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Get a jump on year-end planning 11-18-05

As the end of the year rapidly approaches, now is the time to start thinking of moves you
can make before December 31 to better your financial picture. Here are a couple of ideas
to get you started.

Fund your retirement

Contribution limits to IRA’s, ROTH IRA’s, and company-sponsored retirement plans
(i.e. 401(k)’s) have been increased with the tax law changes of 2001. You can now
contribute up to $4000 in an IRA or ROTH IRA for 2005. If you are over the age of 50,
you may also be eligible for an additional $500 “catch-up contribution”. In many
qualified pans you can now defer as much as $14,000 of your salary into a retirement
account, with an additional $4000 contribution limit available for those over the age of
50. Check with your CPA and see what accounts you should be funding to maximize
your retirement savings and minimize your tax bill.

Start a retirement plan

If you are self-employed or a business owner, and you have been considering starting a
retirement plan, you generally must have the plan established by December 31%, An
example would be Keogh plans, which must be set up by 12/31 but can be funded by
your tax-filing deadline (usually 4/15 of the following year). If you are self-employed,
you may be eligible to contribute as much as $40,000 to a retirement account, which can
reduce your tax bill by thousands of dollars!

Be sure to take required distributions

If you are over the age of 70 ¥ this year, you must begin taking distributions from your
retirement accounts by December 31% of this year. Your retirement plan custodian should
be able to provide you with the distribution table used to calculate how much you need to
withdraw, and they can also provide you with the paperwork necessary to make the
distribution. Be sure to take into consideration all retirement accounts you have when
calculating the minimum required distribution. This process can take time, so check with
them now to make sure the process is completed by the end of the year.




Make tax-free gifts

You can gift up to $11,000 per year per recipient without incurring the gift tax. Couples
can each gift $11,000 per year per recipient. If you have plans to make such gifts, be sure
to make them by 12/31. This can be a great way to reduce the size of your estate, and the
gifts can be great ways to jump-start a college savings plan for your grandkids!

Donate those odd shares

With the multitude of spin-offs public companies have done in recent years, many
investors find themselves with small numbers of shares in new companies. For example,
AT&T has offspring like Lucent and NCR, and longtime AT&T shareholders now have
small share amounts of these companies. Sometimes the cost to sell these small holdings
exceeds the value! Consider donating the shares to your favorite charity: most have
brokerage accounts and can accept the shares via electronic transfer or physical stock
certificate. You get a tax deduction for the donation equal to the fair market value at the
time of the gift, and you never have to go back and figure out the cost basis on the shares
as you would if you sold the stock yourself.

Take losses on investments

Many investors still have losses on investments made in the booming stock market years.
Although the stock market has made a strong rebound the past few years, make sure you
have sold off all of your “dogs” and are best positioned to participate in this recovery.
Now is the time to review your investments, take losses in under-performing assets, and
move the money to more promising investments. Realized capital losses can be used to
offset realized capital gains from any investment: for example, if you’ve sold a property
this year, you should comb though stock and mutual fund investments for losses you can
take to offset some or all of that gain. If your losses exceed your gains you can use up to
$3000 of losses to offset ordinary income. Thus, you can “recover” some of your
investment losses by lowering your tax bill. Any excess losses can be carried forward to
offset gains in future years. You can use this opportunity to clean up your portfolio, and
make sure your new investments are well diversified and appropriate for your financial
goals.

Talk to your financial advisor and tax advisor about these issues today to make sure you
end the year in the best financial health you can be.

Kevin Kennedy is president of Kevin Kennedy, LLC, a registered investment advisor firm
in Alameda. Reach him at 510-748-1898 or Kevin@KevinKennedyL LC.com. Stocks,
bonds, and mutual funds involve risk, including loss of principal. Past performance is no
guarantee of future results.T
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