[Dear Client on First Tax Law of 2007]

[Adapt this letter as appropriate to send to your clients. For background, read Terry Myers and Dee DeScherer, “New Tax Law Includes Breaks for Small Business,” Intuit® ProConnection® (VI:05), June 25, 2007, at http://accountant.intuit.com].
[Your Letterhead Stationery]

[Date]

[Your Client’s Address]

Dear [Client],

Another year, another tax law. Congress has just passed and the President has signed the first tax law of 2007, dubbed the Small Business and Work Opportunity Tax Act of 2007. The new law was enacted in tandem with the increase in the federal minimum wage, which begins to phase in with a hike to $5.85 (up from $5.15) starting in July. Consequently, the new law contains some tax relief to help offset the minimum wage hike:
· A higher expensing deduction. For 2007, the maximum expensing deduction increases to $125,000 (up from $112,000), subject to a dollar-for-dollar reduction once purchases top $500,000 (up from $450,000). Result: Faster write-offs for equipment and machinery purchases. 
· Extension and expansion of the Work Opportunity Tax Credit. The WOTC, which was scheduled to expire at the end of 2007, will continue to be available for workers from nine targeted groups who begin work before September 1, 2011. In addition, two of the targeted groups—qualified veterans and high-risk youths—are expanded to cover more workers. In fact, the high-risk “youth” group will include individuals as old as age 40 
· Simplified reporting for family businesses. Starting with the 2007 return, spouses who operate “Mom & Pop” businesses can choose to report their business income and expenses on their individual return, rather than filing a separate partnership return.

However, like most tax laws, this one is not entirely good news. A hidden “revenue raiser” in the new law will impact many families with college age kids. The law change significantly expands the so-called “kiddie tax” that taxes a child’s unearned income at a parent’s higher rates.
For years, the kiddie tax applied only to youngsters under age 13. A law change in 2006 raised the top age to 17—and now the tax has been expanded to “kiddies” as old as 23. For 2008, the kiddie tax will apply to all children who are 18 years old or younger and to full-time students over age 18 but under age 24 
Like most tax laws, this one opens up planning opportunities—and pitfalls. For example, if your business is planning major purchases or a workforce expansion, we can discuss the best ways to capitalize on expansion of the expensing deduction and the work credit. In the case, of a Mom & Pop business we’ll need to decide if simplified reporting is the best option. And, of course, parents of college age “kiddies” will need to assess the potential impact of the kiddie tax change.
We stand ready to assist you with these and other tax planning issues.

Sincerely, 

Your Tax Return Preparer

