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We would like to say thank you for your business in 2011

and we wish you a very happy and safe Holiday Season.

From Robin, Carolette, and Tammy 
Payroll Taxes and the S-Corporation- BEWARE
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The IRS continues to feast on S firms that pay very low salaries to owners. In many cases, S firm owners take low salaries so they can receive the bulk of the corporation’s profits as dividends, which are not subject to payroll taxes. IRS and the courts do not like this!  In a recent case, a CPA took a $24,000 salary in a year when his share of the S firm’s profits was around $200,000. A district court agreed with the IRS that his pay was unreasonable low and ruled that the dividends are properly reclassified as salary and are hit with payroll taxes (Watson, D.C., Iowa).
IRS Enforcement
Uncle Sam is intensifying a crackdown on contractors who owe back taxes. The Obama administration is developing regulations to prevent federal contractors from receiving additional government work as long as they are in arrears to the IRS. This will build on procedures that took effect in 2008, requiring bidders on contracts to report unpaid federal taxed, outstanding tax liens and tax judgments over $3,000.
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Last Minute 2011 Year End Tax Planning Tips
As we approach year-end, it’s a good time to focus on moves you can make to save taxes-both on your 2011 return and in future years. Here are some ideas that you may want to consider before the end of the year. Contact us if you have any questions about which ideas may be appropriate for you or want to discuss other tax-saving strategies.

· Businesses using accrual method of accounting:  Make sure all bills (to be paid) and invoicing for 2011 have been entered into your accounting software
Businesses using cash method of accounting:  Make sure bills are PAID and deposits are all DEPOSITED for 2011.  Again, strategize and plan accordingly to monitor profit for the year.  For example:  Let’s assume your company has an estimated profit in 2011 for $25,000.  You are on the cash method of accounting and receive a $15,000 check on December 26, 2011.  Stop and think – is it going to be more beneficial for you to deposit that check in 2011 or wait and deposit it January 1, 2012.

· Equipment Purchases – If your business has a profit for 2011, you may want to consider purchasing some equipment and/or vehicle before December 31, 2011.  The maximum Section 179 for 2011 is $500,000 (there are some restrictions/exceptions, but this is the general rule), which means that you can possibly purchase up to $500,000 worth of equipment and “write-off” in 2011.  Eligible assets include computers, software, office equipment, furniture, and qualified vehicles.  Good on new and used equipment!
· For 2011, the standard deduction is $11,600 for married taxpayers filing joint returns, $5,800 for single taxpayers and $8,500 for taxpayers filing as head of household. These amounts will probably be about the same for 2012. If your total itemized deductions are normally close to these amounts, you may be able to get more benefit from your itemized deductions by bunching them into every other year.  Then, your itemized deductions will be high in one year and low in the next. Hopefully, in the “high” years, the itemized deductions will exceed your standard deduction. In the “low” years, you will take the standard deduction. Then you will get some benefit from your itemized deductions every other year, instead of just taking the standard deduction each year. Charitable donations are a good candidate for bunching. You can also charge the contribution to a credit card right before year-end. You get the deduction in the year charged, not when payment is made on the card. You can also accelerate payments on your real estate taxes or state income taxes otherwise due in early 2012. 
· If you have appreciated stock that you’ve held more than a year and plan to make charitable contributions this year, keep your cash and donate the stock (or mutual fund shares) instead. You’ll avoid paying tax on the appreciation, but will still be able to deduct the donated property’s full value. However, if the stock is now worth less than when you acquired it, sell the stock, take the loss and give the cash to the charity. If you give the stock to the charity, your charitable deduction will equal the stock’s current depressed value, and no capital loss will be available.
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· If your age 70 ½ or older, you can arrange to transfer up to $100,000 of otherwise taxable IRA money to a charity. Although you don’t get to claim a charitable deduction on your Form 1040, the transfer is federal-income-tax-free to you. This equates to a 100% write-off of the amount transferred to the charity, and you don’t have to itemize your deductions to get it. Also, the amount transferred applies to your required minimum distribution. Be careful – to qualify for this break, the funds must be transferred directly from your IRA to the charity. Also, it’s important that you receive nothing in return for the donation.

· Because of the roller-coaster stock market this year, you may have investments that are worthy less than what you paid for them. If so, you may want to cut some of your losses and sell them before year-end to reduce your 2011 taxes.  Capital losses are normally deductible to the extent of any capital gains realized for the year, plus an additional $3,000 ($1,500 for married individuals filing a separate return).


Benefit Plans
A tax credit for small firms that offer health insurance comes at a price: The deduction for medical premiums is reduced by the credit. Currently, firms with 10 or fewer full time equivalent workers and average wages under $25,000 can claim a tax credit for 35% of the lesser of what they pay for employee coverage of the average group premium for smalls in the state. The percentage falls rapidly for companies with more employees and higher pay, and no credit is allowed to firms that employ 25 or more workers or have average annual pay of $50,000 or more.

Other Miscellaneous “News You Can Use” Articles
Depreciation

New heavy SUV’s put in service in 2011 are entitled to a bigger tax break: 100% of the cost can be written off if no personal use is made of the vehicle, thanks to 100% bonus depreciation. SUV’s must have loaded gross vehicle weights over 6000 pound to qualify for this break. The $25,000 ceiling on expensing SUV’s doesn’t apply if bonus depreciation is taken. Used SUV’s don’t get bonus depreciation. New pickup trucks with loaded weights over 6,000 pound can be fully written off. Ditto for used heavy pickup trucks if the cargo bed is at least six feet in length. Depreciation for autos put in use in 2011 doesn’t change: the 
first-year cap if $11,060 for new cars and $3,060 for used cars. The second and third year limits are $4,800 and $2,850 respectively.  The ceiling in all subsequent years is $1,775.

Words of Wisdom

“The secret of getting ahead is getting started.”   ~ Mark Twain

“The only place success comes before work is in the dictionary.”  ~ Vince Lombardi

Payroll Taxes and the S-Corporation- BEWARE

The IRS continues to feast on S firms that pay very low salaries to owners. In many cases, S firm owners take low salaries so they can receive the bulk of the corporation’s profits as dividends, which are not subject to payroll taxes. IRS and the courts do not like this!  In a recent case, a CPA took a $24,000 salary in a year when his share of the S firm’s profits was around $200,000. A district court agreed with the IRS that his pay was unreasonable low and ruled that the dividends are properly reclassified as salary and are hit with payroll taxes (Watson, D.C., Iowa).

Estate and Gift Tax Exemptions and Maximum Rates

	
	Estate Tax Applicable Exclusion* (Exemption)
	Estate 

Tax Top 

Rate
	Gift Tax 

Lifetime Exemption
	Gift Tax Applicable Credit Amount

	2011
	5,000,000
	35%
	5,000,000
	35%

	2012
	5,120,000
	35%
	5,120,000
	35%


Health Insurance Deduction – AGI(Adjusted Gross Income)
	
	2011
	2012

	Self-employed, partners and S Corp shareholders (also, qualified Long-Term Care, Medicare B&D Eligible for AGI deduction)
	100%
	100%


Auto Mileage Rates (For use by employees and self-employed only) up to 4 vehicles simultaneously

	
	2010
	2011
	2012

	Business
	.50
	.51 effective 1/1-6/30 .555 effective 7/1-12/31
	55.5

	Charity Work
	.14
	.14
	.14

	Medical/Moving
	.165
	.19
	.19


*TIP:  Use an app to track business mileage (try Tap2Track for the iphone).  Our office also offers vehicle mileage logs at no cost to all of our clients who would like one!
FICA & Self-Employment Tax

	
	2009
	2010
	2011
	2012

	Maximum Earnings Subject to FICA/SE Maximum Wages
	$106,800
	$106,800
	$106,800
	$110,100

	FICA Tax Rate (employee)
	7.65%
	7.65%
	5.65%
	7.65%

	Self-Employment Tax Rate
	15.30%
	15.30%
	13.30%
	15.30%

	Maximum FICA Tax (Employees) – No Medicare
	$6,622
	$6,622
	$4,486
	$6,826


Minimum Wage

Minimum Wage – $7.25 per hour (covered nonexempt employees)

Minimum wage - $2.13 (tipped employees)

Permissible Earnings for Social Security Recipients

	
	2009
	2010
	2011
	2012

	Between age 62 and full retirement age

*Note: Lose $1 for every $2 above exempt amount
	$14160/1,180
	$14,160/1180
	$14,160/1180
	$14,640/1,220

	Full retirement age – there is no limit on earnings beginning the month a person attains full retirement age
	Born in 1943-1954 (Age 66) Unlimited
	Born in 1943-1954 (Age 66) Unlimited
	Born in 1943-1954 (Age 66) Unlimited
	Born in 1943-1954 (Age 66) Unlimited

	A modified test applies for the year an individual reaches full retirement age and applies only to earning for the month prior to attaining full retirement age

*Note: Lose $1 for every $3 if not eligible to receive full benefits (full retirement age) if earned over
	$37,680/3,140
	$37,680/3,140
	$37,680/3,140
	$38,880/3,240



	Medicare B Premiums – Annual

Note: most will still pay $96.40 per month due to hold – harmless provision in the current law. Means testing also applies to Medicare Part D. 
	$1,157 monthly

96.40
	$1,326 monthly

110.50
	$1,385 monthly 115.40
	TBD



DUE DATES
January

1st    Happy New Year

16th Payroll Tax Deposits


16th 4th Quarter Estimated Income tax

20th Sales/Hospitality Tax


31st Quarterly Reports


31st IFTA Reports


31st W-2’s and 1099’s
February

14th Happy Valentine’s Day 

15th Payroll Tax Deposits


20th  Sales/Hospitality Tax
March

15th Payroll Tax Deposits

15th Corporate Tax Returns

20th Sales/Hospitality Tax


31st End of First Quarter
