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As we approach year-end, it’s again time to focus on last-minute moves you can make to save taxes—both on your
2009 return and in future years. Before we get started, however, it’s worth a reminder that the purpose of the ideas we’ll
discuss in the following paragraphs is limited to achieving your personal and business financial objectives in a “tax
efficient” manner. In other words, a proposed transaction normally should not only save taxes, but also make economic
sense before it’s a wise move. In addition, it’s generally best to look at your tax situation for at least two years at a time,
with the objective of reducing your tax liability for both years combined, not just for 2009. Year-end tax planning is
made more urgent in 2009 because of some significant tax law changes, both those that have taken place to stimulate
the economy and those now on the horizon to pay for the recovery.

By taking certain steps now, before 2009 draws to a close, you can reduce the size of your tax bill otherwise due when
you file your return next year. Especially this year, when Congress has inserted a handful of powerful but temporary
tax breaks to get the economy moving again, you do not want to overlook any deduction or credit that you can take in
2009 to lower this year’s tax bill. Managing what income you recognize or defer also can pay dividends as you focus
on balancing your tax rates between 2009 and 2010, and beyond, with tax reform on the horizon.

Many of the tax breaks in recent stimulus tax bills will expire at the end of this year. At this point, Congress cannot be
counted on to extend any of them for 2010:

« For individuals, these expiring provisions include the itemized state and local sales tax deduction; the $4,000
higher education tuition deduction; the additional standard deduction for real property taxes; and the above-the-
line $250 teachers’ classroom expense deduction.

« For businesses, bonus depreciation and enhanced section 179 expensing, both designed to temporarily encourage
businesses to make capital investments, likely will be headed for extinction at the end of 2009.

These are examples of the tax incentives set to expire. There are many more. As a result, accelerating qualifying expenses
into 2009 to take advantage of these incentives, rather than incurring them early in 2010, may make a significant
difference in your overall tax bill.

Some General Comments Before We Get Started

First of all, the goal of year-end tax planning is to identify strategies that will allow you to pay the lowest overall tax.
One means of accomplishing this if you expect your income to stay about the same during the next few years, is to
postpone when taxable income must be reported and accelerate the time when expenses can be claimed as deductions.
Another is to trade taxable investment income for nontaxable revenue such as municipal bond interest. (However, this
second strategy only makes sense if the tax-free yield on the new investment is greater than the after-tax rate on the old
one.) Still another smart move for many people is to convert ordinary income (taxed at rates up to 35%) into long-term
capital gains that are subject to a tax rate of no greater than 15%.

Watch out for AMT. It is also important to be on the alert for the Alternative Minimum Tax (AMT). Individuals must
compute their income taxes under two systems—the regular tax system and the AMT system—and pay the higher
of the two amounts. When introduced many years ago, the AMT targeted and normally only applied to high-income
taxpayers who, in Congress’ opinion, benefited too much from certain tax breaks. Today, however, virtually no taxpayer
can ignore the AMT. Therefore, the first step in tax planning is to assess your exposure to AMT. Tax planning for AMT
is often dramatically different than planning for regular tax. In fact, it’s sometimes backwards. Who is at the highest
risk for AMT? Many taxpayers can fall into AMT, but those who deduct a significant amount of state and local taxes or
miscellaneous itemized deductions (like unreimbursed employee business expenses) or claim multiple dependents are
especially vulnerable. Those who recognize a large capital gain or exercise incentive stock options during the year are
also vulnerable. If you suspect AMT might be an issue, please contact us so we can plan accordingly.

With these general principles in mind, let’s take a look at some specific tax planning ideas that apply to the vast majority
of taxpayers—that is, those in a regular tax situation.



Ideas for Increasing Deductions

One way to reduce your 2009 tax liability is to look for additional deductions. Here’s a list of suggestions to get you
started:

Make Charitable Gifts of Appreciated Stock. If you have appreciated stock that you’ve held more than a year and you
plan to make significant charitable contributions before year-end, keep your cash and donate the stock (or mutual fund
shares) instead. You’ll avoid paying tax on the appreciation, but will still be able to deduct the donated property’s full value.
If you want to maintain a position in the donated securities, you can immediately buy back a like number of shares. (This
idea works especially well with no load mutual funds because there are no transaction fees involved.) However, if the stock
is now worth less than when you acquired it, sell the stock, take the loss, and then give the cash to the charity. If you give
the stock to the charity, your charitable deduction will equal the stock’s current depressed value and no capital loss will be
available. Also, if you sell the stock at a loss, you can’t immediately buy it back as this will trigger the wash sale rules, which
means your loss won’t be deductible, but instead will be added to the basis in the new shares.

Maximize the Benefit of the Standard Deduction. For 2009, the standard deduction is $11,400 for married taxpayers
filing joint returns. For single taxpayers, the amount is $5,700. Currently, it looks like these amounts will be about the same
for 2010. If your total itemized deductions are normally close to these amounts, you may be able to leverage the benefit
of your deductions by bunching deductions in every other year. This allows you to time your itemized deductions so that
they are high in one year and low in the next. You claim actual expenses in the year they are bunched and take the standard
deduction in the intervening years. For instance, you might consider moving charitable donations you normally would
make in early 2010 to the end of 2009. If you’re temporarily short on cash, charge the contribution to a credit card—it is
deductible in the year charged, not when payment is made on the card. You can also accelerate payments of your real estate
taxes or state income taxes otherwise due in early 2010. But, watch out for the AMT, as these taxes are not deductible for
AMT purposes.

Bunch Deductions Subject to an Adjusted Gross Income Limit. Miscellaneous itemized deductions (such as unreimbursed
employee business expenses) are deductible to the extent they exceed 2% of your Adjusted Gross Income (AGI). (Your AGI
is the number at the bottom of the first page of your return.) Medical expenses are deductible only to the extent they exceed
7.5% of AGI. To lessen the affect of these AGI limitations, try to bunch your miscellaneous and medical expense deductions
into every other year.

Purchase Certain Big Ticket Items in 2009. Thanks to a couple of expiring temporary tax breaks, it may pay to purchase
certain big-ticket items before the end of the year:

e The optional itemized deduction for state and local sales and use taxes (in lieu of deducting state income taxes) will
expire at the end of this year unless Congress takes further action. Therefore, if you live in a state with low or no state
income tax and plan on making big-ticket purchases (such as a car, boat, or motorcycle, or airplane) in the near future,
you may want to go ahead and make the purchase this year to cash in on the expiring sales tax break for 2009. There is
no AGI based limit for this deduction, but you have to itemize to benefit and it is not allowed for AMT.

* If you live in a state with high state income taxes and plan on deducting state income taxes instead of state sales taxes
this year or it you are taking the standard deduction in 2009, legislation passed earlier this year created a one-year federal
income tax deduction that might interest you. For 2009, you can deduct state and local sales and excise taxes on purchases
of new (not used) passenger autos, pickups, and SUVs, as well as motorcycles and RVs made between February 17,
2009 and December 31, 2009. The write-off is limited to the amount of taxes on the first $49,500 of purchase price. You
can claim the break whether you itemize or not, and it is allowed even if you owe the AMT. However, a phase-out rule
can reduce or completely eliminate the break if your AGI exceeds $250,000 ($125,000 if you are single).

Ideas for Investments

Harvest Capital Losses. If you are sitting on some investments that have dropped in value since you acquired them, now
might be a good time to dump part or all of them to cut your tax bill. You can deduct capital losses up to the amount of any
capital gains that you’ll have for the year (for example, from mutual fund distributions or sales of stocks or bonds). Also,
you can claim up to an additional $3,000 of losses ($1,500 if you’re married but filing a separate return) against your other
income. Any losses in excess of these amounts carry over to next year.

If you’re selling less than your entire interest in an investment, you can maximize the amount of deductible loss that you
realize by telling your broker or mutual fund company to sell the highest basis shares first (and then have
them confirm your instructions in writing within a reasonable time after the sale). In addition, if you think
your investments that are currently underwater are poised for a comeback, you can buy them back after taking
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Take Advantage of 0% Capital Gains Rate before It Is Too Late. For 2009, the federal income tax rate on long-term capital
gains and qualified dividends is 0% when your taxable income falls within the 10% or 15% regular federal income tax rate
brackets. This will be the case to the extent your taxable income (including long-term capital gains and qualified dividends)
does not exceed $67,900 if you’re married and file jointly ($33,950 if you’re single). This 0% rate will likely continue to apply
in 2010, but is scheduled for repeal in 2011.

While your income may be too high to benefit from the 0% rate, you may have children, grandchildren, or other loved ones
who can. If so, consider giving them some appreciated stock or mutual fund shares, which they can then sell and pay 0% tax
on the resulting long-term gains. Gains will be long-term, as long as your ownership period plus the gift recipient’s ownership
period is over a year. Giving away stocks that pay dividends is another tax-smart idea. As long as the gift recipient is in the 0%
or 15% regular tax rate bracket, the dividends will be federal-income-tax-free. Watch out though, if during 2009 you give away
assets worth over $13,000 to an individual gift recipient, the excess will generally eat into your $1 million lifetime federal gift
tax exemption and your $3.5 million federal estate tax exemption. Also, if you give securities to someone who is under age 24,
the Kiddie Tax rules could potentially cause some of the resulting investment income to be taxed at the parent’s higher rates
instead of at the gift recipient’s lower rate. That would defeat the purpose. Please contact us if you have questions.

Secure a Deduction for Nearly Worthless Securities. If the dismal economy has left you with securities that are all but
worthless with little hope of recovery, you might consider selling them before the end of the year so you can capitalize on
the loss this year. You can deduct a loss on worthless securities only if you can prove the investment is completely worthless.
Thus, a deduction is not available, as long as you own the security and it has any value at all. Total worthlessness can be very
difficult to establish with any certainty. To avoid the issue, it may be easier to just sell the security if it has any marketable
value. As long as the sale is not to a close family member, this allows you to claim a loss for the difference between your tax
basis and the proceeds (subject to the normal rules for capital losses and the wash sale rules restricting the recognition of loss
if the security is repurchased within 30 days before or after the sale).

Roth IRA Conversion for 2010. In 2010, the opportunity to convert any IRA into a Roth IRA without the long-time $100,000
income restriction has many individuals already setting aside funds. Some individuals, however, may do better to convert to
a Roth IRA before the end of 2009, when the value of their accounts, and the consequential income that must be recognized
on conversion, are at historic lows.

The First-Time Homebuyer Credit. For homes purchased in 2008, the credit operated like an interest-free loan because it
must be repaid over a 15-year period. The credit was expanded in 2009 for homes purchased in 2009, increasing the amount
of the credit and eliminating the requirement to repay the credit, unless the home ceases to be your principal residence within
the 36-month period beginning on the purchase date. It was further expanded in late 2009 to extend deadlines and to allow
long-time homeowners buying replacement homes and people with higher incomes to qualify for the credit. . The credit is 10
percent of the purchase price of the home, with a maximum available credit of $8,000 if you purchased your home in 2009 or
early 2010 ($7,500 if you purchased your home in 2008) for either a single taxpayer or a married couple filing a joint return,
but only half of that amount for married persons filing separate returns. The full credit is available for homes costing $80,000
or more in 2009 or early 2010 or ($75,000 in 2008). Long-time homeowners who buy a replacement home after November 6,
2009, or in early 2010 may qualify for a credit of up to $6,500, or $3,250 for a married person filing a separate return. Long
time homebuyers must have owned and occupied their personal residence for the previous five years preceding the new home
purchase. Any home purchased as your principal residence and located in the United States qualifies. You must buy the home
after April 8, 2008, and before May 1, 2010 (with closing to take place before July 1, 2010), to qualify for the credit. For a
home that you construct, the purchase date is considered to be the first date you occupy the home.

Ideas for Your Business

Consider Paying a Dividend in 2009. If you’re a shareholder in a closely held C corporation, the current federal income tax
rate structure is helpful to your cause. If the company pays you a taxable dividend, the maximum federal rate is only 15%.
Better yet, as discussed earlier, if the stockholder’s (you or perhaps a child to whom you’ve given stock) taxable income is
low enough there won’t be any tax at all on this income assuming Kiddie Tax doesn’t come into play. However, this may well
change in the near future. Thus, now may be a good time to convert some of your C corporation wealth into cash at a very
manageable tax cost (and possibly none at all). This may also be a good time to distribute any accumulated C corporation
earnings and profits in your S corporation. The maximum federal rate on dividends is scheduled to skyrocket from the current
15% to 39.6% starting with 2011.

Take Advantage of Temporary Tax Breaks for Equipment and Software Purchases. If you have plans
to buy a business computer, office furniture, equipment, vehicle, or other tangible business property, you
might consider doing so before year-end to maximize your 2009 deductions. Here’s why:




 Bigger Section 179 Deduction. Your business may be able to take advantage of the temporarily increased Section 179
deduction. Under the Section 179 deduction privilege, an eligible business can often claim first-year depreciation write-
offs for the entire cost of new and used equipment and software additions. For tax years beginning in 2009, the maximum
Section 179 deduction is a whopping $250,000. However, the allowable deduction is reduced dollar-for-dollar to the extent
the amount of qualifying property placed in service during the year exceeds $800,000. For tax years beginning in 2010,
the maximum deduction is estimated to drop back to about $134,000, with reductions estimated to begin when more than
$530,000 of qualifying property is placed in service.

* 50% First-year Bonus Depreciation. Above and beyond the bumped-up Section 179 deduction, your business can also
claim first-year bonus depreciation equal to 50% of the cost (reduced by the Section 179 deduction) of most new (not used)
equipment and software acquired and placed in service by December 31 of this year. The 50% first-year bonus depreciation
break will expire at year-end unless Congress takes further action.

Avoid the Hobby Loss Rules. A lot of businesses that are just starting out or have hit a bump in the road thanks to the dismal
economy may wind up showing a loss for the year. The last thing the business owner wants in this situation is for the IRS to
come knocking on the door arguing the business losses aren’t deductible because the activity is just a hobby for the owner.
Surprisingly, the IRS has been fairly successful recently in making this argument when it takes taxpayers to court. Thus, if your
business is expecting a loss this year, we should talk before year-end to make sure we do everything possible to maximize the
tax benefit of the loss and minimize its economic impact.

Year End Payroll Tax Issues to Consider For Typical Employee Fringe Benefits. Fringe benefits must be treated as paid no

later than December 31 of the calendar year in which they are provided. This requirement can be difficult for employers that

must calculate the fair market value of fringe benefits provided during the last quarter of the year. Employers should determine

the actual value by January 31 of the following year and report the value on Form W-2 and the Form 941 for the fourth quarter,

and pay the additional tax liability. If you need our help in the proper reporting of fringe benefits, please set up an appointment

to discuss with us prior to the end of the year. Typical fringe benefits that are reported on W-2 are as follows:

1. The cost of up to $50,000 of group-term life insurance

2. Amounts paid for or to an accident and health plan for a more than 2% S corporation shareholder and any related
employees to the 2% shareholder

3. Qualified transportation fringe benefits

4. Qualified moving expense reimbursements

5. Employee achievement awards

The above list is not complete as to all taxable fringe benefits, only the ones that apply to most of our clients. The fringe benefits
are important factors to consider since the IRS is gearing-up to launch a new employment tax compliance project. The project
is expected to focus on four areas: worker classification, fringe benefits, non-filers, and officers’ compensation. Six thousand
taxpayers will be randomly selected for the National Research Program (NRP) study of employment tax noncompliance.

Employer-Owned Life Insurance. Final regulations address information reporting on employer-owned life insurance
contracts, and generally affect businesses that are a beneficiary (directly or indirectly) of a life insurance contract covering the
life of an insured who is an employee on the date the contract is issued. According to the regulations, applicable policyholders
owning one or more employer-owned life insurance contracts issued after August 17, 2006 must attach Form 8925 (Report
of Employer-Owned Life Insurance Contracts) to their timely filed income tax return (applicable for tax years ending after
November 6, 2008). Please be sure to discuss any life insurance policies issued or substantially altered after August 17, 2006
with us to ensure proper reporting on your tax return.

NOL Carryback. The 2009 Tax Bill allows all businesses to carry back losses incurred in 2008 or 2009 for up to five years to
offset 50% of the available income from the fifth year and 100% for the other four years.

Ideas for the Office

Maximize Contributions to 401(k) Plans. If you have a 401(k) plan at work, it’s just about time to tell your company how
much you want to set aside on a tax-free basis for next year. Contribute as much as you can stand, especially if your employer
makes matching contributions. You give up “free money” when you fail to participate to the max for the match.

Take Advantage of Flexible Spending Accounts (FSAs). If your company has a FSA, before year-end you must specify how
much of your 2010 salary to convert into tax-free contributions to the plan. You can then take tax-free withdrawals next year
to reimburse yourself for out-of-pocket medical and dental expenses and qualifying child care costs. Watch
out, though, FSAs are “use-it-or-lose-it” accounts—you don’t want to set aside more than what you’ll likely
have in qualifying expenses for the year.
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Adjust Your Federal Income Tax Withholding. If it looks like you are going to owe income taxes for 2009, consider
bumping up the Federal income taxes withheld from your paychecks now through the end of the year. When you file your
return, you will still have to pay any taxes due less the amount paid in. However, as long as your total tax payments (estimated
payments plus withholdings) equal at least 90% of your estimated 2009 liability or, if smaller, 100% of your 2008 liability
(110% if your 2008 adjusted gross income exceeded $150,000; $75,000 for married individuals who filed separate returns),
interest and penalties will be minimized, if not eliminated. Additionally qualified individuals with small businesses may be
eligible to make smaller estimated tax payments in 2009—the smaller of 90% of the tax shown on the 2008 tax return or 90%
of the tax shown on the 2009 tax return. To be a qualified individual: (1) more than 50% of the person’s gross income must be
from a business that had an average of fewer than 500 employees in 2008, and (2) the person’s adjusted gross income in 2008
must have been less than $500,000 ($250,000 if married filing separately for 2009).

Ideas for Seniors Age 70% or Older

Make Charitable Donations Directly from Your IRAs. If you’ve reached age 70%, you can arrange to transfer up to
$100,000 per year of otherwise taxable IRA money to the public charity of your choice (such as your church or other favorite
charity). The distribution is federally income tax free. You don’t get to claim it as an itemized deduction on your Form
1040. However, the tax-free treatment equates to a 100% write-off, and you don’t have to itemize your deductions to get it.
Additionally, since it is tax-free, it may reduce your Social Security benefits subject to tax. Be careful though—to qualify for
this special tax break, the funds must be transferred directly from your IRA to the charity (you can’t receive cash and then
donate it). Also, this provision expires at the end of 2009 unless Congress extends it. So, this could be your last chance.

Don’t Take Your Minimum Required Distribution for 2009. The tax laws generally require individuals with retirement
accounts to take withdrawals based on the size of their account and their age every year after they reach age 70%. Failure
to take a required withdrawal can result in a penalty of 50% of the amount not withdrawn. However, a temporary tax law
change made in late 2008, waives the minimum distribution requirement for 2009. This means you can leave the amounts
in your account without suffering the 50% penalty. This waiver applies to IRAs and defined-contribution plans, including
distributions from 401(k), 403(b), and state-sponsored 457(b) accounts and is available to everyone regardless of their total
retirement account balances. Bottom Line: If you haven’t already received your required distribution during 2009 and you
do not need the funds, you can just leave them in your retirement account for another year. If you have already received the
distribution and now wish you hadn’t, you may be able to roll the funds back into your retirement account, even if the normal
60-day rollover period has already expired. However, this may require action before November 30, 20009.

Environmentally Friendly Ideas

Make Energy Efficiency Improvements to Your Home. A great way to cut energy costs and save up to $1,500 in federal
income taxes this year is to make energy efficiency improvements to your principal residence. Basically, if you install energy
efficient insulation, windows, doors, roofs, heat pumps, hot water heaters or boilers, or advanced main air circulating fans to
your home during 2009 or 2010, you may be entitled to a tax credit of 30% of the purchase price, up to a maximum credit
of $1,500. For 2009, the credit is allowed against the AMT. However, unless Congress changes the rules, this will not be the
case for 2010. If there is any possibility you’ll be subject to AMT next year, you may want to make these improvements this
year.

Alternative Motor Vehicle (AMV) Credit. For tax years beginning in 2009, the alternative motor vehicle (AMV) credit
is treated as a nonrefundable personal tax credit. This means that it can be used to offset regular tax liability and alternative
minimum tax (AMT) liability the same as other nonrefundable personal credits to the extent permitted. Secondly, purchasing
a qualifying new (not used) vehicle this year may reap you an alternative motor vehicle tax credit from around $900 to
$3,000, depending on the vehicle. However, not all 2009 purchases qualify as credits are phased out once the manufacturer
has sold over 60,000 qualifying vehicles. Because of this rule, no credits are allowed for 2009 purchases of Toyota, Lexus, and
Honda hybrids and only reduced credits are available for Ford and Mercury hybrids. So far, full credits are still allowed for
hybrids made by Chrysler, GM, Mazda, and Nissan. Full credits are also allowed for lean-burn technology vehicles made by
Mercedes, Volkswagen, BMW, and Audi. Give us a call if you want to know the available credit amount for a specific hybrid
or lean-burn technology vehicle.

Plug-in Vehicle Credit. Two new electric vehicle credits have been created this year for two-wheel or three-wheel low-
speed electric vehicles powered by rechargeable batteries with 2.5 kilowatt hour capacity or four-wheel vehicles powered by
rechargeable batteries with 4 kilowatt hour capacity. The credit is for purchases after February 17, 2009 and before January 1,
2012, and equals 10% of the vehicle cost up to $2,500 for two or three wheel vehicles. The second credit is
for four-wheeled vehicles using a rechargeable traction battery with at least a four-kilowatt hour capacity.




The 2009 credit ranges from $2,500 to $15,000 depending on vehicle size and battery capacity. One credit is allowed per
vehicle and vehicles manufactured for off-road use do not qualify.

Ideas for Your Estate

The federal estate tax exemption for 2009 is $3.5 million. For 2010, the federal estate tax is supposed to be repealed—but
just for that one year. It now seems clear that if the promised repeal ever happens at all, it will just be for 2010. The more
likely scenario is that we will continue to have a federal estate tax for 2010 and beyond with a $3.5 million or somewhat
larger exemption. Therefore, planning to avoid or minimize the federal estate tax should still be part of your overall financial
game plan.

Make Annual Gifts to Reduce Your Estate. Whittling your estate down by making annual gifts continues to be a tax-smart
strategy. If you have some favorite relatives or unrelated persons, you and your spouse both can give each of them up to
$13,000 this year. These gifts will reduce your estate tax exposure without any adverse gift tax effects. Making multiple
gifts over multiple years can dramatically reduce your exposure to the estate tax. So, the sooner you start an annual gifting
program, the better.

Capitalize on Depressed Security Values to Boost Giving Power. The current depressed security values may mean that
more assets can be transferred within the limits of the gift tax annual exclusion amount ($13,000 for 2009) and the lifetime
applicable exclusion amount ($1 million). Thus, if a security’s value is expected to participate in the inevitable (we hope)
economic recovery (and especially if the security is expected to significantly appreciate) this may be the perfect time to give
the security to the intended recipients. However, do not give away loser shares (currently worth less than what you paid for
them). Instead, sell the shares, and take advantage of the resulting capital loss, and then give away the cash.

Conclusion

With a little effort and some careful planning, it’s possible your 2009 tax liability can still be significantly reduced. We’re
available to assist you in this planning process any way we can. We would be pleased to set up a meeting within the next few
weeks while there’s still time to implement tax strategies before year-end. In addition, to meet our commitment to you, we
are constantly trying to identify ways to improve the quality of the services we offer. Finally, we are always honored when
existing clients refer others to us for assistance.

As required by United States Treasury Regulations governing tax practice, you are hereby advised that any written tax
advice contained herein was not intended or written to be used, and cannot be used, by the recipient for the purpose of
avoiding penalties that may be imposed under the Internal Revenue Code or applicable state or local tax law provisions.

Very truly yours,
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