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PATHWAYS TO PROFIT

Deciphering those terms
on your taxes

he new vear 8 upon us and as
we close owr books for 2005 and
review the year's financials, our
thoughts turn to taxes. Undor
stanmding what those terms on your
returns mean may  actually save yvow
mokey on yolr taxoes,

I recently spoke
with [ocal 1ax  pree
parer Perry Knaub,
president of POE
Business Solutions
(www pdktax. comb.
ahout thiz and he
agreed,

"I'm prood o be
an American taxpay-
er, but I'd he just as

BY LEAH THISS proud to pay half as
much,” he fold me “Therefore, in my
practice | feel personally involved in
helping my clients find as many dedoe
tions, exomptions and credits possiblo.
Now when | start mentioning terms such
#% these, | start to see the “deer in the
headlights” look!”

The 10400 tax return for individuals is
divided inte several sections and the
deductions, credits and exemptions are
caleulated on the first section on page
twio of the 1040 Tax and Credits.

Here is a brief explanation for each of
the three ways the government allows all
of us to pay less tax;

» Deductions — Whether our income
5 as an emplovee or selfemploved per-
son, we can deduct or reduce how much
of our income is taxed. The IRS will give
all taxpayvers a standard or regalar

amount that can be deducted from tax-
ible income, For a single person for the
H05 tax vear, it 15 86,000 or $10,000 for A
married couple,

If a taxpayer thinks they can list or
“itemize” more than those allowable
(such os mortgage interest, charitable
confributions, real estate, personal taxes,
ere.) they can choose to do so.

* Exemptions — Each taxpaver can
exempt” his or herself of $3.200 of tax-
able income, The biggest misunderstand-
ing we've seen concerning this function
happens when a child gets their first job.
The child naturally wants to claim his’
herself and take the exemption (and get
the refund check), However, many times
the parents are in a higher tax-bracket
and it would benefit them more if they
were able to claim the child as a depen-
dant — and get the exemption.

Many times it does not make a differ-
ence if the offspring claim themselves if
they didn't make more than $5000. In
these cases, we have to "amend” the
childs tax return to reverse this and then
file the parents’ return a few weeks later.
This gives the IRS time to get the records
adjusted and the parents can then claim
the child's exemption as a dependant.

» Credits — A credit is a reduction of
the tax actually owed, where a deduction
only reduces the amount of the income
yvou are taxed on. Therefore, a credit is
much bether.

Credits can include child tax credit
(worth up to 51000 for each qualifying
dependant), education credits, credits for
dependant and child care, retirement sav-
ings, adoption, ete,

Probably the most important to low-
Income taxpayers s the earned-income
credit, and there is & complicated for-
mula used to calculate this. Without hav-
ing any tax withheld, it is possiblae for a
refund of more than $4.000 to be glven
uinder this eredit.

By understanding each of these key
terms, you are in a better position to take
advantage of all the fax breaks to which
you are entitled,

Uncle Sam has another set of rules
that allow us to pay less tax as & small
business. My next column will have tips
on preparing your sole proprietor Sched-
ule L.

Lesh Thiss is the CED ad president of BRES hc. an
cubsourced acoounting and bookkeeping serices comgany
with offices in Yoma and 3an Diega Thas, who has an
eifenshe firandal, management and dechnology back-
gound, banded the company in 1992, 3he can be
reached at leaht@bbbsinc.com or by wisiting
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Business owner needs
grasp of taxes

ith April 15 looming aroumd

the corner, I thought it

would be a good time to talk

about taxes. In my last col-
umn, | provided definitions for Koy
e rms You see on
¥Oour tax return each
YEHA.

For Part 2, 1 prom:
isad to share tips on
preparing the sole
proprietor Schedule
C.

Tax laws can e
very daunting. Onoe
again 1 turned to
local fax preparer
Perry Knaub, presi
dent of PDE Business Solutions
(www.pdktax.com), to share his exper-
tize on the topic,

He explained that starting and run-
ning 4 business requires the owner to be
good at many things besides his craft.
Actounting and faxes are no exception,

After all, it is to no avail to make a ton
of money deing what you love to do, then
have half of it taken away by the RS
when hit with dizsallowed deductions and
credits because you have not kept ade-
quate records.

As a business owner, you need o have
a strong grasp of tax laws and account-
ing or hire someone who does. Even if
you bBring in the experis, you should
make it & point to understand your tax
return before you sign it

Here are & few tips for the sole propri-
eior who will be filing an IRS Schedule C
Profit and Loss From Business;

= Set up a separate checking account
and put all of your income into it, Pay for
all business expenses from this account,
If a taxpayer takes cash and doesn't put
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it into the account and doesn’t include it
in the gross receipts, this is tax evasion.

Perhaps this could go on indefinitely,
but one day during an audit by the IRS
or the state, the auditors can tell if the
income being reported is enough to sup-
port the taxpayver’s lifestvle.

* Add up expenses and income at
least once a month to see i vou're profil-
able. A business can show a l0ss gener-
allv for the first three yvears without
being challenged by IRS, bul must show
good reason for continued losses, such as
how equipment purchases and other
expenditures will help the business
achlieve profitability.

= You can set up 4 home office to an
all or part of vour business, such as plan-
ning. ordering supplies and keeping
records, The office must be exclusively
used for the buginess, although a part of
the room may be for personal use if there
is a clear division of business and per-
s0nal space,

Eeep a log of the business wuse, such as
clients who come and po and/or hours
worked in the office each week. Take pic
tures of the office and keep this in the
file for each year the office is used. It's
tourh to prove that you had 8 home
office if vou move or change the use of
the room,

A percentage of the willities, mort-
page interest, property taxes, rent,
depreciation of the home, etc. can bo
dedueted hasad on methods developed by
the IRS.

* Keep a mileage log for each vehicle
used in the business. If vour spouse is
helping you in the business and uses a
vichicle, hive him or her as an employes,
sot up an “accountable plan™ and reim-
burse them each month for up to 43.5
cents a mile for their business usage,

This is deductible to the business and
ot incotme to the employves.

If you are going to the store to buy
supplies for the famlily and buv
something for the business, record it in
the log as the purposs of purchasing sup
plies for the business, 1t is all about doc-
umenting the business purpose for all
activities and corresponding odometer
readings.

These can be easily reconded in a log
book that cosis a buck from an office sup-
ply store and is the Bible to the TRE,

In short, keep vour business and per-
sonal funds separate, know what
expenses you can and cannot deduct and
document as much as possible,

A tip for 2006 — maintaining accurate
aceounting records throughout the year
Wil make tax thme less taxing.
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