
Married Business Couples. 
Under the 2007 Small Business 
and Work Opportunity Tax Act, 
married couples who jointly oper-
ate an unincorporated business 
and file a joint return can elect not 
to be a partnership for federal tax 
purposes.

All items of income and 
expenses are divided between the 
spouses, on their separate Schedule 
Cs, according to their respective 
interests in the venture. 

Each spouse will receive credit 
for his or her self-employment tax 
contributions in determining Social 
Security benefits.

Unearned Income of Minors. 
The “kiddie tax”age has been 
raised to under 19 (or under 24 
for students) for tax years after 
2007.

Some ideas on investments for 
your children that will produce 
little or no current taxable income 
include stocks and mutual funds 
oriented toward capital growth; 
vacant land expected to appreciate 
in value; stock in a closely-held 

family business that pays little or 
no cash dividends; tax-exempt 
municipal bonds and bond funds; 
and U.S. series EE savings bonds 
for which interest reporting may 
be deferred.

Small Business Expensing 
Expanded (Sec. 179).  Tax laws 
allow you to deduct some business 
expenses that would otherwise 
have to be depreciated.  The new 
law raises the dollar limitation 
from $112,000 to $125,000 
and the income limitation from 
$450,000 to $500,000, retroactive 
to the start of 2007. 

Health Savings Account 
Enhancements. HSA enhance-
ments in the new law are perma-
nent and most take effect for tax 
years beginning after 2006.    

FSA/HRA Rollovers. Employees 
with a health flexible spending 
account (FSA) or a health reim-
bursement account (HRA) can 
make a one-time transfer of the 
balance in their FSA or HRA to 
an HSA. The maximum transfer 
amount is the lesser of the bal-
ance as of the date of transfer or 
September 21, 2006. The transfer 
must be made before January 1, 
2012.

IRA Rollover. For tax years 
beginning after 2006, taxpayers 
may make an irrevocable election 
to rollover funds from their IRAs 
into an HSA. The once-in-a-life-
time rollover is nondeductible and 
the amount is limited to the oth-
erwise maximum deductible HSA 
contribution amount, based on the 
type of coverage under the tax-

payer’s HDHP at the time of the 
contribution. The rollover amount 
also reduces the otherwise allow-
able HSA contribution amount.  

Energy Extenders. The new law 
does not extend the residential 
energy property credit, which 
expires at the end of 2007. The 
new law does extend the tax credit 
for solar water heaters, solar elec-
tricity equipment and fuel cell 
plants through 2008. 

Earned Income Tax Credit for 
Combat Pay.   The Act extends 
for one year (in tax years ending 
before Jan. 1, 2008) the provision 
allowing the use of combat pay to 
calculate the earned income tax 
credit.

Crackdown on Tax Protesters.  
Congress has given the IRS 
enhanced authority to penalize tax-
payers who file frivolous returns 
and other bogus submissions. 
These tax protesters claim, for 
example, that the federal income 
tax is unconstitutional or that 
wages are not taxable. The IRS has 
heard - and rejected - all of these 
arguments for years. Now it can 
fine individuals who make these 
false claims up to $5,000 .

Standard Mileage Rate.  
Taxpayers can use the standard 
mileage rate (in lieu of actual 
expenses) to compute the deduct-
ible costs of operating automobiles 
owned or leased by them (including 
vans, pickups or panel trucks) for 
business purposes. Here are rates 
for the 2007 tax year: Business 
48.5¢, Medical .20¢, Moving      
.20¢, Charitable .14¢ 

An employee may deduct an 
amount computed using the stan-
dard mileage rate only as an item-
ized deduction, subject to the 2% 
floor on miscellaneous itemized 
deductions.

Substantiating Cash 
Contributions.  You are not 
allowed a charitable deduction 
for contributions of cash or other 
monetary gifts, regardless of the 
amount, unless you maintain a 
written record of the contribution. 
That includes a bank record (such 
as a cancelled check) or a written 
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Federal tax estimates 
are due January 15, 
2008 and state tax 
estimates are due 

December 31, 2007 
or January 15, 2008. 
Call us if you aren’t 

sure when to pay 
your state tax esti-

mate. Please get your 
income and expenses 

to our office by 
December 20, 2007 if 
you want us to calcu-
late your estimates.  
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communication from the donee 
showing their name and the date, 
and the amount of the contribu-
tion.  This rule applies to cash 
contributions made after December 
31, 2006. 

Non-cash Contributions.  If you 
donate clothing or other household 
items to a charitable organization 
on or after August 17, 2006, the 
item must be in “good or better” 
condition before you are allowed 
a deduction for its value. This rule 
applies if the value of the item is 
less than $500. For single items 
whose established value exceeds 
$500, you must attach a current 
appraisal to gain tax return. 

Because the IRS does not define 
“good or better” condition, the 
determination is left to your best 
judgment. This eliminates deduc-
tions for items with little or no 
monetary value. 

Contributions of tangible per-
sonal property (other than publicly 
traded securities) with a fair mar-
ket value deduction of more than 
$5,000, have a new recapture rule.  
If the charity sells the property 
within three years, the donor has to 
make an adjustment. 

Charitable Contributions from 
an IRA.  If you are age 70-1/2 or 
older, own IRAs (or Roth IRAs), 
and are planning a charitable gift 
before year-end, have the gift made 
directly by the IRA trustee. That 
can achieve important tax savings 
but it will no longer be available 
after 2007 under current law.

Year-End Planning.  End of year 
is an ideal time to examine winning 
and losing investments for the year 

to minimize capital gains income 
and maximize capital losses. Long-
term capital losses can be used to 
fully offset long-term capital gains. 
Losses taken in excess of gains can 
also be used to offset up to $3,000 
in ordinary income (or $1,500 for 
a married couple filing separately). 

Starting in 2008, strategies for 
capital gains and losses should 
include a special, nontraditional 
opportunity: the 0% net capi-
tal gain rate for tax years 2008 
through 2010. While this zero rate 
is only available for individuals in 
the 10 or 15 percent income tax 
brackets, for families, retirees, and 
others it’s well worth it to manage 
their income tax brackets start-
ing in 2008. Management starts at 
year-end 2007, as does the decision 
to postpone a sale of a capital asset 
until January 2008 to take advan-
tage of this favorable zero tax rate. 

Gift-giving. Take advantage of 
the 2007 annual and lifetime gift-
giving limits to reduce your income 
and estate tax liabilities. For 2007 
and again in 2008, you can transfer 
$12,000 per person, per year, with-
out paying gift tax on the amounts 
transferred. Married couples 
can gift $24,000 per person, per 
year without tax liability on the 
amounts transferred. That strategy 
not only avoids possibly paying a 
hefty estate tax later, but it removes 
earnings from those gifts from your 
taxable income bracket into that of 
the lower-bracket gift recipient. 

Flexible Spending Accounts. If 
you set aside too little this year, 
increase the amount you set aside 
next year in your employer’s health 
flexible spending account. You 

can also set aside $$ to get tax-
free reimbursements for over-the-
counter drugs, such as aspirin and 
antacids.

Grace Period. Instead of caf-
eteria plan account balances and 
employer contributions left over at 
the end of a plan year being for-
feited (under the “use-it-or-lose-it” 
rule), a plan may provide a “grace 
period”. 

An employer may amend its caf-
eteria plan to give all participants 
a grace period lasting no longer 
than 2-1/2 months immediately fol-
lowing the end of each plan year.  
Participants with a balance in their 
FSAs at the end of the plan year 
can use the balance for qualifying 
expenses within the grace period.

Hybrid vehicles.  If you want to 
buy a hybrid vehicle eligible for a 
tax credit, buy it before year-end 
after confirming that you and the 
particular model qualify for the 
credit.

The IRS hybrid vehicle tax credit 
for 2008 Toyota and Lexus hybrid 
models applies only to vehicles pur-
chased prior to October 1, 2007. 
For purchases made April 1, 2007 
through September 30, 2007, the 
credit amounts are: 2008 Toyota 
Prius Hybrid $787.50, 2008 Toyota 
Camry Hybrid  $650, 2008 Toyota 
Highlander Hybrid, 4WD  $650, 
2008 Lexus LS 600h L Hybrid  
$450,  2008 Lexus RX 400h 2WD 
and 4WD  $550.

Minimum Wage Increases:
To $5.85 per hour beginning July 
24, 2007. To $6.55 per hour begin-
ning July 24, 2008. To $7.25 per 
hour beginning July 24, 2009.


