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Tax tips for the self-employed and small-business owners

Editor's note: This is Part 5 in a special serics
of columns on year-cnd tax planning.

BY GARY KLoTT

Between now and New Year's Eve, self-cmployed
individuala have plenty of opportunity to muke a
sizable dent in their 1998 income tax bills.

People whao run their own businesses, including
freelancers and employees with sideline business-
es, tend to have far more flexibility than other
individuals to maneuver at year-end to reduce
their taxes.

Many business owners can defer tax on much of
their year-end income for an extrn year just by
delaying billing long enough to ensure that cus-
tomer payments won't arrive until after Dec. 31,

And t).-usands of dollars in extra deductions can
be picked up by paying outstanding bills, stocking
up on office supplics and embarking on a yeur-end

) ing spree for busi; i

This flexibility to control when deductible
expenses are paid nnd income is received will be
especially valuable to business owners who are try-
ing to hald down their ndjusted gross income in
order to qualify for some of the valuable new tax
breaks that made their debut this year, Most of the
new brenks - including the tax credits for fomilies
and college tuition, and the new Roth IRAs — are
phosed out for taxpayers with incomes above cer-
tain levels,

Paying business expenses before year's end mny
help many business owners meet the income-eligi-
bility requi Busi reported on
Schedule C (the form used by sole proprictors to
report business profits or losses) will reduce your
adjusted gross income — the figure that will large-
ly determine your eligibility for the new law
breaks.

Self-employed workers who use the “cash
method™ of accounting have the most flexibility to
moncuver at year-end. Under the cash method -
which is used by most individunls and small busi-
nesses — expenses are deductible in the year
they're paid, and income is reported in the year it's
received,

1f you use the “nccrual method” of accounting,
you're atuck reporting income in the year it's
carmned and deducting expenses in the year they're
incurred.

Office equipment

1f you expect to soon be in need of & new comput-

er system, n photocopicer, fax machine or other
qui or i for your busi consid-
er making the purchnse before the end of the year.

Self-employed individunls can ofien trim their
tax bill by thousands of dollars by accelerating

quip t purchases. Small busi are eligi-
ble to write off up to $18,600 in business equip-
ment purchases this year without hnving to depre-
cinte the costs over n period of years.

The immedinte write-offs available under this
“expensing” method provide o big incentive for
business owners to assess their equipment needs
and buy befare the end of the year.

But be sure that whatever you buy is something
you really need because the write-offs will subsi-
dize only part of the cost.

“We teh clients to accelerate into December pur-
chases they're going to make in enrly '99,"” snid
Thomas Beneventi, a Chicagio aren tax partner ot
the accounting firm of McGladrey & Pullen. “But
we don't telt them to buy if they're not sure they're
going to need it."

Le aware that ordering ond paying for the cquip-
ment by Dee. 31 isn't sufficient to make the pur-
chase deductible on your 1998 return. The equip-
ment also must be “placed in service” by year's
end, That essentially meons the i must

If you anticipate a loss, sec if there is anything
you might be able to do before year's end to eke out
@ profit for the year, Figuring a way to turn the
business around will be cspecially important if

be physically in your office and ready for use by
Dee. 31,

So if you're buying a computer from a wmail-order
manufacturer, be certain the company will be able
to have it delivered to your office before the end of
the year.

Office supplics

Another route to lnst-minute ded
is o year-end trip to the office supply store to stock
up an supplies you'll be needing in the near future,
like laser-printer cartridges, photocopier toner, fax
paper, stationery nnd computer disks.

Pay outstanding bilis

One of the simplest ways to earn extra dedue-
tions is to pay your outstanding bills for deductible
busi expenses, i ing utilities, subscription

You'll be eligible to fully write off the
using the expensing method no matter how Iate in
the year you make the purchase. (By contreast, if
you're claiming regular deprecintion deductions,
muking a lot of year-end equipment purchases can
often prove counterproductive. Under conventionad
depreciation rules, if more than 40 percent of your
1998 vquipment purchases are made during the
final three months of the year, you could wind up
with fewer depreciation deductions this year.)

Before you head to the office supply store for o
new Pentium 450 computer, enlculate how much of
a tax benefit you'll actuslly get, The expensing
method carries a pumber of restrictions.

The maoin restriction limits your write-offs to the
nmount of taxable income you have from your busi-
ness. So if your business isn't generating much
income, you prabably won't generate many expens-
ing write-offs for your tax return, cither.

There is an exception if you have income from
another job. The IRS allows employees with side-
line businesses to count salary they earn from
their regular job ns business income when figuring
their limit on expensing deductions for the side-
line.

Buying a new car for Christmas won't steer you
to o fat write-off under the expensing method or
any other depraciation method. No more than
$3,160 of n new ear's cost can be deducted in 1998.

When placing an order for business equipment,

renewnls to teade publications, insurance and cel-
lular serviee.

Chances are, you'll be paying the bills only a few
duys ar few weeks before they're actually due. But
by paying them by Dec. 31, you'll be getting the tax
write-off a year sovner,

Health insurance premiums

Paying outstanding bills for health insurance
premiums by year's end may also bring some extra
deductions for your 1998 return, Self-employed
workers who aren't eligible to participate in an
employer-subsidized medical plan cun deduct 45
percent of their health insurance premiums on the
front of Form 1040, regardless of whether they
qualify for the itemized medical deduction.

1f you have a health insurance payment due in
January, you'll have to decide whether it's worth
paying the bitl by Dec. 81 in order to reap some tox
aavings now or wait until next year to pay the bill
and qualify for n bigger deduction on your 1998
tax-year return.

The deductible portion will rise to 60 percent
next year as a result of the tax bill passed by
Congress in October.

Sideline businesses

If you have a sideline business, project whether
you'll turn o profit or loss for the year,

your t has been p: ing more Josses than
profits in the last several years.

Making the business profitable will prevent the
RS from trying to classify your sideline business
as a hobby rather than a real business.

The distinction is important. If your sideline is
deemed n hobby, yow'll only be able to deduct
expenses to the extent of income generated by the
venture.

To be cligible to deduct cxpenses in excess of
income, your sideline needs to be considered a for-
profit business in the eycs of the IRS, The IRS will
automatically presume your sideline is a profit-
motivated business if it's profitable in ot least
three of the last five years (two of seven years for
breeding, training, showing or racing horses).

1f your rideline doesn't turn a profit that often,
you won't automatically lose the right to deduct
expenaes in excess of income.

But that's not always an easy case to make. “It's
an uphill battle, particularly il it's the type of
thing that people have as a hobby, like growing
flowers,” said David Rhine, a tax partucr at the
a ing firm of BDO in New York.

As a consequence, he advises trying hard to mect
the three-of-five-year-profit test. If your sideline is
currently operating in the red, assess whether it
might be possible to show a profit for the year by
holding down expenses the rest of the year and
making an extra cffort to scll off exiating inventory
during the holidny senson.

Keogh deadline

Self-employed individuals have until their 1998
return is due next year to make a deductible cun-
tribution to a Keogh retirement plan or Simplified
Employee Pension (SEP) plan.

But if you hope to contribute to a Keogh in the
upcoming tax season, you'll need to have a Keogh
established at a financial institution by the close of
this tax year, which for most self-vmployed indi-
viduals is Dec. 31.

The year-end dendline applics only to Keogh's,
not SEPs. A SEP plan can be set up and funded as
late as the due date of your return.
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Guidebook to Meadow Brook available through Oakland University Press

A new publisher, the Oakland
University Press, announces the
relense of its inuugural work, o
guidebook to Meadow Brook
Hall, one of the nation’s largest
and most significant historic
homes.

A Place in the Country: Matil
da Wilson's Personal Guidebook
to Meadow Brook Hall, is u color,
64-page work (8.5 by 6.5 inches)
that fentures a tour of the man-
sion and its collection of fine and
decorative arts in the words of
the woman who was the motivat-
ing force behind its design, con-

Donate your boat, car or ruck
1o a Non-Profit organization
that teachos salling
American Sailing Institute

313-534-6666:

Wrap up the Year with
Fantastic Savings!
SAVE 20%-40%%

on thousands of popular 3
items throughout the storc.

Dolls » Tralns o Scieace » Bears
" Learning Toys + Games »
Strckiog Stuftes & Moeel
Call ifotline or Visit
o dalhasplid.com
for Dol

(248} 5433115
{200 3947 W13 M, Berkley

Fur

SAVE § 50% & mor
On 3,000 Dittrich Furs

BloomFicld Hills: January Tih-1ith
Detroit: January 13th-18th
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struction and decoration —
Matilda Dodpe Wilson,

Matilda, widow of nute pioneer
John Dadge, set out to build a
suitable monument for her chil-
dren, heirs to the Dodge fortune.
She spent a year with sccond
husband, Alfred G. Wilson,

developing plans for the home
that she would care for and live
in lor 38 years.

The hook features Matilda's
words from her Guidebook to
Meaduw Brook Hall, published
in 1966, an interview with film-
muker Shelby Newhouse filmed

two days before her death on
Sept. 19, 1967, and photographs
af the hall’s roums and treasures.

Proceeds from the sale of the
book help support Meadow
Brook Hall,

In 1957, the Wilsona left their
residence and its collection aleng

with the estate’s 1,600 acres and
$2 million to found Oaklond Uni-
versity. Matilda lived in the hall
until her death.

Mendaow Brook Hall welcomes
more than 100,000 visitors cach
year to participate in tours, cdu-
cational programs and a variety

of special events.

A Place in the Country is avail-
able at Oakland University's
Meadow Brook Hall Gift Shop
and the university’s Bookcenter
at a cost of $8.95. Call (248 370-
3140 for more information or to
place mail orders,

For lease: Airy. Lots of light. Nice views. = -

carpet.-Spacious. Qu

This charming unit comes with many amenities. Including dent-resistant bodyside

pancls, air

and lots of storage space. The monthly payments are flexible.
For instance, if you put more maney down, your monthly payment will be lower. And
if you put less down, your monthly payment will e stightly higher. (Heat is included)
This unit is available immediately. Call days or evenings. No appointment necessary.

$129/MONTH

36-month lease
51,874 due at signing includes a
$150 refundable security deposit

nayntents based on 1999 Saturn SL., including S-speed tnmsmission, A
First manths lease payment of S129 plus 1,100 down payment, $495

atlease-end for 7078, Thirty-six monthly payments total $9,6-44 Primury Je:
for excessiveevar and wuse, Rayments may be higher i some states. Delinery ns

4. SATURN.

Satum of Lakeside
$10-286-0200

Saturn North
248-620-8800

248.473.7220

iet.-Pets okay

Saturn of Annt Arbor Satum of Southfield
734-769-3991 248-354-6001
Saturn of Farmington Hills Saturn of Southgate

Satum of Plymouth
734.453-78%0

wune.saturn.com

>and pansportation, with M.SR.P of $11.995. License, title, registration fees, taxes and insurance are extra.
Dntinistratiss fee and a SISO refundable security deposit required (S,
nding source st approvy fease, Mileage charge of $.20, per mile over 36,000 miles. Lessze is responsibile
£ b taken from purticipating retailer by 12/31/9% ©1998 Saturn Corporation. tarisanirn.com

e 28
Detroit__ Bloomfield Hills § ENT KIND of COMPANY, A DIFFERENT KIND of CAR.
%(313)873-8300 (248) 642-3000"
"’ * s

734-246-3300

Satum of Troy
248-643-4350

Saturn of Warren
810-979.2000

874 due at signingl Option to purchase




