LONGSCHAEFER

Tax, Accounting, Financial &
Payroll Services

9600 Colerain Ave., Ste 204
Cincinnati, OH 45251

2008 Brings Big
Write-Offs to Businesses

ection 179 of the tax code allows taxpayers to elect to treat any portion of the cost of qualified
business property as an expense deduction for the tax year in which the Section 179 property is
placed in service — instead of having to capitalize the expense and recover the cost over several years.

Generally, Section 179 property is acquired by purchase for use in the active conduct of a trade or
business and is either:

« tangible property such as machinery, equipment, office furnishings, computer systems, certain vehicles
(within special limits), or

» off-the-shelf computer software. (Off-the-shelf software qualifies for the Section 179 deduction only
through 2011.)

Under the Economic Stimulus legislation passed earlier this year, the Section 179 expensing deduction
has been increased to $250,000, almost double the prior $128,000 limit. For property placed in service
by an enterprise zone company, the expense deduction limit increased to $35,000.

For 2008, the Section 179 expense deduction limit has been phased out for larger companies by the
amount by which the cost of Section 179 property placed in service during the tax year exceeds $800,000
($510,000 before the new legislation).

Example: A small business acquires and places in service, during the 2008 tax year, $200,000 of
machinery. Under the Economic Stimulus legisiation, the small business can deduct the entire $200,000
cost of the machinery in 2008.

One potentially negative aspect of taking the Section 179 expense deduction is that recapture is necessary
if the property is removed from business service (or not used more than 50% for business) at any time
before the end of its recovery life. The recapture is the excess of the Section 179 amount over the normal
depreciation deduction that would have been allowed.

If recapture is a potential problem, the Economic Stimulus legislation also reinstated the 50% bonus
depreciation (which applies to most tangible property, purchased computer software, and qualified
leasehold improvement property) for 2008 only. This provision allows a deduction of up to 50% of the
cost of the property within the first year with the balance depreciated in the normal manner. There are
no recapture issues associated with the 50% bonus depreciation.

The Section 179 deduction and the 50% bonus depreciation also can be combined to provide your business
with virtually any write-off (up to the cost of the property) needed for 2008. Another benefit is that there
are no alternative minimum tax (AMT) issues, since both are deductible when computing the regular tax
and the alternative minimum tax.

2008 offers some interesting opportunities if you are acquiring certain business property. Please give our
office a call if we can assist you in planning your acquisitions to provide the greatest tax benefits.
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Dear Client:

We hope you saved some money with the many tax breaks
that were available. With tax season behind us, it’s time to
start preparing for next year’s challenges. Let us help you get
a headstart on tax planning. We are here throughout the year
to help you with any tax issues or concerns.

In this edition, we wanted to focus on the big write-offs
afforded to businesses as a result of the Economic Stimulus
legislation. 2008 offers some interesting opportunities when
acquiring certain business property, so please call our office if
you have any planned purchases. We can show you how to
get the most tax benefit out of them.

Another hot topic is the stimulus rebate checks that are
being sent out. These rebates are actually advance payments
for a new refundable tax credit that the government wants
to get into people’s hands right away. If you qualify for the
rebate and have not yet filed your return, please call our
office for an appointment.

Last but not least, we take a look at the troubled real estate
market and explore the tax ramifications of selling a home or
rental property at a loss. There are tax strategies that can be
implemented to lessen the blow, and we can help determine
the best course of action for your particular situation.

We want you to continue taking full advantage of the new
laws that were passed late last year. Our goal is to help you
maximize your tax savings, and we look forward to helping
you with your tax needs in the coming months.
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‘ Buying a Vehicle? Expect
Bigger Deductions in 2008

hen you use a vehicle for business purposes, the business portion of the operating
Wexpenses can be deducted on your self-employed business or, if you are an employee,

as a miscellaneous itemized deduction. The tax code provides two possible options: using
the standard mileage rate or using actual expenses. For vehicles purchased and placed into service
during 2008, the recent Economic Stimulus legislation and inflation adjustments substantially increase
the first-year write-offs for business use. The following is a summary of these changes for vehicles
purchased in 2008.

Standard Mileage Rate Method — The standard mileage rate takes the place of fuel, oil, insurance,
repair, maintenance, and depreciation (or lease) expenses. The rate varies from year to year; for 2008,
the standard mileage rate is 50.5 cents per mile. In addition, the cost of business-related parking

and tolls is deductible. Gaution: If the standard mileage rate is not used in the first year in which the
vehicle is placed into service, it cannot be used in future years. If, in a subsequent year, there is a
switch to the actual method, the straight-line method for depreciation must be used. If the car is
leased, the standard mileage rate must be used in future years.

Actual Expenses Method - To use the actual expense method, determine the entire actual cost of
operating the car for the year first and then the business portion attributable to the business miles
driven. Vehicle depreciation is included as part of the operating costs of a vehicle. Until this year,

the depreciation was limited to about $3,000 for the first year. However, for 2008, the 50% bonus
depreciation is back, which boosts the first-year allowable depreciation limit by $8,000, increasing
the limit for passenger vehicles to $10,960 ($11,160 for small trucks and vans).

SUV Special Limits — Vehicles with a gross unladen weight of more than 6,000 pounds are not
subject to the limitations that apply to passenger vehicles, small trucks and vans. Instead, their business
portion can be depreciated like any other type of business property, except that they are limited to
$25,000 of the Section 179 expense deduction. However, by combining the Section 179 deduction with
the new 50% bonus depreciation that applies to 2008, the purchase of an SUV for business can produce
a substantial first-year write-off. The following is a representative example (@ssuming 100% business
use) of the write-off for a newly-purchased vehicle placed into service in 2008.

Write-Off
Heavy SUV Total Cost $50,000
Sec.179 Deduction (must be applied first) <25,000> 25,000
Balance 25,000
50% Bonus Depreciation <12,500> 12,500
Balance 12,500
Reg. First-Year Depreciation (20% of Balance) < 2,500> 2,500
Total First-Year Write-Off $40,000

Caution: There has been some discussion in Congress about limiting the write-offs for heavy SUVs.
However, Congress is sensitive to the negative effect that such a decision would have on U.S. car
makers. So, we must wait and see! For those of you planning to purchase an SUV based upon this
big write-off, be sure to call first to see the current status of the deduction and pending legislation.

Life After the
Real Estate
Bubble Burst

ith lenders becoming more conservative, money
Wtightening up, and the real estate market in decline,

many homeowners and speculators find themselves
faced with some unpleasant choices. One strategy is to wait
until home prices rebound, but that could take some time
and is probably too far off for the owner with a variable-rate
or short-term introductory rate loan and increasing mortgage
payments.

There are other reasons (such as job relocation, divorce,
declining income or poor health) that can force a property
owner to sell in a down market and possibly take a financial
loss. This article explores the tax ramifications of selling a
home or rental property at a loss. But first, here are some
basic terminology and tax rules associated with selling property:

Personal-Use Property — The general rule that applies to
personal-use property is that gains are taxable as capital
gains, but losses are not deductible. Examples of personal-use
property are the family car (no business use) and the family
home or second home. Thus, if you sell your personal residence
or second residence at a loss, that loss is not deductible.

Investment Property — For investment property, generally,
gains are taxable and losses are deductible as capital
gains/losses. However, the amount of capital loss that can be
deducted annually is limited. If, after combining all investment
capital gains and losses, the result is a loss, the loss is generally
limited to $3,000 per year. Examples of investment property
include vacant land or improved real estate that is not a business
property, home or second home.

Business Property — The general rule for business property
is that gains are taxable as capital gains, and losses are
deductible as ordinary income. Examples of business property
include residential rentals, commercial rentals and home offices.

Primary Home Sale Gain Exclusion — Generally, an
individual who owns and lives in a home for two of the prior
five years can exclude $250,000 of the home sale gain.

This applies to each individual, so a couple could exclude
$500,000. In addition, an individual who does not meet the
two-out-of-five requirement may still be able to exclude a
lesser amount, if the home was sold due to certain unforeseen
circumstances.

Now let’s apply these general rules to some representative
situations that are likely to occur in a down real estate market.



Example #1: You sell your primary (or second) home
for a loss when taking into consideration what you
originally paid for the home, plus improvements and
the sales costs. This is bad news because your home
is personal-use property, and losses from personal-use
property are not deductible. Thus, there is no tax
relief from having a loss on the sale of your primary
or seconaary home.

Example #2: You purchased a residential or
commercial property as a rental. Now the value has
declined below your cost basis, and a sale will result
in a loss. Since it is business property, the entire l0ss
will be deductible as ordinary income in the year of
sale. Thus, you will achieve tax relief based on your
tax bracket(s) in the year of sale. Caution: The
depreciation of the real property that you claimed

as a rental expense decreases your cost basis. This
means you could actually end up with a tax gain on
the sale when you thought you would have a loss.

Example #3: Yes, we read your mind; you are planning
to move out of your home that will sell for a loss, and
convert it to a rental, thinking you could then deduct
the loss. The problem with this strategy is that tax
law requires you to use the fair market value (FMV)
of the home at the time of conversion as the business
basis, if the FMV is less than your adjusted cost
basis. Thus, the loss in value that occurred prior to
the conversion will not be included in your loss when
you sell the rental. However, if the market continues
to decline, you will be able to take advantage of any
future losses.

Example #4: The property will sell for a loss, so you
decide to just let it go into foreclosure. By doing this,
you avoid the sales costs, but destroy your creait
rating for years to come. In addition, if the property
sells at auction for less than the mortgage balance,
you may, depending on some complicated rules, have
to include in your income the difference between the
loan amount and the sales price (referred to as debt
relief income).

The number of examples that we have room to
illustrate is limited, and the possibilities are endless.
There are also additional special circumstances to
consider if you have a home office or if you refinanced
the home in excess of its cost.

Carefully weigh your options before selecting a
course of action. A consultation appointment may be
appropriate to see what option is the best for your
particular tax situation.

Your Rebate Checks Are In...But
What Does This Mean for 20097

y the time you read this article, the IRS has already started sending out the stimulus rebates. A new
Bschedule was released, accelerating the distribution of the payments. Payments were direct deposited

into qualifying individuals' bank accounts starting April 28 instead of May 2, and paper checks were
mailed starting May 9 instead of May 16. The schedule that was released in March remains the same, with
payments either direct deposited or put in the mail by the dates listed on the schedule.

These rebates are actually advance payments for a new refundable tax credit called the “Recovery Rebate
Credit” that is claimed on your 2008 tax return and must be accounted for when you file the 2008 tax return.
So the government can get the money into people’s hands quickly and not wait for the 2008 returns to be filed
in 2009, the IRS will calculate and mail out advance payments of this 2008 credit based upon the information
included on a taxpayer’s 2007 tax return. The IRS will make a direct deposit of the advance payment into a
taxpayer’s account if direct deposit was requested for the 2007 return refund. When the taxpayer files his or her
2008 return, the Recovery Rebate Credit will be reduced by the amount of the advance payment. Should the
advance payment exceed the amount of the credit, the taxpayer will not be required to make up the difference!

Since these advance payments (cash rebates) are computed based on the data from the 2007 return, a 2007
return must be filed to obtain a cash rebate. Thus, some taxpayers (such as those receiving SS income and
who are not otherwise required to file a return and otherwise qualify for the rebate) must file one to qualify for
the advance payment. However, if a taxpayer does not file a 2007 return, he or she still would qualify for the
Recovery Rebate Credit when a 2008 return is filed. This also applies to taxpayers who file late. They do not
lose the Recovery Rebate Credit; they just do not receive it in advance and will have to wait for the benefit when
their 2008 return is filed. The IRS is prohibited from issuing advance payments after December 31, 2008.

How much will your rebate be? The rebates are broken into two categories, the basic credit rebate and

the qualifying child rebate credit. For the basic credit rebate, a single person with no qualifying children gets a
maximum rebate of $600 or a minimum rebate of $300. A married couple filing jointly with no qualifying children
gets a maximum rebate of $1,200 or a minimum rebate of $600. To receive the maximum, your 2007 tax
(figured in a special way) must be $600 or more for a single person and $1,200 or more for a married couple
filing jointly. To get the minimum, you must have at least $3,000 of qualifying income (explained above) or owe
tax (figured in a special way) of at least $1. Your rebate amount will fall in between the minimum and maximum
if your tax is more than $300 but less than the maximum rebate for your filing status. In that case, your rebate
will be equal to your tax. Let's say that you are single and that your tax is $500. In this scenario, your rebate
will be $500.

An eligible individual who is entitled to any amount of the basic credit is also allowed a credit equal to $300 for
each qualifying child of the individual in addition to the basic credit. “Qualifying child” has the same meaning for
this purpose as it has for purposes of the child tax credit. Thus, for each child who qualifies for the child tax
credit, a taxpayer qualifies for an additional $300 rebate.

For example, a married couple filing jointly with one qualifying child could be eligible for a maximum rebate of
$1,500 ($1,200 + $300).

Phase-out for higher-income taxpayers — The amount of the rebate (both the basic and the child amount)
is reduced by 5% of a taxpayer’s adjusted gross income (AGI) above $75,000 ($150,000 for joint returns).

For example, a married couple filing jointly with one child has an AGI of $170,000 and a net tax liability of

over $1,200. Their rebate is $500: [$1,200 basic rebate plus $300 qualifying child rebate — $1,000 phase-out
(i.e., 5% x ($170,000 - $150,000))].

Do all qualified individuals get rebates? No. Each individual must qualify for the rebates in one of two

ways, and the rebates and the credit in 2008 is phased out for higher-income taxpayers. To qualify, a taxpayer

must (1) owe tax, as computed in a special way, or (2) have at least $3,000 of qualifying income. Qualifying

income generally includes earned income, social security benefits, and veterans’ disability payments (including
payments to survivors of disabled veterans). A

If you think that you might qualify for the rebate and have not yet filed a return call this office for assistance.




JUNE - SEPTEMBER 2008

June 16, 2008
— U.S. citizens living abroad on April 15, 2008 must file a 2007 income tax
return (if not already filed) or file for an extension.

— The second installment of your 2008 individual estimated taxes is due. If

your income or deductions have significantly changed, you should call this

office to determine if any adjustment in estimates is appropriate.

July 2008
— Time to review your 2008 year-to-date income and expenses to ensure
that your estimated tax payments and withholding are adequate to avoid
underpayment penalties. There have been a significant number of tax
changes for 2008 that can impact your estimated taxes for 2008.
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ASKED...

YOU ASKED: My husband passed away in 2006, and | will
be selling my home this year. We purchased our home
many years ago for $60,000, and | will sell it for about
$900,000. Do I qualify for the $250,000 or $500,000
home gain exclusion?

ANSWER: Under a recent law change effective for years 2007 and later, a
surviving spouse who otherwise qualifies for the home gain exclusion can exclude

up to $500,000 if the sale occurs no later than two years after the spouse’s death.
So, you may qualify for the larger exclusion if you sell it within that two-year period.

However, don't overlook the fact that you have a stepped-up basis as a result of
your spouse’s death. Generally, depending upon how the title was held and which
state you live in, your tax basis in the property will be either the fair market value
(FMV) of the home at the date of your spouse’s death or half of the FMV of the

July 31, 2008
— This is the due date for self-employed individuals and employers to
file 5500 series returns for 2007 calendar year benefit plans (including
Keogh/HR-10 plans).

September 15, 2008
— The third installment of your 2008 individual estimated taxes is due.

The purpose of this newsletter is to provide current information on tax, financial and business developments. It suggests general tax planning ideas that may only be appropriate when claiming tax benefits in a manner consistent with the statutes and Congressional purpose. The information and
opinions are generalizations and may not apply to all taxpayers and cannot be used by a taxpayer for the purpose of avoiding penalties that may be imposed on the taxpayer. Therefore, it is important that you seek appropriate advice before implementing any of the ideas suggested.

property plus half of the joint basis. Assuming the latter and that the home’s FMV
was $800,000 on the date of your hushand’s death, you would measure your gain
from $430,000 (half of $800,000 + half of $60,000).

YOU ASKED: My wife and | jointly own a business and
have been filing a partnership return for several years.
We understand that there is a new rule that allows us to
avoid filing the partnership return. Gan you explain?

ANSWER: Beginning in 2007, a married couple who owns a joint business venture
in which they both participate can elect to file two self-employed business schedules
(Schedule C or Schedule F) on their personal income tax return, dividing the income
and expenses instead of filing a partnership return. However, this special provision
does not apply to state law entities such as general or limited partnerships or limited
liability companies. If you are interested in pursuing this option for 2008 and currently
have employees, are also required to file other types of tax returns, or simply have
questions about this option, please give this office a call.



	Client Imprint Info: 
LONGSCHAEFER
	Client Address Info: Tax, Accounting, Financial & Payroll Services
9600 Colerain Ave., Ste 204 
Cincinnati, OH 45251


