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November 2004 - Tax Savings for You in the New October 2004 Laws (Part 3)

Asyoumay know, President Bush signed both “ The Working Families Tax Relief Act of 2004” and “ The American Jobs
CreationAct of 2004” into law in October after they were both overwhe mingly approved by both partiesin both houses of
Congress. Between thesetwo lawstherearetax savingsfor amost everyone.

Part 1 of thisseriesof articlesdiscussed severa family tax law changes, including thechild tax credit, marriage penalty relief,
continuation of the 10% tax bracket for more people, aternate minimum tax relief, additiona child tax credit eigibility for
military families, and continuation of the educator expense deduction and the e ectric vehiclecredit. Part 2 continuedwitha
number of businesstax benefits, offset by acutback intheexpensing provisonfor SUV sand acrackdown ontax sheltersand
delinquent taxpayers.

| haverecaeived many questionsthispast week onthenew SUV rulesaswell ashow depreciationrulesingenera help
you savetaxes. Thesenew tax lawsmakethisagood timeto updateyou onthistopic.

Background

Bas ctax rulesalow youto deduct businessexpensesfrom your taxableincomeasyou pay them. Depreciationisoneof the
main exceptionstothisrule. Theideabehind depreciation isthat when you buy vehicles, equipment, furniture, or fixtures
that youwill useinyour businessfor severa years, theresulting tax deduction should be spread over theyearstheitemisused
rather than clamed all at oncewhenitispurchased.

Gradually over theyears, Congress hasadded varioustax incentivesto entice small businessesto buy equipment, hoping
to stimulatethe economy. First, broad categoriesof equipment were established with allowanceto take depreciation
deductionsover fewer yearsthan theactua useful life. For example, most vehiclesaredepreciated infull in5years, even
though they will likely be useful longer than that and have someresalevalue at theend of their useful life. Most
machinery isdepreciatedinfull in 7 years, again ashorter period than the normal useful life. Thetax benefit of ashorter
depreciation periodisthat you can claim alarger deduction each year, until theitemisdepreciated to zero.

Rapid Depreciation Rules

L ater, Congressadded Section 179tothetax code, which allowsmaost small businessesto chooseto write off theentire
cost of equipment intheyear itispurchased, uptoalimit of $25,000 per year. The equipment can be new or used, but
generally cannot be permanently attached to real property or purchased from arelated party. Itemsor portions of
itemsused for investment purposes rather than busi ness purposes do not qualify for the Section 179 election.



After September 11, 2001, specia temporary ruleswere put in placeto further stimul ate equipment salesand speed up the
economic recovery from the catastrophic events of that day. The Section 179 limit wasincreased to $100,000 for 2003,
2004, and 2005. Then in October 2004, the $100,000 limit was extended for two more yearsto cover 2006 and 2007.

Bonus depreci ation was added as another option after September 11 aswell. You can choose between aone-time bonus
deduction of 30% or 50% of the purchase price, and then takeregular depreciation over several yearsonthebaance. There
isno annual limit for bonusdepreciation, but theitems must be new, not used.

Special Depreciation Rulesfor Passenger Vehicles

Tax law in genera attemptsto collect the most from those perceived to have high income. Tax isassessed at increasing
percentageratesasincomerisesand most deductionsand creditsgradualy becomeunavail ableasincomerises. Someyears
ago, Congress noted that many peoplewere opting to purchase and taketax write-offsfor “luxury automobiles’ sincethese
peoplefelt they were spending money that was mostly going to be paid in taxesanyway. Theresult wasannual limitson
depreciation alowablefor passenger vehicles. Theselimitsareadjusted for inflation each year, but still apply toamost al
new vehiclesthat areavailable. Thereareninedifferent categoriesof vehiclesfor thispurpose, which I won't attempt tofully
explain here except to give an examplethat more depreciationisalowed for € ectric vehiclesthan for conventiona ones. In
generdl, if avehicle purchased for businessusein 2004 costs more than $16,000, its depreciation deduction will belimited.
In some cases, thisdropsaslow as$14,800.

Commercial VehiclesAreAllowed Full Depreciation

When Congressestablished depreciation limitson passenger vehides, it specifically wished to continueto encourage businesses
that need commercia vehiclesto purchasethem by alowing full useof all rapid depreciation methods. 1t decided to define
acommercid vehicleasanything over 6000 poundsgrossvehicleweight. Thisresultedinasurgein SUV sales, sncemost
of them are over 6000 pounds.

Part 2 of thisseriesmentioned that thisexclusion for SUV sonly hasbeen changed for vehicles purchased after October 22,
2004. All rapid depreciation methods, including both the Section 179 expense e ection and 30%/50% bonus depreciation
continueto beavailablefor SUVs. However the Section 179 electionisnow limited to $25,000 per year. Notethat thisis
still more generousthan that allowed other passenger vehicles. Itisasoworth noting that vehicles over 6000 poundsthat
seat over 9 passengers, aswell asthosewith at |east a6-foot cargo areathat isphysically separate from the passenger area,
continueto be considered commercia vehiclesand digiblefor thefull $100,000 Section 179 yearly limit.

New Rulefor Charitable Contributionsof Vehicles

A new limit hasbeen placed on vehicles, boats, and airplanes donated to charity after December 31, 2004. You will till
need to get areceipt fromthecharity. Thisreceipt will need to show how much the charity sold thevehiclefor if they did
not useit or domajor repairsbeforesdlingit. Thisisbecauseif the charity sold thevehiclefor lessthan bluebook vaue,
your contribution tax deduction islimited to theamount the charity received whenit sallsit. The October tax law changes
a so establish anew and sizeable pendty on charitiesthat “ knowingly furnishesafa se or fraudul ent acknowledgment”.

I mportant Note!

Theinformation in thisarticleisintended toinform you of some of thefinancial opportunitiesprovided in the
tax lawsor esawhere. Theselawsarevery complex and thusthisarticleisnot intended to giveyou specific
advicefor your personal stuation. If you need such advice, please contact aqualified professional! Pleasecall
or e-mail me (doug@accuteksol utions.com) for aninitia consultation to discussyour persona Situation and how thetax
lawsmight benefit you. Your first 30-minutevisitisfreetolet you samplewhat we can do for you at no cost or
obligation. Weadsoinviteyouto submit questionsyou’ d liketo have answered in afuture article!
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