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Seven Tax-planning Ideas at Midyear 
Ways to reduce your personal income tax bill 

 
Now that your 2005 personal tax re-
turn has been put to bed (or you have 
obtained a filing extension), you can 
kick back and enjoy the warmer 
weather…right? Wrong. Tax planning 
is a year-round proposition. And the 
tax-planning moves you make -- or 
don’t make -- at midyear can have a 
substantial impact on your 2006 tax 
bill. Here are seven common tax 
strategies to consider. 
 
1. Examine estimated taxes. Life 
changes that occur during the year -- a 
new marriage, a divorce, a new baby, a 
child’s marriage, etc. -- may affect 
your tax picture for 2006. If your tax 

payments so far this year are too low, 
you will have to write out a substantial 
check when you file your return. And 
you may owe an estimated tax penalty 
to boot. You can make up a tax short-
fall through estimated tax payments or 
increase withholding from your pay-
check for the rest of the year. 
 
2. Avoid the wash sale rule. Under 
the “wash sale” rule, you cannot de-
duct a loss from the sale of a security if 
you acquire a substantially identical 
security within 30 days of the sale. To 
avoid this result, wait at least 31 days 
before you buy back the same security 
you sold at a loss. If you want to lock 



in your current position for a particular 
stock but still protect your loss, “dou-
ble up” by buying the stock now and 
waiting at least 31 days to sell the 
original shares. Note: If a stock loss is 
disallowed due to the wash sale rule, at 
least you can add it to your basis in the 
stock. 
 
3. Position investments for tax de-
ferral. Now is a good time to review 
your portfolio and shift some money 
into investments with which you can 
postpone income until 2007. For ex-
ample, you may want to consider 
Treasury bills, certificates of deposit 
(CDs) and other short-term invest-
ments that will not mature until next 
year. As a general rule, the income 
isn’t taxable until the year it is re-
ceived. 
 
4. Salvage dependency exemptions. 
Although the rules for dependency ex-
emptions have been modified, the ba-
sic thrust is still the same. You can 
generally claim a dependency exemp-
tion for a relative if you provide more 
than half of the relative’s support and 
he or she does not have gross income 
exceeding the personal exemption 
amount ($3,300 for 2006). 
 
The “gross income” requirement does 
not apply to a child who is under age 
19 or a full-time student under age 24. 
If your child is graduating this year, 
make sure you pass the half-support 
test to ensure the exemption for 2006. 
    
5. Set up a SIMPLE or a SEP. If you 
are self-employed, save for retirement 
through a tax-advantaged plan. For 
instance, you can establish a Savings 
Incentive Match Plan for Employees 
(SIMPLE) or a Simplified Employee 

Pension (SEP) plan with relative ease. 
Although there are technical differ-
ences, both plans allow you to contrib-
ute generous amounts.  
 
The deadline for SEP contributions is 
your tax return due date plus exten-
sions. The deadline to set up and con-
tribute to a SIMPLE plan for 2006 is 
October 1. 
 
6. Send the kids to day camp. You 
are entitled to a “child care credit” for 
the cost of caring for your children un-
der age 13 so you and your spouse (if 
you are married) can be gainfully em-
ployed. The credit for taxpayers with 
an adjusted gross income above 
$43,000 is 20% of the first $3,000 of 
qualified expenses for one child; 20% 
of the first $6,000 for two or more 
children.  
 
Surprisingly, the cost of sending a 
child to a summer day camp qualifies 
for the child care credit. The cost of 
overnight camp, however, does not 
qualify.  
 
7. Maximize S corporation losses. An 
S corporation’s losses are deductible 
by the shareholders up to the amount 
of the shareholder’s basis in his or her 
corporate stock. If it looks like your S 
corporation will show a loss for the 
year, make sure that you have suffi-
cient basis in your S corporation stock 
to take advantage of the loss deduc-
tion. You can increase your basis by 
adding capital to the company’s cof-
fers or lending money to the corpora-
tion. 
 
 
 
 



In conclusion: These are just seven 
midyear tax-planning ideas that may 
comprise a comprehensive plan. We 

would be glad to discuss the best 
strategies for your particular situation. 

 
 

Independent Contractors: Get Agreements in Writing 
Safeguards for your legal and tax protection 

 
Have you made the break from the regu-
lar 9-to-5 (or longer) grind? After years 
spent working as an employee, you may 
be operating as an independent contrac-
tor for several firms. This generally pro-
vides more flexibility than you had be-
fore, but also requires a higher degree of 
legal protection for your work. 
 
Case in point: When you agree to per-
form services for a client, you are enter-
ing into a legal contract. It does not mat-
ter if the deal is sealed by just a hand-
shake (although, as you will see, this is 
strongly discouraged). In effect, you are 
obligated to do the work and the client is 
obligated to pay you for it. 
 
Unfortunately, things may not go as 
planned. Suppose that the client refuses 
to pay you or argues that you are not liv-
ing up to your end of the bargain. The 
client could have a legitimate gripe or 
could be distorting the facts. In either 
event, you are facing an uphill battle. 
Essentially, you will have to convince a 
court that you are in the right and your 
client is wrong.  
 
However, there is a relatively easy way 
to sidestep potential problems: Put it in 
writing. By using a written agreement, 
you can head off serious disagreements, 
define expectations for both sides and 
clarify the terms of the deal. And, should 
the case ever come to court -- after all, 
even written contracts are subject to dis-

pute -- you will have the proof in hand 
needed to support your position. 
 
As an added bonus, a written contract 
can help establish that you are, in fact, 
an independent contractor rather than an 
employee. This can protect you from a 
challenge by the IRS that you are trying 
to evade payroll taxes. 
 
What should be included in a written 
contract for the benefit of an independ-
ent contractor? Although the terms will 
vary according to your situation, a basic 
written contract should, at the very least, 
cover the following items: 
 
 A detailed description of the services 

that will be performed; 
 The amount that will be paid for the 

services (or the formula to be used); 
 The length of the services to be pro-

vided; 
 The manner of payment (e.g., time 

and place for payment, installments 
or a lump sum, etc.); 

 Any penalties assessed for late pay-
ment; 

 Responsibility for paying expenses 
(usually, this falls to the independent 
contractor); and 

 Rights of termination. 
 
 
 
 
 
 



Note that the agreement should also re-
flect information concerning your inde-
pendent contractor status and refer to 
any permits and/or licenses required to 
do the work as well as insurance provi-

sions. Furthermore, make sure that 
standard legal provisions are included, 
such as a statement that there are no in-
dependent agreements about the terms of 
the contract. 

 
 

How to Bridge the Communication Gap 
Tools can help expand worldwide operations 

 
In today’s ever-expanding business envi-
ronment, your company may have cli-
ents -- or even divisions of your own op-
eration -- located throughout other parts 
of the world. The communication prob-
lems can be daunting. Fortunately, re-
cent technological advances now provide 
tools for communicating across great 
expanses. Of course, there are costs in-
volved, but consider the following: 
 
Data distribution: It is important to 
have the ability to share agendas, re-
search analyses, financial and other 
business reports and the like through e-
mail. The communication is almost in-
stantaneous and mailing costs are saved. 
Even outsiders who do not have Internet 
service can gain access with relative ease 
at a reasonable cost. 
 
Web posting can be another efficient 
method of communication. This elimi-
nates potential problems of sending 
cumbersome attachments. However, it 
requires your company to have storage 
capability at its web site. A password 
protected sign-in can be created for se-
lected contacts with appropriate links 
available for retrieving documents and 
other information. 
 
Similarly, separate data storage units are 
available over the Internet. Typically, 
these link to a user’s computer as sepa-
rate drives. Assuming the storage units 

provide a “vault,” all visitors granted 
permission can access files -- but only 
one at a time. 
 
Finally, a comprehensive solution to 
consider is a virtual private network 
(VPN). The VPN uses the Internet to 
connect to the network. Once the VPN 
software has been installed on the per-
sonal computers, you may be able to 
share data and other information on your 
network with people in remote locations. 
This can be especially beneficial if 
members of the same firm are located in 
different offices throughout the world. 
 
Effective communication: Through e-
mail or instant messaging, business as-
sociates in distant locations can converse 
with one another as well as anyone from 
your staff. This has generally become an 
accepted means of communication for 
most people in high-profile positions. 
 
For a far-flung group, web conferencing 
is fast becoming a preferred alternative 
to the traditional telephone conference 
call. It enables participants to share 
document and software applications dur-
ing a meeting -- including business data 
and a “white board” for presenting mate-
rials -- as a way to enhance normal 
communications.  
 
Taking this concept one step further, 
web conferencing may be augmented by 



video technology (sometimes referred to 
as video conferencing). This enables par-
ticipants to see one another during the 
conference. The most cost-effective 
method for handling video conferencing 
is to integrate the audio portion (i.e., the 
computers handle the entire communica-
tion process). 
 
Another alternative is to use a video-
conferencing service provider. With this 
outside system for providing streaming 
video, users are bridged into the service 

provider’s equipment. The fees are based 
on a per-minute charge as opposed to 
buying the software and peripherals. 
 
In summary: Technology can help alle-
viate problems that may have plagued 
your company in the past. Nevertheless, 
it is important to make the best use of the 
tools at your disposal. Spend time be-
forehand planning presentations, con-
ferences and other online communica-
tions in a cost-effective manner. 

 
 

Like-kind Swaps of Intellectual Property 
 
Can you swap your patents and trademarks tax-free with another 
company? The short answer is “yes,” but the longer answer is “it 
depends.” Reason: The IRS imposes strict requirements for like-
kind transfers of this nature. 
 
Specifically, the IRS uses a two-part test for like-kind exchanges of 
intellectual property. First, it determines the nature or character of 
the rights involved. Then, it examines the nature or character of the 
underlying property.  
 
New ruling: The IRS denied tax-free treatment for a company’s 
proposed matching scheme involving four broad classes of prop-
erty. Tax deferral for a like-kind exchange requires specificity and 
analysis on an item-by-item basis, rather than on a global basis. 
Similarly, the IRS rejected the company’s claim that all trademarks 
and trade names be considered like-kind, regardless of their use, 
appearance or form. 
 



Using Benchmarking for Your Business 
Study best practices to improve profit margins 

 
Even if your company has been success-
ful in the past, you should be looking to 
increase profitability. There’s usually 
plenty of room for improvement, espe-
cially when you compare your outfit 
with other operations in the same indus-
try. But you are not quite sure how to get 
to the next level. 
 
One possibility is to use the business 
tool known as “benchmarking” (also 
called “best practices”). This is a process 
that can help bridge the gap between 
great ideas and great accomplishments. 
 
How it works: Although there are sev-
eral potential variations on the basic 
theme, typically you begin by identify-
ing another company, or a part of your 
own company, that has achieved signifi-
cant results through similar opportuni-
ties. The process requires you to system-
atically study the other operation’s 
achievements and practices. After you 
have determined the best practices, you 
can develop and implement procedures 
that will help you improve performance. 
 
Benchmarking is more than just discov-
ering the best practices for a company. It 
includes setting goals, comparing data 
and facilitating concepts. It targets ap-

propriate ideas and puts them into ac-
tion. 
 
How did benchmarking evolve? Tradi-
tionally, business managers would study 
a competitor’s product to determine how 
and why it was superior. Then they be-
gan to realize that they might not be ask-
ing all of the necessary questions. Even-
tually, it was ascertained that the com-
petitive advantage stemmed from a 
number of factors, including: 
 
 The timeframe for shepherding a 

product from the design stage to 
market; 

 Costs involved at each step of the 
process; 

 The nature of the procedures or for-
mulas being used; 

 The systems for managing and moti-
vating the staff; and  

 Independent judgments about the 
product’s value (i.e., whether cus-
tomers will buy the product).  

 
With benchmarking, your company can 
learn where its performance lags and 
where it should pinpoint its focus. This 
practice can eventually filter down to the 
bottom line. 



Facts and Figures 
Timely points of particular interest 

 
 Higher IRS Fees -- The IRS re-

cently announced big hikes in certain 
user fees for 2006. These increases, 
which occur in two stages, go into 
full effect on July 1, 2006. For ex-
ample, under the newly revised Em-
ployee Plans system, fees for opinion 
and advisory letters and determina-
tion letters for plans will now cost 
between $200 and $15,000 (up from 
$125 to $6,500). 

 Reducing Interruptions -- Are you 
bothered by an endless stream of in-
terruptions at work? It can severely 
impede your progress. One possible 
solution is to ask this direct question: 
“Is there something I can do for 
you?” Depending on the response, 
you can choose to react immediately 
or politely explain that this is a bad 
time for you to talk. 


