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Individual Tax Saving Ideas

Saving money is always a good thing.

But when it comes to your taxes, it can seem like you're stuck paying the amount you are told to

pay. However, this is simply not the case.

While the tax code is rigid and there are a lot of rules to follow, the truth is that many people

don't take the time to learn how the rules work and how they can work to their advantage.

Often, there are rules that can help to lower your annual gross income so that you're not only

lessening your taxes, but also getting a larger return for that vacation you've always wanted to

take.

First of all, what you need to realize is that there are two different kinds of deductions that are

listed in tax law – deductions and tax credits

Deductions are those costs that are subtracted from your gross income on the front side of a tax

form before anything else is taken off. These help to lower your tax bracket first along with the

standardized deductions that everyone has on their forms.

Tax credits are those deductions that come directly off of the amount you are to be taxed.

Obviously, these are much more significant and will help to dramatically lower your owed taxes.

When you look at a basic 1040 form, which the usual form that most individuals use, you will

notice that on the front of the form, you can take deductions for the following:

Exemptions

That is, those people who are dependent on you. You get a tax break for them. This is

generally going to be one or two if you don't have any children (single or married correspond

with one and two).
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You might also reduce the taxes you owe at the end of the year by reducing the exemptions you

claim on your initial W-2 form.

Instead of claiming '1,' you might want to claim '0.' This maximizes the amount of taxes that are

taken from your paycheck.

There are also standard deductions that everyone can take. Some of these include (for the

2007 tax year):

 Single deduction: $5350

 Married, filing separately deduction: $5350

 Married, filing jointly: $10700

 Head of Household: $7850

 Widow(er): $10700

Each year these deductions seem to go up and help ease the burden of taxes on everyone in

some way.

These deductions will go on Schedule A to help reduce your gross income:

Medical deductions

If you have a lot of medical expenses, you will want to keep receipts and make sure to enter in

the totals here. What can and can not be included in this total varies per year, so you will want

to check with the IRS to see what the current rules are. These costs can not be something that

was reimbursed by your health insurance company or by another else.

Taxes that you already paid

If you already paid estimated taxes, you will want to make sure that you are listing that total.

This can be money that you sent the IRS to help with this section or it can be associated with a

business.
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Home mortgage interest and points

If you own a home, you can reduce your income by adding in the interest that you paid on your

mortgage. This is taken off along with any points associated with your mortgage value.

Charitable contributions

The trick with charity is that you really do have to give a lot in order to make a difference on your

taxes. You also need to be sure that you are giving to registered charities in order to have it

'count' with the IRS. Make sure that you get the receipts from all of your donations and place

the total here.

Casualty and theft losses

If you were a victim of theft, you might be able to recuperate some of the losses here. This can

be a difficult deduction to justify, so be sure you have the help of a professional tax preparer

before you fill in this section yourself.

Job expenses

Outside of a small business, if you work for someone else and you can deduct costs for supplies

associated with your job here. This can also include education costs associated with getting

more training for your job or for a future job in which you could make more money.

While tax credits can't help you to increase your refund, they can eliminate the tax you owe.

Various tax credits that you can take off of individual taxes include:

 Earned income tax credit

This is a credit that you can qualify for if you have dependents and your income level

falls below a certain level.

 Child care tax credit

Like the earned income credit, this is taken if your income falls below a certain level.
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 Hope tax credit/Lifelong Learning Credit

This is a tax credit that helps people who are returning to school pay for their costs.

 Elderly tax credit

If you are 65 or older, you can qualify for this credit.

You can also help reduce your overall taxes by:

 Getting the alternative energy tax credit for installing certain environmentally

friendly energy producers

When you install solar panels and begin to create your own source of energy, it's the law

that anything additional you make can be sold to the local energy companies for a profit.

Talk with a CPA or a tax professional about how this can work in your favor. Not only

are you cutting down on your energy costs, but the tax breaks come from the initial

investments you make in the very expensive equipment.

 Buying a hybrid car

While these deductions are slowly being phased out, you might want to still check to see

if you can qualify with your hybrid car purchase or upgrades.

 Paying interest on your student loans

If you began to pay off your student interest before you were out of school, you were

doing yourself a tax favor. In addition, if you are making payments that not only attack

the principle, but also the interest, the interest payments are all deductible. The

government will send you a ticket at the end of the year of the total amount.

 Investing in your company's 401K plan as this cost comes off of your income

before taxes

While this isn't actually a deduction, when you put money toward a savings plan before

taxes, you are reducing the amount of money to be taxed and thus reducing your taxes

owed.
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 Buying into your company's health insurance plan as this cost comes off of your

income before taxes

This is the same deal as when you pay into your company's 401K plan.

Talk with your tax preparer to see what else you might qualify for in order to reduce your taxes.
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Tax Saving Measures For Business

Whether you're running your own business or simply in charge of the finances at someone

else's company, you can do many things to reduce the tax load.

In fact, it's often easier to get tax breaks as a business because you are contributing to the

economy's stability and encouraging employees to pay taxes as well.

Business expenses

If you are self-employed, you will be directed to another form (Schedule C) to fill out and provide

your total expenses on that form. This will help to reduce your overall income as it will be taken

away from the gross income total.

Some legitimate business expenses include:

 Office supplies

 Computer equipment

 Internet access

 Phones

 Cell phones

 Phone bills

 Research tools

 Software

 Upgrades

 Automobiles that are only used for work purposes

 Repairs on your equipment

 Training and development

 Subscriptions

 Fees

But there are also a lot of business expenses that you can also deduct, though you might need

to list them on different areas on your Schedule C form.
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Medical costs

If you are self-employed or running a small business and paying for your own health insurance

premiums, these are considered to be tax deductible. In an effort to help small businesses stay

in business, the IRS allows for this deduction.

Self employment savings plans

As a small business or a self-employed person, you don't necessarily have the chance to

contribute to a 401K in order to get a matching contribution from your employer. In order to

make up for that, the IRS allows self-employed people to contribute to self-employed retirement

plans without paying any taxes and giving businesses the ability to deduct that from the gross

income. This encourages saving, plus it allows self-employed workers the chance to save for

retirement.

Office space

Even if you work out of your home, you can still deduct costs associated with your office space.

The only concern is that the space is used ONLY for business related tasks. That is, you can't

work from an office that also doubles as a bedroom and count that portion of your home as

office costs.

Utilities

Again, if you use certain amounts of utilities ONLY for your business, these can also be

deducted from your taxes. This includes water, lights, and gas.

Hire independent contractors

Instead of hiring employees to work for you, be sure to hire independent contractors. This way,

you don't have to give them any tax information at the end of the year, plus you don't have to

withhold taxes for them. Be sure that they know their status, however, when they file their own

taxes.
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Hire family members

When you hire a spouse or a family member, you don't have to withhold any federal taxes for

them and you also don't have to pay for any unemployment taxes.

Travel

If you are traveling for business, you can not only deduct the costs of the airplane tickets and

the hotel, but if you drive, you can also deduct the mileage to and from your place of work.

Entertainment

If you needed to go to a conference that was clearly related to your work, then this is also

deductible.

Advertising

You can deduct the costs of business cards, flyers, etc. from your taxes.

Professional and legal fees

Should you need any professional services for your business; these costs can also be deducted

from your taxes.

Depreciation costs

If you have a computer for five years, you can deduct a certain percentage of the original cost

each year after you buy it.

The only trick with business deductions is that you don't want to deduct too much as it might

look to the IRS as though you are simply trying to give 'excuses' for buying these pieces of

equipment and that your business may not really need it.
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In fact, business deductions are a main source of many tax audits. If you're not sure whether or

not you can deduct something, it's generally best to not only ask a tax preparer before you do,

but also be sure that you can document that it was for business purposes.
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The Tax Audit

The fact is that most small businesses are going to be audited at one point or another. It's

simply a fact of life for those that are running their own business and computing their own

income without the benefit of a payroll department and an accountant.

But while it will probably happen at one point or another of your business career, that doesn't

mean it needs to be a difficult ordeal.

Here are the facts about an audit:

 You're not going to jail. It's just a chance for you to show an auditor how you came up

with the numbers on your tax forms.

 When you have all of your receipts to prove your expenses, it will be no problem to show

the auditor where the miscommunication might be.

 You can always bring a lawyer in with you if you are concerned about your rights.

 You will have time to prepare.

 If you can't prove something during an audit, you might have to pay a penalty fee for the

issue at hand.

 Always dress up and be professional at an audit.

 In many cases, you might simply receive a note in the mail about a piece of information

that is needed for your taxes. Just sent in a copy or the original of this item and more

often than not, that's all you will need to do.

 Try to find out exactly what they are concerned about before you go into an audit so that

you can be ready with supporting information.
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While an audit might be a terrifying experience for you, there's really nothing to be afraid of –

unless you blatantly lied to the IRS about a lot of money.

The worst case scenarios are that you will have to go to prison for IRS fraud, but if it's just a little

error, you'll probably just need to pay a fine.
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The Ins And Outs Of Federal Payroll Taxes

Say you own a sizeable company with several employees. You would essentially need to pay a

tax called as the federal payroll tax.

Federal payroll tax is what the company pays against the employees it hires.

To be precise, the Internal Revenue Services are quite picky about how they receive this

money. A little miscalculation can lead a rich fine! Depending upon the margin of error, sending

a wrong amount of tax, can charge you fees in to thousands or even millions! Hence it is

indispensable for the company to understand the details of this tax!

In order to get the federal payroll tax right, you must keep in mind certain facts and ideas. Here

are some glimpses:

1. The W-4 Form

When ever the company hires a new employee make sure that he or she fills in the W-4 form.

The W-4 form asks for some information that you must re-assure that the employee is filling in

with utmost honesty. Actually this information would decide the amount of money that you

would need to withhold from their pay check for taxes.

For instance, a question talks about their marital status. Further it mentions about the number

of dependants for them. In terms of economics, dependants are those family members who are

dependent on the individual for their living expenses & care like children and sometimes

parents.

2. Employers' Share

The employer is equally responsible to pay the federal payroll taxes. So this tax money comes

from another resource as well. Besides holding back some portion of the employees’ paycheck,

he has to add some amount from his end.
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For instance, you would partially need to pay the FICA taxes. FICA taxes form the social

securities and they also include the Medicare taxes. Hence, you have to split the federal payroll

taxes along with the employee.

3. Create Savings

Even delayed payments call for fine. So, plan well your share in the federal payroll taxes and

create savings for the same. This way you would have ready funds to pay the tax in time.

4. Hire a Learned Accountant

While as the owner of the company, you might be able to learn all the tips and tricks well

enough, it is always worth to have a trained personnel. Make sure to hire a trained accountant,

equipped with all the required knowledge about federal payroll taxes. After all, at the end of the

day, it is a professional's job.

What next, collect the federal payroll taxes from your employees, Add in your share in time and

be rest assured with the right guidance from the professionals!
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