Business Tax Matters Newsletter

(NEW INFORMATION…Edition #13: Winter 2011/2012)

Office hours:




M-Th

Fri

Sat



Tax season 
Jan 2 - Apr 16  
8-6

8-5

9-1

Off season
Apr 18 – Dec 31
9-5

9-noon

closed

Drop Box:  We have a secure drop box just outside our front door.  You can use this to drop off information when our office is closed.  

QuickBooks:  We have experienced QuickBooks Pro Advisors on staff at Gould, Stinson & Gray, PC.  Janine Byler, CPA, and Brenda Sherburn, can assist your company with your QuickBooks issues.  
Michigan Business Tax (MBT):  The end is near!  Michigan has passed many new tax laws, perhaps the biggest being the end of the MBT as of December 31, 2011.  The new corporate tax is a 6% income tax (certainly won’t be that simple), and will only apply to C-Corporations (not to S-Corps, LLC’s, or sole proprietors).
Vehicle Information:

Mileage Rate: The IRS mileage rate for 2011 includes two separate amounts and periods. For January 1 to June 30, the rate was 51 cents per mile.  For July 1 to December 31, the rate is 55.5 cents per mile.  We do not yet know the rate for 2012, however it should be determined sometime in December and you will be able to get that info at www.irs.gov.   Taxpayers may use the standard mileage rate for leased vehicles also.  Taxpayers can use the mileage rate for up to four business vehicles; actual expenses must be used if more than four are used simultaneously. 
Mileage Sheet: We have attached a worksheet for you to enter your vehicle mileage information, if you deduct vehicle expenses.  If you do not keep a mileage log for your business mileage, you should.  The IRS requires it, and it is often the first question asked in an audit.  We will ask for your vehicle mileage when we prepare your business tax returns that include vehicle deductions.

Depreciation Planning:  Depreciation can vary greatly with the different depreciation methods available.  We will determine the best level of depreciation for your particular situation (the most possible is not always the best possible), and make the appropriate elections.  Two possibilities for 2011 include deducting the equipment off fully (“expensing election”) or taking large deductions as “bonus” depreciation.  If you have questions on how different assets are depreciated, contact us.
Retirement Plans:  There are many different retirement plan opportunities available for the small business owner.  We can assist in identifying the plan best suited for your business.  
SIMPLE IRA limits: The maximum amount that an employee or employee-owner can defer in one year is $11,500 in 2011 and 2012.  If the participant is at least 50 years old, an extra $2,500 is allowed in both years. 
401(k) deferral limits: The limit is $16,500 in 2011 and $17,000 in 2012.  If the participant is at least 50 years old, an extra $5,500 is allowed in both years.
SEP (Simplified Employee Pension): The maximum is 25% of self-employment income.  Contribution caps are $49,000 in 2011 and $50,000 in 2012.  This is the only plan that can be set up and funded after year-end, but before the extended due date of the tax return.
FICA Cap:  The FICA wage cap increases to $110,100 in 2012, up from $106,800 the prior three years.  The FICA withholding percentage was lowered to 4.2% in 2011 (employer share remained at 6.2%); currently we are unsure whether the lower rate will be in force for 2012.  The Medicare rate remains at 1.45% for both employees and employers, with no wage cap.
MESA/UIA Michigan Unemployment:  In 2011 your FUTA tax rate (Federal Unemployment) increased by .9% (.009) due to the fact that Michigan has had to borrow from the Fed unemployment fund to pay benefits to the mass of unemployed workers in the state.  This amounts to a maximum of $63 per employee in extra payroll taxes in 2011; this will continue indefinitely until the state pays the Fed back. There was also a slight reduction in the FUTA rate at mid-year, so this year’s Form 940 may be a little more complicated than usual.
Starting in 2011, MI employers may have been subject to a “Solvency” tax.  Negative balance employers (see Form 1771 noted just below) may have an additional tax of .75% on wages in 2011 (maximum per employee with a $9,000 wage cap would be $67.50).

Also, in 2011, review Michigan Form 1110 for a possible credit of the penalty tax, if you do your own payroll tax reporting.  The credit is up to 50% of the FUTA penalty tax noted above.  It might not amount to much when only a few employees, but at least it is some good news.
As a reminder, at the end of December each year, the Unemployment Commission sends out Form 1771, Rate Determination Letter.  This form shows the computation for your next year’s UIA percentage tax rate.  It is very important that you take a look at your new rate and compare it with your prior year’s rate.  If there is no change, or the rate is dropping, there may not be a concern.  However, if it has gone up, it should be reviewed for correctness.  The calculation takes into account your past timely payments and filings, any claims against your account, and your “reserve”.  An incorrect rate has a 30-day appeal process.  Please review your form and fax it to us if you have not already done so.

Also, MI unemployment agency has an informational employer handbook.  Order one at:  www.miua.com.
S-Corp Shareholders:  S-Corporation shareholders who have their health insurance paid for by the corporation must include the cost of that insurance in the taxable wage boxes of their W-2 (Box 1, 16 and maybe 18 if local wages apply).  This is the ONLY way to legally deduct the “self-employed health insurance deduction” on their personal tax return.   
Physical Inventory:  An IRS hot button…you are required to take an actual count physical inventory as of Dec 31 (or the last day of your fiscal year), at cost (not selling price).  In event of an audit, you would be required to provide copies of the physical count sheets.  
Hiring:  When hiring new employees, the following forms are required by law to be filled out:

*W-4 and MI W-4


*Form MI-3281, Michigan New Hire (within 20 days of hire)
                          *I-9 Immigration form

Personal Property Tax:  If you have not updated or reviewed your fixed asset (depreciation) schedule in a few years, you may wish to request one from us to look over (if not attached to this letter).  This process of removing assets no longer in use or disposed of may save personal property taxes.  We annually update the list with current year acquisitions and the disposals we know of.  The personal property tax statement is due January 31 in most cases.  
New Credits and other VERY Relevant Tax Developments:
Tax credit for hiring veterans:  

This bill just passed the Senate in mid-November.  It is called the Vow to Hire Heroes Act of 2011.  Credits are multi-tiered:
$5,600 credit for hiring long-term unemployed vets (6 mo. or longer in past year).
$2,400 credit for hiring short-term unemployed vets (4 wks. to 6 mo. in past year).
$4,800 for service disabled vets hired within one year of being discharged.
Up to $9,600 for hiring vets with service related disabilities, unemployed over 6 months in the past year.
Call us or check the IRS website for more specific details on this if applicable.

Independent contractor vs. employee status:  

We have often heard of this being an IRS audit hot button, and the current state of the Union only magnifies that possibility.  In addition, the Dept of Labor and the IRS have recently agreed to share information and collaborate on the issue of employees who have been misclassified.  If a business has been incorrectly treating employees (W-2) as independent contractors (1099-MISC), the IRS has come up with a voluntary approach to setting things straight.

New Form 8952, Application for Voluntary Classification Settlement Program is a form of “amnesty” that will cost some, but much less than penalties and interest that might occur via an audit situation.  The form’s instructions will have the requirements and terms of the offer.  Check the IRS website for details or call our office.  

Unclaimed property?  The state will be inquiring.

Many businesses in Michigan received notices and requests to prepare a form that reported any unclaimed property in their possession.  If you get this request, you must comply with the reporting whether you have unclaimed property or not.  The form will be required each year by July 1, starting in 2012.

What is unclaimed property?  It is property in your custody that belongs to someone else and has gone unclaimed beyond the dormancy period (three years).  Examples of unclaimed property include uncashed payroll checks, inactive stocks, dividends, checking and savings accounts, etc.  A list of property, and all related information is clearly presented at the Michigan web addresses below.

	

	

	

	


Web info:   http://www.michigan.gov/treasury/0,1607,7-121-44435---,00.html
Form: No Unclaimed prop: http://www.michigan.gov/documents/treasury/4305_338681_7.pdf
Form:  Annual report:  http://www.michigan.gov/documents/1223f_2591_7.pdf
Form:  Transmittal for Annual report:  http://www.michigan.gov/documents/2011f_2592_7.pdf
Sales and Use Tax:
One by one, states are signing on to be part of streamlining the process of collecting sales taxes relating to interstate commerce.  States lose millions of dollars in sales taxes when their residents purchase goods online and the seller does not collect sales tax (not required to if they do not have a physical presence within the state they are selling to).

When a business or individual purchase goods from outside Michigan (or their home state), and where sales tax is required on the purchase but is not collected by the seller in the other state, the purchaser is required to remit the tax to their home state.  When you owe the state in this manner, the tax is called Use Tax.  There are other meanings of Use Tax, but this is the most common example.

There are places to report Use Tax on both business and personal tax returns.  Businesses submit the tax with the Sales, Use and Withholding Tax Return (SUW-160 or SUW-165) to the state monthly, quarterly or annually, depending on their filing requirement.  Individuals report Use Tax purchases on page two of their Form 1040.

The state is on a major push to collect Use Tax from those who don’t pay it, whether intentionally or out of lack of knowledge of the rules.  They are sending out requests for compliance, and are auditing in cases where Use Tax liability might be sizable.

It is important to report any Use Tax, even if a small amount, as we believe it starts the statute of limitations, which is four years with the state.  If nothing is ever reported, or a company never registers for Use Tax, the statute of limitations is deemed “open” for all prior years.  We have encountered this newer stance of the state in at least one audit this year, and have heard of it being used (and challenged) from other CPAs.

Also, the area of sales and use tax can be complex.  If you have questions, we may have answers or will find them.  As the state and feds try to close “tax gaps” (difference between what should be collected and what is collected), more efforts like this will be employed by them.
1099-K:
Get ready!  A new 1099 form will create a huge new reporting requirement when credit card companies have to show credit and debit card sale totals on 1099-K forms for their customers.  These forms will start showing up in January 2012, for credit and debit card sales in 2011.  It is just another attempt to close that tax gap the government is facing.  

As long as businesses have always reported all of these charged sales on their tax returns, there should not be any issues.  However, the sales will be reported as “gross sales”, so sales tax, shipping, returns, etc., could cause some accounting and tax reporting issues depending on various factors.  Just more fun for everyone!
Companies such as Paypal and eBay must also comply, and that could be a surprise for those who sell on eBay and have not accounted for this “business” activity in the past.

Merchants who generated more than $20,000 in sales and generated over 200 transactions with a third-party processor are in line to receive the new 1099-K.  Hence, many small businesses will be exempt.
Note:  Just this week the IRS said the new lines on 2011 tax returns that are for reporting 1099-K amounts will not be used… their instructions will say “enter zero on this line for 2011”.  So you may still get these forms from the card companies, but the separate reporting of the amounts on the tax return is delayed.
IRS Circular 230 Disclosure Requirement:

	IRS Circular 230 requires us to notify you that any tax advice contained in the enclosed communications (including attachments) is not intended or written to be used, and cannot be used, by any person for the purpose of avoiding tax penalties that may be imposed by law.




Business/Personal Auto Use Worksheet
	Year: 2011

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	Employee or driver name:
	 
	 
	 
	
	
	

	
	
	
	
	
	
	
	
	

	
	Description of vehicle (year; model):
	 
	 
	 
	
	
	

	
	
	
	
	
	
	
	
	

	
	Date of purchase (unless we already have record of it in our depreciation file):
	
	 
	 
	
	
	

	
	
	
	
	
	
	
	
	

	
	Cost of vehicle (if purchased this year):
	$
	
	
	
	
	

	
	
	
	
	
	
	
	

	
	Odometer reading:   Beginning ________________  Ending _________________
	
	
	

	
	
	
	
	

	
	Was another vehicle available for personal use?
	YES
	NO
	

	
	Was the vehicle available for off-duty personal use?
	YES
	NO
	

	
	Do you have evidence to support your deduction?
	YES
	NO
	

	
	Is this evidence written?
	
	
	
	YES
	NO
	

	
	Are you an officer or owner of the company?
	
	YES
	NO
	

	
	
	
	
	
	
	
	
	

	
	Mileage information:               1/1 – 6/30 
	7/1 – 12/31 
	
	
	
	
	

	
	
	51 cents per mile


	55.5 cents per mile


	
	
	
	
	

	
	Total personal miles
	__________________
	__________________
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	Total business miles
	__________________
	__________________
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	Total miles
	__________________
	__________________
	 
	
	
	
	

	 
	 
	 
	 
	 
	 
	 
	 
	

	
	
	
	
	
	
	
	
	

	       Prepared by:  _______________________________
	Date:  ______________________
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	


If you have more than one business vehicle, please make copies of this worksheet. 

If we add back the value of the personal use of your company auto to your W-2, we should receive this info immediately at the beginning of January.

If you have questions concerning the deductibility of vehicles, including the value of the personal portion in your income, or related rules, please call our office.

We may have some of the vehicle information (date acquired, cost, etc.) in our depreciation schedule of your business.  Close estimates of these items would be fine.
