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Gary E. Skop, EA, ATA, ATP  

 Ryan E. Skop  
 

Work in Progress as of November 30 , 20 10  

 

NOTICE TO READERS  

 
Outlines distributed and presented by AFS Taxsavers, Inc.  are designed to assist 

busin ess owners, corporate officers, and individuals, by providing accurate and 

current information about the subject matter covered.   

 

 AFS Taxsavers, Inc.  does not assume any responsibility if human and or 

mechanical error does exist.  Accordingly, no assura nce is given by AFS Taxsavers, 

Inc that such information is comprehensive or complete in its coverage of subject 

matter.   

 

Should any accounting or tax questions arise, please feel free to contact  AFS 

Taxsavers, Inc.  for a more complete and in depth discu ssion.  

 

If legal advice or other expert assistance is required, AFS Taxsavers, Inc can 

recommend competent professionals in the field that may be required. The decision 

to retain any of these individuals is solely your responsibility.  

 

We also acknowledge that we may have ñborrowed, stolen, copied, or plagiarizedò 

from the following published articles/web sites. We apologize for any oversights in 

this  list.  

 
The Tax Foundation , Independent Accountants Association of Michigan , National 
Association of Tax Pre parers , The  Tax Strategist , The Kiplinger Tax Letter, Thompson 
Reuters (tax seminars) , CPELITE.com , National Association of Enrolled Agents.  
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Dear Client,  
  
It is important to keep in mind that tax planning and preparation is 

something to think about ALL the time,  not just when the filing deadline rolls 
around on April 15 th .  Planning  and preparation  are two elements 

necessary for personal success and the suc cessful operation of any business. 
You should consider these two elements whenever you make a business or 
personal financial decision.   

 
Taxes Can Be Minimized, the amount you pay is not fixed, and it is not the 

same for everyone who receives the same amo unt of income.  Minimizing 
your taxes requires using to your best advantage the laws, regulations, court 
decisions and rulings that are issued for your guidance. All are accepted, and 

even recommended ways to help you pay your share, but not more than your  
share of the federal tax bill.  

 
Federal, State, & Local governments are your partners, w hether you like it or 
not.  They dip into your income, and they set the rules for doing so.   

 
This outline highlights some of the tax law changes that have occurred. While 

we do not have the time or space to cover all the tax changes, we have 
selected topics that  may  have an impact on your business . 
  

Our job as your accountants are to take advantage of the legitimate 
deductions, interpret the rule, inform you of our f indings and then apply 

them when beneficial to you. Many deductions are designed to reduce your 
tax load.  Others are the result of new interpretations of well -established 

laws.  Finally, we want you to know what your tax consequences are so that 
you are no t surprised later.  
 

This meeting is a tool that should be used by both you and by us.  We want 
to review your financial statements, depreciation records, employee records, 

and overall ñfitnessò of your business so that we may complete the task of 
filing yo ur tax return in a timely manner.  
 

If there are any questions regarding this outline, or clarifications of tax laws, 
or questions throughout the year, please contact us.  
  

Sincerely,  

  
Gary E. Skop, EA, ATA, ATP  
Enrolled Agent 

Licensed to Practice Before the  

Internal Revenue Service 



 4 

    

AFS TAXSAVERS OFFERS TO YOUR BUSINESS  

 
V ACCOUNTING  

 Cumulative Statement of Income and Expenses   

 Balance Sheet   

 Cash Flow Statements  

 Bank Reconciliationôs  

 

V PAYROLL CHECK WRITING  

 Hourly & Salary based checks   

 EFTPS tax fi ling  

 Direct deposit   

 Payroll garnishment checks  

 Monthly & quarterly payroll taxes filed  

 New Hire forms   

 Year end W -2ôs 

 Pick up & Delivery services  

 Vendor Checks  

 

V TAX FILING TO ALL AUTHORITIES  

 Business Personal Property taxes  (if applicable)  

 Monthly or Qu arterly Sales Taxes Prepared  

 Monthly Payroll Tax Deposits Prepared  

 Quarterly Payroll Taxes Prepared -  Form 941 and State  

 Federal Unemployment Prepared -  Form 940  

 Year end tax filings ï W-2ôs, W-3ôs, 1099ôs, 1096ôs 

 

V TAX PLANNING  

 Advise of any  New Tax Laws Wh ich Affect your  Business  

 Year End annual meetings  

 Review Prior Years Tax Returns  

 Business Plans  

  

V UNLIMITED CONSULTATION  

 Unlimited Discussion of your Accounting and Tax  

Questions at our Office or by Phone  

 

V TAX PREPARATION 

 Business Tax Returned Prepared  

 Self -Employment Tax -  Social Security -Prepared  

 Estimated Income Tax  

 Personal Tax Returns Prepared (Additional charge)  

 Corporate and Partnership Returns Prepared (Additional charge)  

 Depreciation (Detail) Schedules Prepared  

   

V AUDIT REPRESENTATION  

 Additional S ervices: Representation before Tax Authorities at 

the agent level.  Additional fee to be charged  if audit is a result 

of client  delinquency or relating to an incident prior to the date 

of this agreement.  
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The Evolution of Taxes th at  Affect You  

Tax laws are always changing, often in major ways.  Almost without exception, the 

result makes the laws more complex.  

Income Tax has been in existence at least since the time of the Roman Empire.  The 

earliest form of an income tax appeared in New England in 1 634 when the New 

Plymouth Colony levied a faculties tax.  A faculties tax was a poll tax with graduated 

rates, the most elementary form of income tax.  A poll tax is a tax levied on persons 

rather than on property, often as a requirement for voting.  Sever al states had poll 

taxes at one time.  Because of the potential for voting discrimination, poll taxes in 
federal elections were outlawed by the 24 th  Amendment to the Constitution in 1964.  

A Federal income tax did not appear until 1861, when it was enacted as a revenue -

raising measure to help finance the Civil War.  The tax contained a $600 exemption, 

which covered a lot of ground in those days, relieving most citizens of the tax 

entirely.  

This first federal income tax lasted until 1872, when it was no longe r needed.  The 

government was raising sufficient revenues through customs duties and excise taxes 

to make the income tax unnecessary.  In 1894 the income tax reappeared, but only 

for a short time.  Within a few months, it was declared unconstitutional by t he 

Supreme Court.  The income tax was ruled un constitutional because of a clause in 

the Constitution requiring federal taxes to be levied in proportion to the population of 
each state.  This would net be true for an income tax.  

By 1909 a corporate income t ax had been passed by Congress and signed by the 

president, levying a 1% tax on annual corporate profits over $5,000.  The law was 

quickly challenged but allowed to stand when the Supreme Court ruled the tax was 
not really an income tax, but a special kind  of excise tax.  

In 1913, the 16 th  Amendment to the Constitution specifically authorized an income 

tax, thus resolving all previous constitutional questions.   The Income tax has been 

with us ever since.  The 1913 tax was a modest affair with marginal tax r ates 

ranging from 1% to 7% with exemptions generous enough that only a small portion 
of the population was subject to the tax.  

Between 1917 and 1939, 17 separate laws dealing with the income tax were 

enacted. This created enough confusion that it became ap parent that a single tax 

code was needed.  These separate laws were codified by the enactment of the 1939 
Internal Revenue Code.  

All income tax laws enacted between 1939 and 1954 were amended into the 1939 

code.  By 1954, enough alterations had been made t o the 1939 code that Congress 

was convinced of the need for further recodification.  The result this time was the 

1954 Internal Revenue Code, which served as the basis of our income tax laws until 

1986.  Almost every year since 1954 we saw new tax laws inc orporated into the 
1954 code.  
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The Tax Reform Act of 1986  made sweeping changes to the income tax code.  

This act, among its many provisions, did the following:  

 

 Reduced the number of tax brackets.  

 Restored the standard deduction.  

 Raised the personal and de pendent exemption amounts.  

 Eliminated the deduction for sales taxes.  

 Made unemployment compensation fully taxable.  

 

The result was the Internal Revenue Code of 1986, which is the basis of our tax law 

today.  

 

Near the end of 1990, after much wrangling, Cong ress and the President George H 

Bush agreed to deficit reduction legislation that contained several changes to the 

federal income tax.  Those changes included the following:  

 

 An expansion of the earned income tax credit.  

 Changes to the tax rate.  

 Reduction of exemption amounts and itemized deduction for upper income 

taxpayers.  

 

The Omnibus Budget Reconciliation Act of 1993  increased the tax rates for high 

income taxpayers and made significant changes to how property may be 

depreciated, among its many provisi ons.  

 

In 1996, tax legislation was enacted that significantly changed the earned income 

tax credit and created a new type of retirement plan for small employers, along with 

numerous other provisions.  

 

On August 5, 1997, the Taxpayers Relief Act of 1997  was  signed into law.  This 

law contained many provisions effective in 1997 or 1998 that affected both business 

and individuals, including the following:  

 

 Reduced capital gains tax rate for individuals.  

 New rules for the exclusion of gain form the sale of prin ciple residence.  

 New child credit.  

 Changes to the IRA rules and the addition of Roth IRAs and education 

IRAs (now known as the Coverdell Education Savings Account).  

 Education tax credits and partial interest deduction for college loan.  

 

In 1998, the IRS Re structuring and Reform Act of 1998  was signed into law.  

This law significantly reorganized the structure and oversight of the IRS and 

established additional rights and protective measures for taxpayers.  The act 

simplified the reduced capital gains rate s tructure for individuals along with 

numerous other provisions.  

 

The Tax Relief Extension Act was signed into law in 1999.  This act extended 

various tax credits, deductions, and exclusions.  These extensions and other 

provisions affected both individual an d corporate taxpayers.  
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The Economic Growth and Tax Relief Reconciliation Act of 2001    

ñEGTRRA ô01ò was a very comprehensive tax bill that contained many tax law 

changes geared toward individuals, estates, business, and retirement planning.  

 

All of the  tax law changes made in the ñEGTRRA 01ò tax act were at the time or (are) 

set to expire December 31, 2010 , at which time the 2001 tax laws will again become 

tax law .  

 

The act provided for numerous changes, phased in over a period of years, included 

the f ollowing:  

 

 Reduces tax rates for individuals.  

 Increases tax benefits related to children, such as the child tax credit.  

 Provides for partial relief from the marriage tax penalty  

 Expands education tax benefits and the education IRA (now called the 

Coverdell  Education Savings Account)  

 Increased the IRA and qualified retirement plan contribution limits and 

portability  

 Reduces and then later repealed the estate and generation skipping 

transfer tax  

 

March 2002, the Job Creation and Worker Assistance Act of 2002 was signed 

into law.  The act is/was intended to provide economic stimulus to businesses and 

additional relief to the businesses located in lower Manhattan that were affected by 

9/11/01 terrorist attacks.  The act provisions included the following:  

 

 Above the line deduction for up to $250 for educator expenses for 2002 & 

2003.  

 Additional 30% first year depreciation deduction for certain assets placed 

in service after 9/10/01 and before 9/11/04.  

 Increase in net operating loss carryback period to five years f or losses in 

2001 & 2002.  

 Additional relief to the businesses located in lower Manhattan that were 

affected by the 9/11 terrorist attacks.  

 A two year extension for the work opportunity credit, welfare to work 

credit, alternative energy credit, percentage depletion 100% of taxable 

income limitation, and the ability to use personal credits to offset AMT 

liability.  

 

In May 2003, the Jobs and Growth Tax Relief Reconciliation Act of 2003  was 

signed into law.  The Act is /was inte nde d to give tax relief to indiv iduals, stimulate 

the economy and provide economic stimulus to businesses.  The act included the 

following:  

  

 Reduction of individual capital gains rates.  

 Reduced taxes on dividends for individuals.  

 Acceleration of the reduction of regular income tax rates  for individuals.  

 Acceleration of marriage penalty relief.  

 Acceleration of the increase in the child tax credit.  

 Increased bonus depreciation and Section 179 expensing limits.  
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The Working Families Tax Relief Act of 2004  was signed into law October 4, 

2002.  

The act provided numerous changes, including the following:  

 

  

 Extension of alternative minimum tax relief for individuals.  

 Extension of increased child credit through 2010.  

 Extension of marriage penalty relief through 2010  

 Uniform definition of chil d for years beginning after 2004.  

 Assistance to military families in combat zones.  

 Extension of various expiring business related tax provisions.  

 

The American Jobs Creation Act of 2004  was signed into law October 22, 2004.  

The act began as a response to a n unfavorable ruling by the World Trade 

Organization concerning prior U.S. export tax law, but grew to contain many 

provisions, including the following:  

 

 Itemized deduction for state and local sales taxes for 2004 and 2005.  

 Extension of increased Section 1 79 expense limit through 2007.  

 Reduced Section 179 expense limit for sport utility vehicles (SUVs).  

 New deduction for U.S. production activities.  

 

On August 8, 2005, The Energy Tax Incentives Act  was signed into law.  

On August 10, 2005, The Safe, Accountab le, Flexible, Efficient Transportation 

Equity Act was signed into law.   A Legacy for Users was also signed into law. 

Collectively, these laws are referred to as The Energy and Transportation Acts of 

2005 and provide for many changes including:  

  

 Deductions  and credits for energy efficient commercial buildings and 

homes.  

 Personal credits for certain qualifying energy efficient improvement on an 

existing home.  

 Personal credits for purchase of certain qualifying residential solar, 

photovoltaic and fuel cell eq uipment.  

 New tax credit for purchase of hybrid, fuel cell and other alternative power 

vehicles.  

 

On September 23, 2005, The Katrina Emergency Tax Relief Act of 2005  was 

signed into law.  The law contains many provisions including:  

 

 Tax relief to victims of  Hurricane Katrina.  

 Additional tax benefits to volunteers in the relief effort.  

 Suspension of certain limits on charitable contributions in order to 

encourage charitable giving.  

 Additional exemption amounts for individuals housing persons displaced  

by Hurr icane Katrina.  
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The Tax Increase Prevention and Reconciliation Act of 2005  was signed into 

law on May 17, 2006.  The act provisions include the following:  

 

 Higher exemptions for Alternative Minimum Tax for one year.  

 Raised the age at which the unear ned income of minor children is taxed at 

the parents tax rate (Kiddie Tax) from  under age 14 to under age 18.  

 Extension of the favorable capital gains rates through 2010  

 Extends the higher Section 179 expensing limits through 2009  

 

 

The Pension Protection  Act of 2006  was signed into law on August 17 th  2006.  

The law is a massive tax bill that makes a host of changes relating to pension plans 

and plan beneficiaries along with:  

 

 Tax free distributions from IRAs for charitable contributions.  

 Imposing new subst antiation requirements for contributions of money, 

regardless of the amounts.  

 Prohibits deductions for contributions of clothing and household items 

unless they are in good used condition or better.  

 

On December 20, 2006, The Tax Relief and Healthcare Act of 2006  was signed 

into law. It is a multifaceted tax bill that extends many important tax breaks 

including:  

 

 Research credit  

 Employment credits  

 Option to deduct state and local general sales tax  

 Liberalized rules for Health Savings Accounts  

 

The Small Bus iness and Work Opportunity Act of 2007  was enacted on May 25, 

2007. It was part of an emergency war supplemental spending bill. This act includes 

the following:  

 

 Extension of the work opportunity tax credit  

 Increased Section 179 expense limits through 2010  

 Extension of tax benefits to businesses in the Gulf Opportunity Zone  

 

The Energy Independence and Security Act of 2007  became law on December 

19, 2007.  This act included:  

 

 The extension of the FUTA tax surcharge for one year and imposes a 

longer write of f of geological nad geophysical expenses  

 

The Tax Technical Corrections Act of 2007  was also signed on December 19, 

2007.  

This act included:  

 

 Liberalized the rules for claiming the refundable AMT credit, along with 

other changes and technical corrections t o legislation enacted in recent 

years.  

 



 10 

 

 

The Mortgage Forgiveness Debt Relief Act of 2007  was signed into law on 

Decemb er 20, 2007.  This act included:  

 

 The creation of a new exclusion for up to $2 million of principal residence 

mortgage forgiveness of de bt and other changes  

 

The Tax Increase Prevention Act of 2007 , signed into law December 26, 2007.  

This act included:  

 

 Increased the exemption amount for individuals for Alternative Minimum 

Tax for 2007 and provided that most personal, nonrefundable credits  to 

offset the AMT.  

 

 

In 2008 and early 2009 the turmoil in the housing market, the collapse in the 

financial markets and the economic downturn prompted major tax legislation to be 

signed into law as well:  

 

 February 13, 2008, The Economic Stimulus Act of 2 008.  

o Provided for an economic stimulus payment paid in 2008 for most 

Americans, including seniors living only on social security and 

disabled veterans and their survivors.  

o Further increased the Section 179 expensing limits and phase out 

threshold . 

o Provided  an additional 50% in bonus depreciation for assets 

acquired and placed in service in 2008.  

 

 October 3, 2008, The Emergency Economic Stabilization, Energy, 

Extenders, and AMT Relief Acts of 2008 .  

o Enacted financial bailout related tax changes such as extend ing 

home mortgage debt forgiveness relief and tax measures against 

compensation and severance pay for certain financial executives.  

o Increased the AMT exemption amounts for individuals for 2008 

along with other AMT related changes.  

o Extended many tax breaks that had expired at the end of 2007 for 

2008 and 2009. Included were these:  

Á Election to deduct state and local sales taxes.  

Á Above the line deduction for higher education expenses.  

o Enacted or modified many tax measures for disaster relief for all 

federally declared disasters occurring during 2008 & 2009.  

o Enacted or extended many energy incentives.  

 

 December 23, 2008, The Worker, Retiree, and Employer Recovery 

Act of 2008.  

o Suspended the required minimum distributions (RMDôs) for 2009 

for all defined contribut ion plans.  

o Enacted, repealed or modified many retirement plan provisions.  

 

 February 17, 2009, The American Reinvestment and Recovery Act of 

2009.  
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o Provided for a new Making Work Pay credit up to $400 for single 

returns and $800 for joint return filers for 2 009 and 2010. The 

credit is payable in advance through reduced income tax 

withholding.  

o Provided an exclusion from income tax on the first $2,400 of 

unemployment income received in 2009.  

o Provided for a deduction for sales and excise taxes paid on the 

purcha se of a new automobile from 2/17/09 thru 12/31/2009.  

o Expanded and revised the earned income credit, child tax credit, 

first time home  buyers credit, and education credits.  

o Provided for a 5 year carryback period for NOLôs for small 

businesses with losses in curred in 2008 or 2009.  

 

 November 6, 2009, The Worker, Homeownership, and Business 

Assistance Act of 2009.  

o Extended the first time homeowner tax credit to homes purchased 

before May 1, 2010.  

o Expanded the first time homeowner tax credit to include home 

buye rs who are long time residents of the same principal 

residence.  

o Expanded the 5 year carryback period for NOLôs to include all 

businesses with losses incurred in 2008 or 2009 to be allowed to 

carry back a loss from 2008 or 2009 using a 5 year carryback 

peri od.  

 

 March 18, 2010, The Hiring Incentives to Restore Employment Act 

of 2010.  

o Exempts employers from paying the employer share of social 

security employment taxes on wages paid in 2010 to newly hired 

qualified unemployed workers.  These are workers who:  

Á Begin employment with the employer after 2/3/2010 and 

before 1/1/2011.  

Á Were previously unemployed.  

Á Do not replace other employees of the employer.  

Á The payroll tax relief applies only for wages paid with 

respect to employment beginning on 3/19/2010 and before  

2011.  

o Provides employers with an up to $1,000 tax credit for retaining 

qualified unemployed workers.  The workers must be employed by 

the employer for a period of not less than 52 consecutive weeks, 

and their wages for such employment during the last 26 w eeks of 

the period must equal at least 80% of the wages for the first 26 

weeks of the period.  

o For tax years beginning in 2010, boosts to $250,000 the maximum 

amount that can be expensed under IRS sec 179, and boosts to 

$800,000 the beginning of the investm ent based phase out 

amount.  

o Allows issuers of certain tax credit bonds to elect to receive a direct 

payment instead of a tax credit to the bondholder.  

o Delays the application of worldwide allocation of interest for an 

additional three years.  

o Changes to the estimated tax payments of large corporations in 

future tax years.  
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 March 23, 2010 The Patient Protection and Affordable Care Act  

 March 30, 2010 The Health Care and Education Reconciliation Act of 

2010.  

o Mandates most residents of the U.S. to obtain health in surance.  

This mandates carries with it a host of new tax rules which include:  

Á Penalties for individuals who choose to remain uninsured  

Á Tax credits and other sweeteners for participating in new 

insurance coverageôs. 

Á New penalties for larger employers that donôt provide 

insurance, or provide coverage that is deemed inadequate 

or unaffordable.  

Á A voucher system for certain lower income employees ho 

choose not to be covered by the company health plan.  

Á The definition of who is a dependent for employer health 

pla n has been expanded.  

o The new health reform law pays for its cost in a number of ways 

including taxes, penalties and tougher rules for health care related 

exclusions and deductions. These include:  

Á A surtax on ñCadillacò employer health plans 

Á Higher HI taxes  on wages  

Á An ñunearned income Medicare contributionò surtax 

Á Tougher limits on medical expense deductions  

Á New Limit on health FSA contributions under cafeteria plans.  

The new health reform law also includes a number of industry 

specific revenue raisers and toughened rules, such as:   

 New executive compensation deduction limit for insurance 

providers  

 Annual fees for pharmaceutical companies  

 Annual fees for manufacturers and importers of medical 

devices  

 Annual fees for health insurance providers  

o Creates brand n ew tax breaks, such as a Simple Cafeteria Plan 

option for small business, liberalized adoption credits, and adoption 

assistance rules, a new tax credit to stimulate new therapeutic 

discovery projects and a new exclusion for certain health 

professionals.  

 

The following summarizes  many of the key features:  

2010:   

 A tax credit of up to 35% is available for employers with no more than 25 

Full -Time employees and with average annual wages not in excess of 

$50,000.  

 Health care coverage is extended to dependant c hildren under age 27.  

 A 10% indoor tanning tax is imposed.  

 $250 will be paid to qualified Medicare participants to help with the Part D 

coverage gap.  

 The credit for unprocessed bio - fuels is eliminated  

 The adoption credit is increased by $1,000 and made  refundable  

 The adoption assistance exclusion is increased by $1,000.  
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 A High -Risk pool for people with pre -existing medical conditions is 

established.  

 Group and individual plans are prohibited from placing lifetime dollar limits on 

coverage  
 Insurers ar e prohibited from rescinding coverage except in cases of fraud.  

2011:   

 The cost of employer sponsored health coverage must be included on the W -2  

 The cost of over - the -counter drugs cannot be reimbursed on a tax - free basis 

through an HSA or MSA nor reimbu rsed through an FSA or HRA.  

 The penalty on non -qualifying H SA or MSA distributions is increased to 20%.  

 For small businesses a Simple Cafeteria Plan will be available.  

 Grants will be given to small employers who establish wellness programs.  

 Nutritional  content must be disclosed on food vending machines and at chain 

restaurants.  

 The Community Living Assistance Services and Supports (CLASS) program is 

launched. This is a federal voluntary program to provide living assistance.  

 Higher Part D premiums begi n for those with incomes over $85,000 
($170,000 for couples).  

2012:   

 Corporate information reporting will be required. Businesses that pay more 

than $600 a year to corporate providers of property and service must file a 

1099.  

 

2013:   

 The threshold for cl aiming medical deductions on Schedule A is increased 

from 7.5% to 10% for those under 65. IN 2016 the 10% hurdle is extended 

to those 65 and older.  

 The deduction for employer Part D is eliminated.  

 A 2.3% tax is imposed on sales by medical device manufact urers and 

importers.  

 The Hospital Tax is increased by 0.9 percentage points on earnings over 

$200,000 ($250,000 for joint filers).  

 A surtax on unearned income of 3.8% is applied to net investment income on 

those taxpayers with Modified Adjusted Gross Inc ome in excess of $200,000 

($250,000 for joint filers). Investment income includes interest, dividends, 

annuities, rents and royalties but not tax -exempt income.  
 A $2,500 limit on FSA contributions is imposed.  

2014:   

 A penalty is imposed on those remainin g uninsured.  

 Low - income tax credits will be available for those participating in health 

exchanges.  

 Employer Play or Pay. Employers who had at least 50 full time employees in 

the previous year must offer certain coverage or pay a penalty. New employer 

rep orting responsibilities.  

 

2018:   

 An excise tax is imposed on high -cost employer -sponsored health plans  
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 September 27, 2010, The Small Business Jobs Act of 2010.  

o Immediate and retroactive changes. Several of the Acts provisions 

are triggered by the enactm ent date.  

Á 100% gain exclusion for qualified small business stock for 

regular tax and alternative minimum tax purposes applies 

for all qualified small business stock acquired after 9/27/10 

and before 1/01/11.  

Á The provision allowing retirement plan distribut ions to be 

rolled over to a designated Roth account applies for 

distributions made after 9/27/10.  

Á The new sourcing rule for guarantees applies for guarantees 

issued after 9/27/10.  

Á The elimination of the requirement for a pre - levy collection 

due process hea ring for certain federal contractors applies 

for levies issued after 9/27/10.  

Á Increased IRC Sec. 179 Expensing ($500, 000 limit with $2 

million phase out threshold) and the qualified real property 

expensing ($250,00 0 limit) apply for tax years beginning in 

2010 and 2011.  

Á Received 50% bonus depreciation and an additional $8,000 

luxury auto depreciation limit applies for qualified property 

placed in service in 2010 as well as 2010 for certain aircraft 

and long production period property.  

Á Cell phones are no lon ger listed property for tax years 

beginning after 2009.  

Á Increased start up expense deduction ($10,000 limit, with 

$60,000 phase out threshold) applies for tax years 

beginning after 2009 an d before 2011.  

Á Eligible small business credits that are determined i n a 

taxpayerôs first tax year beginning in 2010 but are unused 

are eligible for 5 year carryback.  

Á Eligible small business credits determined in tax years 

beginning in 2010 can offset AMT liability.  

Á Health insurance costs for a taxpayer and his family are 

deductible in computing 2010 self employment tax.  

Á The controversial IRS Sec. 6707A penalty for failure to 

report tax shelter transactions is completely restructured for 

penalties assessed after 2006.  
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BUSINESS  

  
ñA good accounting service is not only a business expense, but an 

investment into greater profits through sound business decisions generated 

from accurate and timely financial reports.ò 

HOBBY or BUSINESS  

An activity conducted as a ñfor profitò business is allowed to deduct expenses that 

are ordinary and necessary.  If expenses exceed income the loss is deductible 

against other income. If the loss is attributable to an activity ñnot engaged in for 

profitò, the loss is not allowed as a deduction against other income. 

 

If a profit is not m ade in at least three out of five years, the activity must prove that 

it is a for profit business under a facts and circumstances test in order to qualify for 

unlimited deductions, of course losses may be subject to limitations.  

 

Some of the factors to con sider in the facts and circumstances tests include:  

1.  The manner in which the taxpayer carries on the activity  

2.  The expertise of the taxpayer or advisor  

3.  Time and effort spent by the taxpayer in carrying out the activity  

4.  The expectation that assets used may ap preciate in value  

5.  The taxpayerôs success in other similar or dissimilar activities 

6.  The taxpayerôs history of income or loss with respect to the activity 

7.  Amount of occasional profits, if any  

8.  Financial status of the taxpayer  

9.  Elements of personal pleasure or recreation  

 

An activity is engaged in for profit if the taxpayer entertained ñan actual and honest, 

even though unreasonable or unrealistic, profit objective in engaging in the activityò. 

 

Below are some strategies which should be used by a ñfor profitò activity to 

demonstrate a profit -motive:  

 Keep thorough and businesslike books and records  

 Use a separate business checking account  

 Record business and personal use of assets in a log book  

 Use separate credit cards for business and personal purchases  

 Research  market trends used in similar businesses  

 Obtain the necessary insurance, registrations, certifications, 

licenses, etc. for  that type of business  

 Maintain a qualified home office, with regular and exclusive use for 

the business as the principal place of b usiness; as a place to meet 

clients in the normal course of business; or a separate structure 

not attached to the taxpayerôs personal residence 

 Use of a second telephone line exclusively for business use  

 Document evaluations of operations in an attempt to improve 

business profitability  

  

Hobby losses are deductible only to the extent of income produced by the activity , 

and the non -deductible expenses cannot be carried forward to future years.  
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ACCOUNTABLE ï NON - ACCOUNTABLE EXPENSES:  

Most companies cove r their employees' business expenses by reimbursing them for 

their actual expenses or by paying them a travel or mileage allowance. Such 

arrangements are subject to strict tax rules concerning what qualifies as a legitimate 

reimbursement arrangement and wh at is treated (at least for tax purposes) as 

additional compensation to the employee.  

According to the tax rules, the key distinction between a true expense 

reimbursement and disguised compensation is whether the employer's payments are 

made in accordance with what the IRS calls an "accountable  plan."   

The all - important question is: what's an accountable plan?  

 Ac countable Plan ï  

The employee keeps adequate records, a ny excess payment is returned to the 

business . 

   

 Nothing is reported on form W -2 

If an  employer has an accountable plan in place, expense reimbursements 

and allowances to employees who properly comply with the terms of the plan 

are deductible by the company (subject to the 50% limit for most meals and 

entertainment expenses) and nontaxable to the employees. In addition, the 

payments are excluded from the employee's gross income and are exempt 
from income tax withholding and employment taxes.  

If a company maintains a non -accountable plan or an employee fails to 

comply with the company's accou ntable plan, expense reimbursements and 
allowances are still deductible by the company as employee compensation.  

  Non - Accountable Plan  ï  

The corporation does not require adequate records.    

Return of excess allowance is not required .  
 

Entire allowance is  reported as wages on form W -2.  It is then subject to 

Social Security, Medicare, Federal, State and possibly City taxes.  

  

Expenses are reported on employeeôs individual tax return, (report on form 

2106); the amounts reported are then subjected to the mor e than 2% of 

income limitation for miscellaneous deductions.  
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IRS Targets more Small Business Audits  
 

Good news for large corporations mean s bad news for small business owners: 

Instead of going after the big fish, the IRS is spending more reso urces on the small 

fry.  

 

A new study by Transactional Records Access Clearinghouse (TRAC) provides some 

sobering insights.  TRAC is a nonpartisan research group affiliated with Syracuse 

University.  

 

The TRAC study shows that the IRS reduced the number of h ours agents spent 

auditing corporations with assets of $250 million or more by one - third since 2005 

and increased the number of hours spent on audits of companies with assets of less 

than $10 million by 30%.  

  
 

Prepare for S Corp attack  

Preliminary data f rom random S Corp audits the past few years have opened some 

eyes.  The audits pinpointed abuses in areas such as travel and entertainment 

expenses (including car and truck write -offs), tool and supply reimbursements and 

compensation disguised as dividends  to avoid federal employment taxes . Expect the 

IRS to step up compliance efforts.  
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INDEPENDENT CONTRACTOR or EMPLOYEE  
 

Independent Contractor or Employee  
 

WHATôS NEW THIS YEAR: 
 
The IRS has updated its Business Consultants Audit Technique Guide. Among other 

items, the ATG observes that the independent contractor vs. employee issue is 

prevalent in the consulting industry.  

 

Potential areas of concern include a former employee coming back to a company as 

an independent consultant.  

 

Another potential issue arises when a consultant obtains a client for which he/she 

does not have the resources to fulfill the contract and the consultant forms ñstrategic 

alliancesò with other individuals that can lead to an employee/employer relationship. 

 
The IRS and employers continue to battle over the classification of certain workers as 

ñindependent contractorsò or ñemployees.ò 

 

It seems likely that changes are coming -and possibly soon -but at least for the time 

being employers may rely on a fall back position.   

  

Background information:  If a worker is classified as an employee, the employer 

must withhold federal income tax and the employeeôs half of federal employment 

taxes (the Social Security and Medicare taxes.)  Even worse, the employer must 

matc h the employment taxes.  Finally, the employer must issue Form W -2 for wages 

earned and send a copy to the IRS.  Some employers who are looking to reduce costs 

prefer to classify a worker as an independent contractor to avoid paying benefits.  

 

If  a worker q ualifies as an independent contractor, the employer doesnôt have to 

worry about employment taxes or expensive fringe benefits offered to full - time 

employees.  All it has to do is send Form 1099 -MISC to the worker and a copy to the 

IRS.  An employee may want  to be classified as an independent contractor to take 

advantage of deductions and retirement savings opportunities offered to self 

employed individuals  

 

The stakes are raised further , if an employer improperly classifies a worker as an 

independent contrac tor, it could be hit with an expensive bill for unpaid employment 

taxes, interest and penalties.  

 

  

Section 530 to the rescue: A provision in the Revenue Act of 1978 (not the Internal 

Revenue Code) allows an employer to claim independent contractor status for a 

worker as long as it can show a ñreasonable basisò for the classification.  Workers in 

the same or a similarly category must be consistently treated in the same manner.   
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To qualify for Section 530 Relief, meeting any one of these four standards wil l do the 

trick  

1.  The classification is a long -standing practice of a significant segment of 

the particular industry or profession.  For this purpose, ñlong-standingò 

can mean less than 10 years, while a year ñsignificant segmentò may be 

less than 25%.  Surve y similar types of businesses and document the 

results.  

  

2.  The classification has survived an IRS audit.  If an employer has been 

audited after 1996 regarding the employment tax treatment of workers 

and classification was allowed to stand, the employer qua lifies under a 

ñprior auditò exception. 

 

 

3.  The employer can provide an ironclad precedent.  If there is an 

authoritative court decision or IRS ruling to support the employerôs 

position, the reasonableness test may be satisfied.  

 

4.  Finally, an employer may avo id liability if it can show that it based the 

determination on the second reasoning of a paid tax professional.  

Determining the appropriate classification is still a matter of looking at the business 

relationship, the common law, and the degree of control versus the degree of 

independence.  

 

Workers classified as Employees  

Historically the IRS had relied on 20 common law factors to classify workers as 

employees:  

1.  Behavioral Control  ïFacts that show whether the business has a right to 

control how the worker p erforms the required task.  The IRS looks to the 

degree of instruction given to the worker for example:  

Á When and where to do the work.  

Á What tools or equipment to use.  

Á What workers to hire or to assist with the work.  

Á Where to purchase supplies, materials or  services.  

Á What sequence to follow.  

Á Training provided by the business to the worker.  

2.  Financial Control  ï Facts that show whether the business has the right to 

control the business aspects of the workerôs job including: 

Á The extent to which the workers has u n- reimbursed 

business expenses  

Á The extent of the workerôs investment in the business 

Á The extent to which the worker makes services available to 

other customers.  

Á The method by which the worker is paid  

Á The extent to which the worker can realize a profit or loss 

(who bears the financial risks)  

3.  Relationship of the Parties Involved -  The substance of the relationship 

between the parties governs the workers status, not the label.  The IRS will 

look to the following:  

Á Are there written contracts describing the rela tionship 

between the employer and the worker?  
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Á Is the worker provided with employee type fringe benefits, 

such as insurance, pensions, sick or vacation pay etc?  

Á The permanency of the relationship between the worker and 

the employer.  The expectation of an i ndefinitely continuing 

relationship is generally considered to be evidence of an 

employer/employee relationship.  

Á The extent to which service performed by the worker are a 

key aspect of the regular business of the employer.  

 

 

Workers classified as independe nt contractors :  

 Do not need to be covered by workers compensation insurance. They need 

to provide to you a certificate from their insurance carriers.  

 Do not have employment related taxes withheld form earnings.  

 Have no right to participate in employee frin ge benefit programs.  

 Are not entitled to unemployment insurance benefits.  

 Are not covered by various federal employment regulations such as OSHA, 

minimum wage and hour laws, antidiscrimination laws, and the National 

Labor Relations Act.  

 

 

Worker classifica tion audit triggers  include :  
 

Á Wage and hour, unemployment, or workers compensation audits 

where workers have been reclassified.  

Á Complaints made by workers to wage and hour or unemployment 

agencies, labor unions or the IRS.  

Á Complaints made by COMPETITORS.  

Á Unemployment claims filed by workers who have been treated as 

contractors.  

Á Employers who issue 1099ôs to independent contractors receiving 

few or no other 1099ôs. This could indicate that the workers are not 

holding themselves out for business but are in re ality employees.  

Á Employers with a large proportion of forms 1099 relative to forms 

W-2 especially when compared to industry norms.  

Á Discrepancies on wages between various payroll tax returns ï W-2ôs 

do not agree with form 941 or 940 and state employment wag es do 

not match amounts on 941 or 940.  

Á Wages and labor costs on income tax returns do not reconcile to 

forms W -2 & 1099  

Á Service companies with substantial labor in the cost of good sold 

section of their income tax returns.  

Á Payments listed as consulting fee s on a tax return.  

Á Issuing a 1099 Misc. to a worker who previously received a W -2.  

Á Issuing a 1099 Misc. to the same person for several years.  

Á Filing of Form SS -8, Determination of Worker Status for purposes of 

Federal taxes by the worker, or the employer.  

Á Operating in targeted industries such as trucking or construction.  

Á Operating in certain regions of the country.  
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Can an employee receive both a Form W -2 and a 1099 for services?  

While the IRS has a bias against ñdual serviceò workers, this treatment may be 

acceptable if the business can prove the worker renders significantly different 

services in each separate capacity.  Some situations where the IRS has approved 

dual service workers include:  

Á Officer and Director ï The worker was an officer of the 

corpor ation which is a statutory W -2 employee the worker 

was also a director for the corporation for which the pay can 

be treated as and independent contractor.  

Á Officer and Salesman ï the worker was an officer of the 

corporation which is a statutory W -2 employee  and was also 

an insurance sales person for the same company.  

Á Real Estate Agent and Bookkeeper ï the worker both a 

licensed real estate agent and bookkeeper for the same 

company.  

 

An independent contractor should receive a 1099 reporting income that you p aid to 

them if the amount is $600.00 or greater. The 1099 will also report their federal 

identification number or their social security number. The exception is that the 

independent contractor is a Corporation and payment is made to the Corporation. To 

pro perly file the 1099, Taxsavers will need the name, address, and identifying 

number. Throughout the year while doing your accounting records we maintain the 

payments made to sub -contractor s. 

 

Remember that if you are paying an independent contractor, regard less if they are a 

corporation or individual  you still may be liable  for workers compensation insurance 

on your payments to them.  

 

Enclosed is a listing of the independent contractors / individual that you have paid 

throughout the year.  Please verify that  their identifying number and address is 

correct.  
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EMPLOYERS -  EMPLOYEE FILES  

Employers should keep all records of employment taxes for at least ten years.  

Permanent employee files should include:  

 

1.  Federal & State W -4ôs.  W -4ôs should be filled out and signed by the 

employee.  Employers are required to withhold taxes from the 

employee -completed forms.    

Penalties for not having a W -4 on file are up to $50.00 per employee.  

 

2.  Employment Eligibility  Form (formerly form I -9)  

Originally enacted in 1988  

Penalties are $1,000.00 per employee if not on file.  

 

3.  State of Michigan New Hire form .  Law enacted in October 1997.  

New employees hired after October 97 must file a new hire form. Form 

must be sent to the State of Michigan wi thin 20 days of hire. A penalty 

of up to $400.00 per employee can be assessed if not filed.   

 

4.  IRS released form W -11, ñHIRE Act Employee Affidavit,ò which is 

posted on irs.gov. Employers do not  need to file the statements with 

the IRS but must retain  th em along with other payroll tax records.  

 

 

 

Current year employee files should be kept on the business premises .  

 
Employment Tax Recordkeeping:  

Keep records of employment taxes for at least ten years. These should be available 

for IRS review. Records shou ld include:  

 

 Your employer identification number.  

 Amounts and dates of all wage, annuity, and pension payments.  

 Amounts of tips reported.  

 The fair market value of in -kind wages paid.  

 Names, addresses, social security numbers, and occupations of 

employe es and recipients.  

 Any employee copies of Form W -2 that was returned to you as 

undeliverable.  

 Dates of employment.  

 Periods for which employees and recipients were paid while absent 

due to sickness or injury and the amount and weekly rate of 

payments you  or third -party payers made to them.  

 Copies of employees' and recipients' income tax withholding 

allowance certificates (Forms W -4, W -4P, W -4S, and W -4V).  

 Dates and amounts of tax deposits you made.  

 Copies of returns filed.  

 Records of allocated tips.  
 Records of fringe benefits provided, including substantiation . 
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