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September 2003 - New Capital Gains and Dividend Tax Rules for 2003

TheMay 2003 tax law included big reductionsin capital gainstaxes. Thisarticlediscussesthekey pointsyouwill want to
know about these changes.

May 6, 2003 IsAn Important Date

Long-term capital gainson assetssold on or after May 6, 2003 qudify for thenew lower rates. Therateis5%if youarein
the 10 or 15%tax brackets, and 15%if you arein any of the other tax brackets. Inall cases, thisisa5%tax cut. Itisa$500
tax savingsfor every $10,000in gainsonthesaeof capital assetsheld longer than oneyear.

If thesdewasbeforeMay 6, 2003, youwill pay theprevioustax rates. Theold ratesincluded aspecia provisonfor property
held over 5years, which gavea2% reduction. Whenyou fileyour 2003 tax return, you will identify whether theitemwas
sold beforeor after May 6, and whether it washeld over 5 yearsto determinethetax rateyou will pay.

Hereisasummary of thelong-term capita gain ratesfor 2003 for non-corporatetaxpayers.

DateSold Yourtax bracket Property held1lyearorless Propety hdd1-5years  Property held over 5years

BeforeMay 6 10% or 15% Your tax bracket 10% 8%
BeforeMay 6 Above 15% Your tax bracket 20% 18%
May 6 or later  10% or 15% Your tax bracket 5% 5%
May 6 or later Above 15% Your tax bracket 15% 15%

Special Rulefor Your Principal Residence

Whenyou sdll your homeagenerousexcluson gpplies. Thehomemust have beenyour principa residencefor at least two
yearsout of thelast fiveyears. If you meet thisrequirement, thefirst $250,000 of capitd gainisincometax-freeif youare
single. Thefirst $500,000 of capital gainisincometax-freeif you aremarried andfileajoint return.

It does not matter what you do with themoney. You do not haveto buy anew home. If you do buy anew homeand make
it your principal residence for at least two years, you can sdll that home and again exclude the gain under these same
guiddines. Theseruleshaveexisted since 1997, and therewere no changesfor 2003.

If your gainislarger than these thresholds, you pay capital gainstaxeson the excessat therates showninthetableinthe
previoussection of thisarticle.



Most DividendsareNow Taxed asCapital Gains

Most dividendsreceived on or after May 6, 2003 will betaxed thesame aslong-term capital gains. Theexceptionswill be
taxed asordinary income, and include;

» Dividendsreceved from depositsin credit unions, mutua savingsbanks, or smilar financia ingtitutions.
* Dividendsreceived fromtax-exempt farmerscooperatives.
* Mostdividendson securitiesof your employer that are held in an employee stock ownership plan.
» Dividendsfromamutua fund that comefrominterest earningsof themutua fund.
L ong-Term Planning Using The 2003 Capital Gainsand Dividend Rates

The 2003 capital gain and dividend tax rates are scheduled to apply through 2008. Beginning January 1, 2009, therules
return to thosein effect beforethe 2003 Tax Act.

Unfortunately, thismakeslong-term planning difficult. Thereisnothing to stop Congressand the President from changing
theserulesagain before 2009. Itisprobably safeto plan onthese new lower ratesthrough at |east the end of 2004, but not
necessarily beyond then. After the November 2004 el ections, anew Congressand President may makefurther changesin
2005.

Differencesfor Corporations

Capitd gainsaretaxed a ordinary incomeratesfor C corporations. Thisdid not changeinthe2003 Tax Act. For thisreason,
| generally recommend that C corporations do not own redl estate. If desired, some or al of the shareholdersinthe C
corporation canform aseparatelimited partnership, limited liability company, or Scorporation for the purpose of owning
real estate, which can berented to the C corporation or to other parties. Thiswill preservethebenefit of significantly lower
capita gainstax rateswhenthered estateiseventualy sold.

Dividend income earned by C corporations aso remained the samein 2003. To avoid full triple taxation, thereisa70%
exclusonondividendincomeof C corporaions. Theexcusonresultsina4.5% effectivedividend tax ratefor C corporations
inthe 15% tax bracket, a 7.5% effective dividend tax rate for corporationsin the 25% tax bracket, and a10.2% effective
dividend tax ratefor corporationsinthe 34% tax bracket.

Special Notefor Home Officesand Other Depreciable Property

If you usepart of your principa resdencefor business, agpecid rule gpplieswhenyou sell your home. Youwill probably be
requiredtotreat your homeastwo separate properties. The portion that isused asaresidenceistreated under the generous
tax exclusionsrulesdescribed at the beginning of thisarticle. Thebusinessportionissubject to capital gaintax under the
samerulesasother depreciablered estate. Thedepreciationissubject to recapture, andistaxed separately fromtheremaining
capital gain. Thetax law for these salesisvery complex, soyouwill want to get help from aprofessiona tax advisor before
making any decisonsinthisarea.

I mportant Note!

Theinformation in thisarticleisintended toinform you of someof thefinancial opportunitiesprovided in thetax
laws or elsawhere. It isnot intended to give you specific advice for your personal situation. If you need such
advice, please contact aqualified professonal! Pleasecal or e-mail me (doug@accuteksol utions.com) for aninitia
consultation to discussyour persond stuation and how thetax lawsmight benefit you. Your first 30-minutevisitisfreeto




let you samplewhat we can do for you at no cost or obligation. Weaso inviteyou to submit questionsyou’ d liketo have
answeredinafuturearticle!
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