

IRA STRATEGIES

= As discussed earlier, RMDs for 2009 are
waived. So, if you have recently taken
an RMD from your IRA and don’t need
the money, you can roll it back into your
account within 60 days of the with-
drawal and you’ll owe no tax.

* On the other hand, if you want to with-
draw from your IRA but are concerned
that your withdrawals would be subject
to the 10% early withdrawal penalty,
one way to avoid the penalty is by
taking “substantially equal periodic
payments” (SEPPS) that meet specific
tax law requirements.

LATE-YEAR PURCHASES

= Consider delaying late-year mutual
fund investments until after the fund’s
ex-dividend date. Otherwise, the most
recently declared dividend will be cred-
ited and taxable to you. In effect, part
of your investment will be returned
to you immediately as taxable income.

= In 2009, you may want to weigh another
factor when you are considering late-year
fund purchases — capital losses. Many
funds suffered losses in 2008 that they
can carry forward to offset capital gains
in 2009 and later. So, if you're looking at
similar funds with positive prospects,
consider the funds’ capital loss exposure.
You may be able to avoid taxable capital
gains distributions for a while.

AVOID WASH SALES

= To accelerate losses without significantly
changing your investment position, con-
sider selling securities, taking the loss,
and replacing them with securities of
another company in the same industry
having similar prospects. This strategy
avoids the wash-sale rules.

= Similarly, you can “double up” on the
securities, wait 31 days, and then sell your
original securities at a loss. But pay atten-
tion to any dividend payments during the
wash-sale period. If they are reinvested in
additional shares, you may lose your abil-
ity to deduct part of your original loss.

11
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The structure of your business — C corporation, S corpora-
tion, partnership, limited liability company (LLC), or sole
proprietorship — determines how your business income is
taxed. A regular C corporation pays tax on its income at cor-
porate tax rates (see table). Generally, the income, losses,
deductions, and credits of an S corporation, partnership, or
LLC are passed through to the owners to be reported on
their tax returns. Sole proprietors also report business
income and deductions on their personal tax returns.

changing your business structure

If you change your business structure from a C corporation
to an S corporation, the new S corporation is taxed on all
“built-in” gain recognized (for instance, if existing assets
are sold at gains) within a defined period after the S corpo-
ration election is made. This “recognition period” is gener-
ally 10 years. However, under the American Recovery and
Reinvestment Act of 2009, the recognition period for a cor-
poration whose S election took effect for the 2002 tax year
ends at the beginning of the 2009 tax year. If the S election
was made for the 2003 tax year, the recognition period
ends at the beginning of the corporation’s 2010 tax year.

income

The tax accounting method used by your business deter-
mines when income must be recognized for tax purposes
and when expenses are deductible. Cash-method taxpay-
ers report income when it is actually or constructively
received and deduct expenses when payments are actu-
ally disbursed. Accrual-method taxpayers report these
items for tax purposes in the year that their right to the
income becomes final and all events have occurred creat-
ing the liability to pay the deductible expenses. In addi-
tion, you must be able to determine the amounts with
reasonable accuracy.

distributing earnings

If your business is organized as a C corporation and you
anticipate having a profitable year, you may want to take
a look at alternatives for distributing corporate earnings.
Amounts paid as dividends to shareholders are not
deductible by the corporation and represent taxable
income to you and the other shareholders who receive

business tax

Overview

them. But, as discussed in the section on investments,

you’ll pay tax on qualified dividends at a maximum rate
of 15% through 2010. Compensation is deductible by the
company (as long as it is reasonable in amount) and tax-

able to you as ordinary income. Thus, the income is taxed

only once at your ordinary tax rate.

Amounts not distributed can be retained by the corpora-

tion for later use. However, if a company accumulates

excessive amounts of retained earnings to avoid paying

taxable dividends to shareholders, the IRS can assess an

accumulated earnings tax penalty. Generally, a corporation
can accumulate up to $250,000 of earnings ($150,000 in
the case of certain service corporations) without penalty —

more, if accumulated to meet reasonable business needs.

corporate tax rates

If your company is a C corporation other than a personal

service corporation,* you can estimate your corporation’s

regular 2009 federal income taxes using this table.

!f taxable T T your of the

income over tax is amount

is over over

$0 $50,000 15% $0
$7,500

$50,000 $75,000 + 25% $50,000
$13,750

$75,000 $100,000 +34% $75,000
$22,250

$100,000 $335,000 +39% $100,000
$113,900

$335,000 $10,000,000 | T 34% $335,000

$10,000,000  $15,000,000 | $3400.000 | 414 600,000
+35%

$15,000,000 | $18333333 | $2190.000 | 15 500,000
+38%

$18,333,333 A flat 35%

* Personal service corporations pay a flat 35% tax.




how business income is taxed

. taxed to taxed to
business entity? owner(s)?

C corporation Yes If distributed"

S corporation No? Yes

Partnership No Yes

Limited liability company® | No Yes

Sole proprietorship No Yes

L Unlike dividends, salaries paid to owners employed by the corporation are tax deductible.

2 Some exceptions apply.

3 if classified as a partnership or a non-corporate single member LLC.

small business estimated tax payments

Individuals who own small businesses and do not pay income taxes
through payroll withholding generally must pay quarterly estimated
taxes. Generally, the required annual payment is the lower of: (1) 90% of
the tax shown on the current year’s return or (2) 100% of the tax shown
on the prior year’s return (110% if AGI for the preceding year was more
than $150,000; $75,000 if married filing separately). Failure to pay the
required estimated tax can result in an estimated tax penalty.

For 2009, however, qualified individuals may pay estimated tax of 90%
of the tax liability shown on their 2008 return, which could reduce esti-
mated tax payments. To qualify, your AGI for 2008 must have been less
than $500,000 ($250,000 if married filing separately) and you must cer-
tify that more than 50% of the gross income shown on your 2008 return
was income from a small trade or business that had fewer than 500
employees on average.

alternative minimum tax

Like individual taxpayers, corporate taxpayers can find themselves sub-
ject to alternative minimum tax. The AMT exemption amount for cor-
porations is $40,000 (subject to an income-based phaseout) with AMT
income taxed at a flat 20% rate.

Small corporations that meet a gross receipts test are exempt from AMT.
To qualify, a corporation’s average annual gross receipts for all three-tax-
year periods beginning after 1993 and ending before the current tax year
generally can’t exceed $7.5 million. A $5 million threshold applies for
the first three-tax-year period taken into account in the test. Computing
corporate AMT is very complex. If you have any concerns that your
corporation may be subject to this tax, please discuss them with us.

It’s your move

TIME INCOME

« Like individual taxpayers, business
owners may find income-timing strategies
useful in lowering taxes. If you expect
your C corporation to be in a substan-
tially higher tax bracket in 2010, you may
want to accelerate corporate income into
20009. If not, deferring income is probably
the way to go.

e If your business uses the cash method of
accounting, you might defer income by
delaying billing notices so that payment
won'’t be received until early next year.

= As an accrual-method taxpayer, you
might defer income by delaying shipping
products or providing services until the
beginning of your 2010 tax year.

» Making year-end shipments FOB destina-
tion, rather than FOB shipping point, can
delay the transfer of title until next year.
Income won'’t be realized until title passes.

= Certain advance payments received for
the sale of goods or services may be
deferred until next year if your business
reports income on the accrual basis and
meets other requirements. Check with
us for details.

PLAN FOR CORPORATE DISTRIBUTIONS

= When making decisions about distribut-
ing earnings from your C corporation,
consider all of the tax factors discussed
on page 12.

= If your corporation has a reasonable busi-
ness purpose for accumulating earnings
greater than the $250,000/$150,000
amount that may trigger the accumulated
earnings tax penalty — the anticipated
purchase of new equipment or the pur-
chase or construction of new facilities, for
instance — document why the additional
money is needed in the corporate minutes.

13
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When it comes to taxes, the more deductions and credits,
the better. So you won’t want to overlook any that your
business may be able to claim, particularly those that are
available only for a limited time.

timing expenses

Your business may be able to accelerate certain
deductible and credit-eligible expenses into the current
tax year. However, if you anticipate a substantial increase
in business income next year — with a corresponding
higher tax rate — postponing expenses until 2010 may be
more tax effective.

losses

The best of companies can experience temporary losses.
If your business incurs a loss for 2009, use it to lower your
(or your company’s) taxes. Owners of unincorporated
businesses and S corporation shareholders generally can
deduct business losses on their personal tax returns.
Regular C corporations deduct allowable losses on their
corporate returns.

Check this list of possible loss deductions:
* Business bad debts

» Casualty and theft losses (including natural disaster
losses)

» Capital losses
* Losses on the sale of business assets
* Net operating losses

A net operating loss (NOL) is generated when your busi-
ness’ deductions for the tax year are more than its
income. NOLs generally may be carried back two years.
By carrying back an NOL realized in 2009, you may secure
a refund of income taxes paid for 2007 and 2008. Unused
NOLs may be carried forward to offset future income for
as long as 20 tax years. A special election to forgo the
carryback period is also available.

If your small business (average annual gross receipts of
$15 million or less) has an NOL for a fiscal year beginning
in 2008 and ending in 2009 (or for the 2008 calendar
year), you may be able to take advantage of a one-time
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opportunity to carry back the NOL as long as five years.
However, time is of the essence here; there are deadlines
for taking advantage of the five-year carryback. We can
help you determine the best way to handle an NOL.

make the most of depreciation

When you purchase assets and how you choose to depre-
ciate them can make a difference in your tax bill.
Coordinating the various tax breaks that may be available
to you can make an even greater difference.

A special “half-year convention” rule allows businesses
a full half-year’s depreciation deduction for equipment
and various other assets (not real estate) that are pur-
chased and placed into service late in the year. Thus,
last-minute purchases of business assets may achieve
significant tax savings.

depreciation asset classes

property class @ assets included

3-year Tractor units for over-the-road use
Automobiles, trucks, computers,
5-year . . .
copiers and other office equipment
7vear Office furniture and fixtures, agricul-
y tural machinery and equipment
10-year Vessels, barges, tugs

Certain leasehold, retail space,
15-year and land improvements;
qualified restaurant property

Farm buildings (other than certain

20-year single-purpose structures)
25-year Water utility property
Residential Apartment buildings, single-family

rental property | rental properties

Nonresidential

Office buildings, stores, warehouses
real property

These asset classes are used when computing depreciation under the Modified
Accelerated Cost Recovery System (MACRS). The lists of property included in each
class are not all-inclusive.




An exception applies where the aggregate cost of assets placed into
service during the last three months of the year exceeds 40% of the
year’s total purchases. Then, assets are treated as though they were
acquired in the middle of the appropriate quarter. When this “mid-
quarter convention” applies, the first-year regular depreciation deduc-
tion is higher for assets acquired in the first two quarters of the tax
year and lower for assets acquired in the third and fourth quarters.

bonus first-year depreciation

Thanks to the American Recovery and Reinvestment Act of 2009, your
business can still claim a special first-year depreciation “bonus” equal
to 50% of the adjusted basis (generally, the cost) of qualified business
property purchased and placed into service in 2009. This allowance is
in addition to a modified regular deduction for first-year depreciation.

The 50% bonus depreciation provision is available only for new prop-
erty. So, for example, if your business buys a used piece of machinery, it
would not qualify for the accelerated write-off.

higher vehicle depreciation limits

Special depreciation limits apply to cars, light trucks, and vans pur-
chased for business use. The American Recovery and Reinvestment Act
of 2009 sets higher depreciation limits for qualified new vehicles placed
in service in 2009. As a result, the first-year limits are $10,960 for new
autos and $11,060 for new light trucks and vans. If a vehicle is not used
strictly for business, then the depreciation amount must be reduced to
reflect the personal use.

enhanced section 179 expensing

Your business may be able to take advantage of an election under Section
179 of the tax code to write off or “expense” the cost of many types of
otherwise depreciable assets in the year they are acquired and placed in
service (within tax law limits). This election generally allows taxpayers to
recover their costs faster than through depreciation deductions.

The American Recovery and Reinvestment Act of 2009 has extended
the enhanced limit on the amount of asset purchases that may be
expensed. For taxable years beginning in 2009, the expensing deduction
can be as much as $250,000. However, you cannot expense more than
the amount of your taxable income from active trades or businesses,
and the amount of the available expensing election is reduced dollar
for dollar as annual asset purchases rise from $800,000 to $1,050,000.
(Real property doesn’t qualify for the expensing election.) Any part of
an asset’s cost that is expensed cannot also be depreciated.

It’s your move

ENCOURAGE GAS CONSERVATION

 As part of your employee benefit package,
you can provide deductible transportation
fringe benefits that employees can
exclude from income — up to specified
limits. The maximum monthly exclusion
for combined employer-provided mass
transit and van pooling benefits has been
temporarily increased from $120 to $230.

= You can reimburse employees who ride
bicycles to work for expenses of up to
$20 a month on a tax-free basis. This
benefit can’t be funded through pretax
salary deferral.

MAXIMIZE SECTION 179 EXPENSING

= Think about purchasing equipment
(with a loan, if necessary) that you'll
need next year if you’ll be able to claim
the Section 179 deduction for the
equipment in 2009.

= If you will elect Section 179 treatment for
only some of your company’s asset pur-
chases and depreciate others, it may
make sense to use the Section 179 elec-
tion for the assets with the longest lives.

CAPITALIZE ON BONUS DEPRECIATION

= See if you can combine the tax break
available to you through Section 179
expensing with the extended 50% bonus
first-year depreciation provision. You may
be able to write off more of your 2009
qualified business asset purchases.

CHECK BASIS

= S corporation shareholders should make
sure they have sufficient basis and
amounts at risk to claim their full share
of any loss passed through from the
corporation. Making a direct loan to the
corporation or an additional capital
contribution before the end of the corpo-
ration’s tax year can serve to increase
basis. Contact us for more information.
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“green” credits

This year, in addition to the other credit opportunities

available under the general business credit, your business
may be able to take advantage of a variety of energy-
related credits, some of which are improved for 2009.

For example, previously businesses could claim a 30%
business energy tax credit for certain small wind energy
property, up to a limit of $4,000. This cap is removed for
2009 and later.

Among other items, green credits are also available for:

« Energy-efficient home construction, including
manufactured homes

» Producing energy-efficient dishwashers, clothes
washers, and refrigerators

e Purchasing or leasing a qualified alternative
motor vehicle

e Placing into service alternative fuel vehicle
refueling property

tax-favored benefits

Your employee benefit program can generate tax deduc-
tions as well as help you and your employees. While some

businesses have been scaling back on retirement plan
contributions, keep in mind that you can lower your
business taxes — and help build up funds for your
own retirement — by contributing to your company’s
retirement plan.

Also, if like many employers, you have had to raise

the amount that employees contribute toward their
health benefits, consider offering coverage through a
tax-favored cafeteria plan. You can cut employees’
out-of-pocket costs and help boost morale. The plan can
offer health insurance only, or it can offer other benefits
as well, such as medical expense reimbursement, group
term life insurance coverage of up to $50,000, and
dependent care reimbursement, among others.

A flexible spending arrangement (FSA) gives employees
the opportunity to elect to pay health and/or dependent
care expenses on a pretax basis. The plan reimburses
participants from their accounts for amounts spent on
expenses allowed by the plan. Some plans allow employ-
ees to use a plan-provided debit or credit card to pay
expenses directly. Employees forfeit amounts not spent
by the plan deadline (year-end or within a subsequent
2%-month grace period).

TALK WITH US | Now may not be the most convenient time for tax planning. But it can be
one of the most rewarding. By beginning your year-end planning as early as possible, you'll
have the time to better accomplish your tax-saving goals.

Why not make an appointment to come in and talk with us soon? As skilled professionals,
we have the experience and knowledge to help you with all your planning needs. For more
information about any of our services, contact us today.

This publication is an advertisement prepared by NPI for the use of the publication’s provider. The general information in the
publication is not intended to be nor should it be treated as tax, legal, or accounting advice. Additional issues could exist that would
affect the tax treatment of a specific transaction and, therefore, taxpayers should seek advice from an independent tax advisor

based on their particular circumstances before acting on any information presented. This information is not intended to be nor can it

be used by any taxpayer for the purpose of avoiding tax penalties.
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Sansiveri, Kimball & McNamee, L.L.P.

CERTIFIED PuBLIC ACCOUNTANTS
BUSINESS CONSULTANTS

SKM Wealth Management, L.L.C.

FINANCIAL PLANNING AND
INVESTMENT MANAGEMENT ADVISORS

Three Locations To Serve You

55 Dorrance Street
Providence, Rl 02903-2220
401/331-0500

31 America’s Cup Avenue
Newport, Rl 02840-2946
401/849-5800

Mastuxet Professional Park
107 Airport Road
Westerly, Rl 02891-3420
401/596-2000

E-Mail (for all locations):
skm@sansiveri.com
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