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HIGHLIGHTS

. .- to-rein in the federal budget deficit, which is projected Benefit Plans COBRA subsidy
. to exceed $600 billion each year for the next 10 years. - L '
. If deficits are left unchecked, the total federal debt Damages False imprisonment N
could climb to $15 trillion by the end of this decade. IRAs Converting to a Roth this year

© That gap won’t be plugged Just by reducmg spendmg Payrdll Taxes Severance pay case

TISEIon reports thls Dec : Enfercement AUGHES of uriversities
Its recommendatlons will provide political cover
- for some of the tough choices that must be made.

In Congress Rangel’s abdication

- Obama will use the deﬁmt as a main argument for ralsmg the top tax rate to 39 6%
-~ on singles with taxable income above $196,000. On marrieds...over $231,000.
And he'll push for a top capital gains rate of 20% for this group, up from 15% now.
Obama will also revive his idea for limiting itemized deductions for high incomers
by capping, at 28%, the rate at which itemizations reduce a filer’s tax liability.

One option would be to raise the Med1care tax from 1 45% to 1.8% or even hlgher
Another would be to make high-incomers pay Medicare tax on unearned income.
A surtax on incomes can’t be ruled out because it’s a big revenue raiser:
- A 5.4% surtax the House OK'd in 2009 would have pulled in more than $500 billion
_over 10 yea.rs and would have h1t fllers at the same levels as Obama's tax rate plan.

;l The huge revenue that could be ra1sed by a value added taxor natlona.'l saiestax
- will look very attractwe to deficit cutters. The trick would be where to set the rate.

R 21 he pressnred to.exempt fopd. A ‘
"% and the like. To offset those exemptions, the rate would have to be 3% or more. TR

..!_‘ E arc 818 116 = 4 b .13 .“.‘, .

Hi - es owIL Shareholders
in personal service S firms would have to pay self-employment tax on the share
of the firm’s income that comes from the owner’s services. This would keep folks
from skirting the payroll tax by taking profits through dividends instead of salary.

~ Tighter rules on worker classification so IRS would have more authority

-to crack down on firms treating workers as contractors who are really employees.

' And beefed up information reporting in a number of areas...for payments
‘made to corporatlons and landlords, and for filers who hold accounts overseas.

Alm_mum&mﬂhmlxm;s_mmm after the November electmns

: Most of these big-ticket items are very controversial, but lawmakers will be stuck:
. Theyll have to pick at least one of them to make a substa_nual dent in the deficit.
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QUALIFIER
PLANS

A plan funded by an 1 IRA rollover used the proceeds to buy life insurance
on the lives of the couple that owned the company sponsoring the plan. The policy
had an account value of $1.37 million and a surrender charge of $1.06 million,

so the cash value was $310,000. The husband bought the policy from the plan

for the cash value, but the Tax Court says the policy is worth the account value.
Thus, he owes income tax on the $1.06-million discount {(Matthies, 134 TC No. 6).

BENEFIT
PLANS -
to deny the submdy, which is 65% of the prermum for contmued health coverage
for up to 15 months. The new form takes into account changes made by Congress
last year, including extending the subsidy to workers let go through Feb. 28, 2010.
The Labor Dept. is required to act on appeals within 15 days after they are filed.

03(b the Labor Dept. to satisfy new rules
. that require them to sendhumtedﬂnanmal statements alongmth;_lm Form 5500s L
for thre 3000 plan year. Earlier, Labor had said daia on pre-2009 annitity contractg — ™77
needn’t be listed on 5500s for 2009. This relief is now expanded to future years.
Plus, reporting isn’t required for 2009 if the last 2008 payment on an old contract
was depasited in 2009. Since this is the first year for attaching audited financials, -
the DOL will send letters to 16,000 403{b) sponsors to remind them of the rule.

Once the Service gwes the nod vendors will be able to market them to employers
The process for blessing 1nd1v1dually designed 403(b) plans will be announced later.

A dea log s. April 30, 2010
is the last day to file apphcatwns to get IRS’ OK that a ﬁrm S plan satisfies mandates
that were enacted by Congress in recent years. The deadline only applies to 401(k)s
and other types of defined contribution plans, not to defined benefit pension plans.

the IRS says ina pnvate rulmg Depletron is allowed only to the owners of 1nterests
in the minerals in the ground. In this case, the company retained t1t1e to the well.

) i i i e, an Appeals Court 88Yys.

Thehuyer ef a used ear stopped payment on.a. check used.to purchasedt . -
‘after the car died on her way homie from the dealership. The bank mistakenly noted: i
that the check was returned for insufficient funds and the dealership filed charges.
She was arrested in front of her family, strip-searched at the jail and released on bail

 after eight hours in jail. The charges were dropped after the bank admitted it erred.

She sued the bank and got $49,000. Despite her ordeal, the award is income to her

because she had no physical injuries from her confinement (Stadnyk, 6th Cir.).

DAMAGES

IRAs

An individual converung in 2010 can elect to defer the tax and report half the income
from the conversion on the 2011 tax return and the rest of it on the 2012 return.
Or a person can report 100% on the 2010 return. But you can’t defer the tax
on one Roth conversion and pay the tax up front on another of your conversions.
In effect, that would let you spread the ta.x over three years .2010, 2011 and 2012.

] hc erent rule: One spouse
can elect to defer the tax bill, while the other one can choose to pay the tax up front

# Your subscription includes The Tax Letter online. Go to I_Qp_unggﬂm_om




PAYROLL
TAXES . " ait g . .

. a district court says in a case mvolvmg a bankrupt retaﬁer that closed all 1ts stores

. and. let its staff go. The court noted that the tax code specifically requires employers
to treat severance paid to laid off workers as if it is wages for wrthholdmg purposes.
This indicates that severance is not otherwise treated as wages, and thus is exempt
from FICA tax. The court also nixed IRS’ position that severance avoids FICA tax
only if it is tied to receipt of unemployment benefits (Quality Stores, D.C., Mich.).

o . . IRS almost certainly will appeal. In 2008, it won an Appeals Court case

~ on this issue. But the district court here expressly repudiated that Court’s analysis.

' anies 1side 2 1 ; : laims for FICA tax paid
" on severance pay, c1t1ng thrs new demsron This is partlcularly true for businesses
- that had layoffs in 2006, because the statute of limitations for 2006 expires April 15,
- a little over-a month away. IRS will stash the protective claims until after the appeal
is decided. Firms can submit claims on Form 843 now and perfect the claims later. -
Employees can file for their half of the FICA tax, or employers can claim both halves.
=T claimifg Both, employers MUsE Iirst refund the workers’ share or gét their Gonssnt. =
to file a claim for their portion. In the latter situation, the employer agrees to refund o
~ the employees share of FICA chrectly to them if the refund claun proves successful

: the effective date for smcter regulations that severely hmlted the FICA tax excepnon
+ for students employed by a school. The new rules impose FICA tax on the wages

of students, such as medical residents, who work at least 40 hours per week.
. The Service will continue to deny refund claims for periods after March 2005.

] A s en the Service says ina pnvate ruhng
The domest1c worker tended the krds in the owner ’s home, readying them for school
and also feeding and changing an infant. The firm paid the nanny an hourly wage,

- and she didn’t work for anyone else. Since the company gave her a 1099-MISC form, ..

¢ it qualifies for reduced penalties: 9.18% of pay for the employer and employee share = 5. .
.-+.of FICA and 1.5% of pay for failing to withhold income taxes. The reason the Service
" issued the rulmg? ‘The nanny filed Form SS8-8 askmg IRS to determine her status.

- The sole owner of an S company wanted to avord makmg sermweekly tax deposrts
" so he decided to pay himself his full salary at year-end, taking periodic advances
to tide him over until then. His CPA erroneously said no payroll taxes were due
" on the advances because the owner was obligated to repay them. The Tax Court
wajved the late payment and deposit penalties, since the owner wasn’t a tax expert
g"and his accountant gave him bum advice (Ken Ryan, Inc., TC Summ Op. 20 10-18).

i ES‘nMATED
TANES

. | 1f your 2008 AGI was under $50{} 000 and over 50% of your groes income
was from a firm with fewer than 500 employees, you avoid an underpayment penalty
as long as you based your estimates on 90% of tax liability for either 2008 or 2009.

“The IRS says your business can be a corporation, partnership, LLC or proprietorship.
To use this easing, check box F in Part II of Form 2210. Remember that for 2010,
‘the usual estimated tax rules apply again. You must prepay 100% of your tax bill
.for 2009, or 110% of it if your 2009 adjusted gross income was more than $150,000.

Many source d_ocuments;are aveilable in the online edition of The Kiplinger Tax Letter i




- | ENFORCE-

tHat can go either to the issuers to reduce théir Borfowing costs or to investors

BUSINES.S
AXES

the Servrce says ina pnvate rulmg That break is limxted to product 11ab1lity losses
Here, the company incurred costs to correct workmanship defects in homes it built,
such as damage caused by poorly installed windows, leaky pipes or ground settling.
In the Revenue Service’s view, the 10-year carryback is available only for losses

that are attributable to safety defects, such as personal injuries or property damage
caused by an unsafe product. Deficiencies in the construction process don’t qualify.

MENT

A survey of schools a couple ofyears ago caused IRS to : uspect that many colleges
aren’t paying taxes on income from activities unrelated to their tax-exempt purpose,
such as gym memberships and stadium advertising. Executive pay will be eyed, too.

These taxablemumc s debuted last year and come vnth a 35% federal sq_l_a_mgly
as a tax credit for 35% of the interest. All issuers that received the subsidy directly
will soon get a four-page questionnaire from IRS, It asks about their procedures
for making sure that their bonds remain in compliance with tax rules and qualify
for the subs1dy IRS hopes to nip bogus or excesswe subsrdy claims in the bud.

to -monitor and regulate the mumc1pa1 bond market Any hanky-panky uncovered
in IRS’ review of Build America Bond issuers will be shared with market regulators.

Mw&m&@m&m&uﬂe whlch now applles

to U.8. citizens or residents with any overseas accounts totaling more than $10,000.
The agency scrapped an earlier attempt to broaden the definition of who must report
on financial accounts held overseas to 1nclude anyone domg busmess in the U.S.
; d jirement for folks
who have s:gnature authonty over, but no financial interest in, a fore1gn account:
They have an additional year, to June 30, 2011, to start reporting. The disclosures
are made on Treasury Form 90-22.1. Employees of banks and brokerage houses
who have signature authority over client accounts are exempted from filing reports.
There is also good news for pension plans: The new rules exempt accounts
that inivest in offshore hedge funds...an investment vehicle often used by pensmns

31. Congress wrll soon pass a b1]1
capping penaltxes at 75% of tax benefits derived from a transaction that IRS deems
to be a shelter. In the meantime, IRS examiners will hold off on collecting penalties
if they discover shelter investments while doing audits of small business owners.

CONGRESS

and will keepdomg so. Past cha1rmen of Ways & Means used to wield a lot of power
But Rangel’s influence began to wane long ago on account of his ethics probiems.

Yours very truly,
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