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New Rules for Charitable Giving

If you make donations to charitable organizations, you should know about several changes included in the recently enacted Pension Protection Act of 2006 (PPA). Some of the changes are permanent; others are short-lived.

New Recordkeeping Requirements:     

For contributions made in 2007 and later, taxpayers who plan to take a deduction for charitable donations must have a record of each donation, regardless of value. The new rule applies to all cash gifts. This could curtail the fundraising efforts of organizations that rely on donations of small bills and loose change, since donors will need a record of even the smallest cash gift if they want to deduct it.

Acceptable records include a cancelled check or a receipt, letter, or other written communication from the charity showing the organization's name and the date and amount of the contribution.
Tax-free Distributions from IRAs

For tax years 2006 and 2007, taxpayers over the age of 70-1/2 may donate up to $100,000 (per year) from an individual retirement account (IRA) to a charity without having the distribution count as taxable income. This provides older IRA owners, some of whom are required to take distributions they don't really need, with the opportunity to donate funds to their favorite charities — and avoid paying federal income tax on the distribution.

IRA "donations" must be paid directly from the IRA to a qualified nonprofit organization and are not eligible for the charitable donation tax deduction. Donations to donor-advised funds or private foundations do not qualify for the exclusion.
Donations of Clothing and Household Goods

In 2003, donations of clothing and household items generated tax deductions totaling more than $9 billion. The new tax law addresses the "condition" of such donated items. Begin​ning with donations made after August 17, 2006, deductions are allowed only for donations of clothing and household items that are in good used (or

better) condition.
Other Provisions

Some taxpayers will be interested in knowing that PPA also tightens the rules governing charitable gifts of

"partial interests" in tangible personal property such as artwork. And it increases the charitable contribution deduction limit for qualified conservation contributions.

If you'd like to review how the new tax law might affect your charitable giving, please call us.
Payroll Tip
Before filing W-2 Wage and Tax Statements with the Social Security Administra​tion, employers may want to verify that employee names and Social Security numbers match Social Security's records. Making sure upfront that this infor​mation is correct could save time-consuming correspon​dence later on and reduce the number of W-2Cs that have to be prepared.

The Social Security Admin​istration offers two online verification options. Em​ployers can either:

• Input up to 10 names and Social Security numbers (per screen) and receive the results right away or

• Use a spreadsheet soft​ware program to create a "Social Security Number Verification Service" file containing up to 250,000 names and Social Security numbers for verification.

Employers using the second option must put the infor​mation in a specified for​mat. Results usually will be received on the next gov​ernment business day after the spreadsheet file is uploaded.

Putting 401(k) Plan Enrollment on Automatic

If your company has a 401(k) retirement savings plan, you know how hard it can be to increase plan participation. Some employees think they can't afford to save for retirement. Others don't understand the benefits of partici​pating. Still others simply don't bother to join the plan.

Adding an automatic enrollment feature is one approach that employers are using to boost participation. The Pension Protection Act of 2006 contains some provisions designed to encourage automatic 401(k) enrollment.

How It Works

With automatic enrollment (sometimes called "negative election"), a preset percentage of an employee's pay is deferred to the plan through payroll withholding as soon as the employee becomes eligible for plan participation — unless the employee elects to receive cash (opts out) or elects to have another amount contributed. For example, let's say a plan provides for an automatic enrollment contribution of 3% of pay. The employer would notify employees of the arrangement and of their right to choose not to contribute or to choose a different deferral percentage. Absent an election to the con​trary, eligible employees would be automatically enrolled at 3%. If desired, the plan could also provide for automatic increases in the contribution per​centage at preset intervals.

Incentives in the New Law

The 2006 pension law provides several incentives for sponsoring employers to adopt automatic enrollment in their 401(k) plans. These include:

· Elimination of conflicts with state laws on wage withholding without employee consent,

· "Safe harbor" rules that would allow a complying plan to avoid nondis​crimination testing with lower employer contributions than are required under the current law's safe harbor matching arrangement,

· Additional time to test for discrimination and, if needed, make corrective distributions if the safe harbor is not used, and

· Fiduciary liability relief with respect to default investments.

These changes apply to plan years beginning on or after January 1, 2008. If you believe automatic enrollment could enhance your company's plan, it could be a good time for you to look into it. 
Client Line Items
A new federal law bars state income taxation of retirement income paid by partnerships to their nonresident retired partners. Under a 1996 law, states cannot tax the retirement income of nonresident retired employees. The new law extends this tax treatment to retired partners.

The IRS is introducing a new tip report​ing procedure for use by employers in the food and beverage industry. Partici​pation in the new "Attributed Tip Income Program" is voluntary. The IRS will not initiate any tip examinations while an employer is participating in the program, and the establishment will be considered to be in compliance with tip reporting requirements during that period.

The Securities and Exchange Commis​sion is making the full text of every SEC document filed by companies within the past two years available online in searchable format. Mutual fund investors can also search for infor​mation about their funds and specific fund share classes.

A government audit of 96 IRS employ​ees' e-mail accounts revealed that 71 employees had e-mail messages on their computers that were in violation of the IRS's e-mail policy restricting personal use of government computers. 
Timing Could Save

FICA Taxes

As the 2006 tax year winds down, consider the timing of any bonuses you're planning to give to higher income employees. You may be able to reduce your — and your employees' — FICA taxes.

Background

Once wages surpass the Social Security wage base ($94,200 for 2006), employees no longer owe the Social Security portion of the FICA tax (6.2%). (The Medicare portion of 1.45% applies to all wages.) Since employers pay matching FICA taxes, they also pay less tax.

Strategies 

• Pay bonuses in 2006 to employees whose earnings have surpassed the Social Security wage base.

• Shift bonus payments to early 2007 for employees whose earnings are unlikely to surpass the Social Security wage base in 2006 but may surpass it in 2007.* 
* The Social Security wage base for 2007 had not yet been announced when we went to press.
529 Plan Graduate to Permanent Status
If you've been trying to choose a college savings plan, recent legislation may help you make up your mind. The tax breaks associated with two popular col​lege savings programs had been scheduled to expire at the end of 2010. But no longer. The tax benefits are now permanent.

The 411 on 529s

Section 529 plans are named for the tax code section that governs them. And there are two types: college savings plans and prepaid tuition plans. Every state offers at least one 529 plan.  Investments in 529 plans grow free of federal (and state, in some cases) income tax. When used to pay qualified higher edu​cation expenses, no federal (or state, in some cases) income tax is due.

529 savings programs are investment accounts. The amount available to pay qualified college expenses depends on how much is contributed to the account and how well the investments perform. Investors can switch from one 529 account to another once a year. If a child decides not to attend college, funds can be transferred to another family member.

529 prepaid tuition plans allow par​ents to prepay future tuition costs at a state's eligible public colleges, thereby "locking in" current rates. Funds can be used to pay tuition at noneligible schools, although there's no guarantee that the full cost will be covered. If unused by the beneficiary, account funds may be transferred to a sibling.
Client Profile
Jerry was expecting an income-tax refund last year and planned to use it for a down payment on a sailboat. Those plans changed when he filed his tax return and discovered that he had to send the IRS a check.

Jerry isn't alone. Many taxpayers are surprised to discover that they owe the IRS. Jerry may be able to avoid a similar outcome this year by reducing his 2006 taxes while

there's still time.
Increasing deductions is one way to reduce taxes. Any charitable contri​butions Jerry makes before the end of the year will be deductible. (He'll need records of his gifts.) Making his January 2007 mortgage payment in late December may increase Jerry's 2006 mortgage interest deduction. And tax-favored contribu​tions to a traditional IRA and/or tax-deferred retirement plan can reduce his tax bill.

If Jerry's medical expenses for the year will exceed 7.5% of adjusted gross income (the medical deduction "floor"), he might want to schedule additional medical and dental pro​cedures before December 31 to boost his deduction amount. If he won't exceed the floor this year, postponing the procedures until next year may help improve his chances for claiming the medical deduction in 2007.

Another strategy:  If he has non​retirement-plan investments with "paper" losses, Jerry can sell the investments and use the losses to offset capital gains — and, after that, up to $3,000 of ordinary income.

If you're in the same boat as Jerry, let's meet soon to discuss your year​-end tax planning opportunities. •

Client Profile is based on a hypothetical situation. The solutions we discuss may or may not be appro​priate for you. Talk to us before taking any action.

Ratios Can Provide Answers

How's business? Most business owners can answer that question without consult​ing a financial statement. But what if someone asks about "return on assets" or "average collection period"? To answer those questions, you need the help of financial ratios.

Inside the Numbers

A financial ratio is the numerical relationship between certain figures on your income statement and balance sheet. "Profit margin" is probably the most familiar financial ratio. Expressed as a percentage, profit margin is calculated by dividing net income by sales.

There are many useful ratios. They can provide information about liquidity, turnover, and debt, as well as profit. Digging "inside" the numbers can reveal such things as how quickly receivables are collected, how frequently inventory is turning over, and whether you're in a good position to repay your financial obligations on time.

Putting Ratios to Work

While the numbers themselves are interesting, the real value comes from analyz​ing financial ratios. You can use ratios to spot trends, both good and bad, by com​paring your company's current situation with the past. And ratio analysis can help you with forecasting and goal setting.

Ratios can also be used to compare your company's financial performance with that of other companies and with the industry as a whole. Another important use: Bankers frequently review a company's financial ratios as part of the loan appli​cation process.

Some Common Ratios

The following key financial ratios are essential business management tools.
	Current ratio
	Current assets ÷ Current liabilities
	Does the company have sufficient resources to meet current liabilities when they come due?

	Debt-to-equity
	Total liabilities ÷ stockholders’ equity
	How heavily is the company leveraged?

	Gross profit margin
	Gross profit ÷ sales
	How much profit is available to cover operating expenses

	Net profit margin
	Net income ÷ sales
	How much profit is earned on each sales dollar after all expenses are accounted for?


Questions and Answers
Q. Are all salaried employees auto​matically exempt from overtime pay under federal government regulations?

A. No they are not. Employers cannot distinguish exempt employees from nonexempt employees based only on whether the employee is a salaried or hourly employee. Various other factors, such as the employee's job duties, also affect the determination.
Q. Since municipal bond interest is tax exempt, why is the IRS interested in knowing the amount of interest a municipal bond investor has received?

A. There probably are a num​ber of reasons. For one, individ​ual investors have to include the municipal bond interest they receive in their income for pur​poses of determining whether and to what extent any Social Security retirement benefits they receive are taxable. Also, while exempt from regular income tax, the interest on certain "private activity" municipal bonds has to be included in income for pur​poses of the alternative minimum tax (AMT) calculation. Under a recent law change, tax-exempt bond interest will be subject to the same information reporting as interest paid on taxable obli​gations, effective for interest paid after December 31, 2005. •

