HIGHLIGHTS OF THE 2006 TAX LAW CHANGES

INFLATION ADJUSTMENTS

As is the case each year, the tax brackets, standard deduction, personal exemption, earned income tax credit and other key elements of the tax system, such as car mileage rates, are adjusted for inflation.

See the 2006 Tax Rate Schedule web page for details.
RETIREMENT PLAN CONTRIBUTION LIMITS

Traditional & Roth IRA’s: $4,000; those 50 or older may contribute an additional $1,000.

401(k), 403(b) and 457 Plans: $15,000; those 50 or older may contribute an additional $5,000.
SIMPLE Plans: $10,000; those 50 or older may contribute an additional $2,500.
Keogh and SEP Self-Employed Plans: 20% of net earnings, up to the first $220,000. Therefore, the maximum contribution allowed is $44,000 (20% x $220,000). The maximum increases to $45,000 (20% x $225,000) in 2007.
TELEPHONE EXCISE TAX REFUND

As a result of recent court cases, the government stopped collecting federal excise taxes on long-distance telephone service beginning August 1, 2006. A refund is available for taxes billed between 3/1/03 to 7/31/06. You could go through all of your 41 phone bills for this period or simply take the standard credit, which is:


$30 for one exemption,

$40 for two exemptions,

$50 for three, and

$60 for four or more.
Individuals that do not need to file a federal tax return can still claim the credit by filing form 1040EZ-T.

$500 HOME ENERGY CREDIT

You could receive a credit for certain home energy improvements made in either 2006 or 2007. Credits up to $500 are available for purchases of energy-efficient materials in these two years.
Qualified energy efficiency improvements are the following new items that can be expected to remain in use for at least five years: any insulation material, exterior windows and doors, and any metal roof installed on a home. The credit is limited to 10% of the total cost of these items. Furthermore, the maximum credit for windows is $200; meaning $2,000 must be expended on windows to get the maximum $200 credit.
Within the $500 limitation, up to $300 of expenditures is allowed for the following items: heat pumps, furnaces, central air conditioners and water heaters. Any labor costs can be included in these products cost.
Up to $150 can be used on qualified natural gas, propane, or oil furnace or hot water boiler, and up to $50 on an advanced air circulating fan used in a natural gas, propane, or oil furnace.
$2,000 HOME SOLAR ENERGY CREDIT

This credit is 30% (up to a maximum of $2,000) of the cost (including labor) of eligible solar water heaters and solar electricity equipment, such as solar panels installed on a roof. This credit also includes qualified fuel cell property costs, including $500 for kilowatt usage. None of the systems may be used to heat a swimming pool or hot tub.
KIDDIE TAX LAW CHANGE

The change increases the child’s age from 13 to 17. Starting in 2006 your child’s first $850 of investment income is not subject to tax and the next $850 is taxed at the child’s rate. Any investment income over $1,700 is taxed at the parent’s highest rate.

CHARITABLE GIVING RULES TIGHTENED

In regard to cash donations, the taxpayer must have a dated receipt, cancelled check, or credit card statement to prove their donation.

For non-cash donations such as clothing and household items, the new law disallows a deduction unless the donated property is in “good” used condition. However, the IRS does not define what “good” condition is or how to prove such. Unlike cars and boats, the IRS does not currently require the charitable organization to provide you with a receipt specifying the value of the donated items. Still, if audited under the new rules, you will have to prove that the donated items were “good”, assumingly by taking pictures.

HOPE CREDIT INCREASED
The allowable Hope education credit was increased from $1,500 to $1,650. The credit is dollar for dollar on the first $1,100 and 50% of the next $1,100.

The Lifetime Learning credit remains unchanged: 20% of eligible costs up to $10,000.

HSA DEDUCTION LIMITS INCREASED

The maximum Health Savings Account (HSA) deduction was increased to $2,700 ($5,450 for family coverage). People 55 or older may contribute and deduct an additional $700.
NEW VEHICLE CREDITS FOR 2006

Four types of vehicles will qualify for the credit. The IRS says you will be able to rely on the manufacturer’s certification in figuring the credit amount. Also, the credits are only available for a limited number of vehicles sold per auto maker.
ANNUAL GIFT TAX EXCUSION
The annual amount was increased from $11,000 to $12,000 per individual recipient. Couples can give twice that amount.
KENTUCKY CHANGES 
INDIVIDUAL INCOME TAXES
Family Size Credit: For 2006, no income tax will be due for the following levels:

Family Size
MGI Amount
1 $ 9,800
2 $13,200

3 $16,600

4 $20,000

Standard Deduction: The standard deduction is increased $60 to $1,970; $3,940 for married couples filing separate on a combined return.
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