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Everybody wants to pay fewer taxes. This column will list a number of less commonly discussed ideas that may help with this goal.  Note that some of these ideas are particular to small family businesses.
Income Shifting-If you are planning to sell an investment (or real estate) at a significant gain (and you are in a reasonably high tax bracket), consider gifting it to a family member who lives in a lower tax bracket.  They will pay the lower taxes, and can gift the resulting proceeds back.  Note however that there are several caveats:

1. This tactic does not work for your children if they are still students and less than 24 years old ( since 1-1-08).  It does work with children 18 or over who are not students (or who earn more than 50% of their income needs), and any other family member in a low tax bracket.  
2. There is a limit to how much you can gift in a calendar year without incurring gift tax accounting.  Currently, a couple can gift 24,000 dollars a year to any individual without any gift tax liability.  If the investment you are selling is worth more than this, then split the gift among several recipients or gift over more than one year.

3. The savings can be significant.  Transferring even 24,000 dollars to one individual for such a sale can save up to thousands of dollars, especially if the capital gains are short term.  Note that individuals in low income tax brackets (15% and under) pay no capital gains taxes from 2008-2010!
Pay Your Children-If you have a home based, or closely controlled family business, you may pay your children to perform appropriate work on a tax free basis.  If your business is not incorporated and your children are under age 18, any wages paid are exempt from both Social Security and Federal Income taxation (up to $5450/yr in 2008).  Earned income over $5450 is taxable at the child’s ten percent bracket, but additional amounts up to $5000 more can be sheltered from Federal tax by using a Traditional IRA.
Hire Your Spouse-As above, if you have a closely held business and few to no employees, hire your spouse to work for you.  Social Security taxes will be due, but your spouse can earn just enough to fund a retirement plan such as a 401k.  For example, a spouse over age 50 could earn 20,500 dollars and deposit every cent into a 401k, deferring taxes until withdrawn. In addition, a profit sharing contribution can be made for your spouse-with the result that the pretax deposits exceed salary paid.  Social Security taxes of 15.3% would be due, but this is presumably much less than income earned to the family if the wages had instead just flowed through to the firm owner.

Fund Non-Deductible IRAs-This suggestion is primarily for individuals who are not eligible to fund Deductible IRAs-usually those who make a reasonably high income and participate in a qualified retirement plan as well.  It is also really for those individuals who do not already have significant amounts in Traditional, SEP and SIMPLE IRAs on a tax deferred basis.  In 2010, there will be no income limits governing who may convert Traditional to Roth IRAs.  Roth IRAs then allow permanent tax free accumulation of income and tax free withdrawals for individuals and their heirs, and are a highly desirable way to accumulate wealth.  If you have money that was put into after tax (non-deductible) IRAs in prior years, then this money can be converted to a Roth IRA with tax only due on earnings and any pre-tax money in the accounts.  A Roth conversion is generally not a wise tax move if you have IRAs with a significant amount of pretax money in them.
Retirement Plans-There are few more powerful ways to build wealth than to invest funds before they are subject to income taxes.  If you have an employer that sponsors a retirement plan, educate yourself about the maximum amount you can defer from your salary.  Many plans contain a “match”, in which employers give extra contributions in proportion to what you contribute.  This raises the first year’s return on investment to over 100% in some cases!  If you have the cash flow, it is usually crazy not to try and fully fund most retirement plans.
     Many small businesses do not have a retirement plan.  The government has markedly sweetened the incentives to form and run such a plan.  Family based businesses in particular offer tremendous tax savings with such plans. It pays to do some research if you have a family or other small business and no retirement plan. For example, see the next section.
Defined Benefit Plans-This specialized type of retirement plan has been mostly phased out by large corporations.  However, they can be a tremendous way to accumulate savings for a small family business with few employees.  If you qualify, seek expert help on this topic.
