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Ten Things You May Not Know About an LLC
You probably know of several businesses whose formal names end with the acronym LLC.  And you probably also know that LLC stands for limited liability company.  Here are ten things you may not know.
1. An LLC generally protects its owners from personal liability for business obligations in much the same way a corporation does, but an LLC is not a corporate entity.*

2. Like a corporation, an LLC can do business in multiple states, although an LLC must be organized in a specific state.

3. The owners of an LLC are called “members.”  There is no limit on the number of members an LLC can have, and members don’t necessarily have to be individuals.  Members’ management roles are typically spelled out in an operating agreement.

4. Upon formation of an LLC, the members contribute cash, property, or services to the LLC in exchange for LLC shares or units.

5. An LLC may borrow money in its own name and is responsible for repayment of the debt.

6. An LLC is usually treated as a partnership for federal income tax purposes.  (The remaining four points assume partnership treatment).

7. Like partners, LLC members are not considered employees of the company.  However, an LLC can have non-member employees.

8. LLC members are taxed directly on company income.  The LLC itself doesn’t pay federal income taxes.

9. If an LLC has a loss, its members generally can deduct their share of the loss of their own tax returns.

10. For tax purposes, an LLC’s income and losses are divided among its members according to the terms of their agreement.  Tax allocations must correspond to economic allocations of profit and loss.

An LLC is but one structure you might consider using for a business venture.  We can help you determine which type of arrangement will best meet your objectives.

*Each state has its own laws governing LLCs.  Consult with an attorney before establishing an LLC.

Hybrid Car Tax Credit

Interested in buying a hybrid or alternative fuel vehicle?  Energy efficiency isn’t the only benefit:  You may be eligible for a tax credit on your federal income tax return.

For Example
Let’s say Hybrid A qualified for a $3,000 tax credit, and sales hit 60,000 at the end of the second quarter of 2008.  In this situation:

· People who buy a Hybrid A in the third quarter (July through September 2008) are still eligible for the full tax credit.

· Those buying a Hybrid A in the next two calendar quarters may take a credit of 50%, or $1,500.

· Hybrid A buyers in the following two calendar quarters are eligible for 25% of the tax credit, or $750.

· After that, no tax credit is available.

Renting Out a Former Residence
Homeowners who want to move sometime decide to convert their principal residences into rental properties instead of selling them.  Renting out a former residence can be particularly appealing when a home can’t be sold for an attractive price because of unfavorable conditions in the real estate market.  Before making a decision to rent a home, it’s important to consider the potential tax effects.

Tax Treatment During the Rental Period
Owners report their rental income and expenses on their personal income tax returns.  Deductible expenses include money spent on advertising, cleaning and maintenance, insurance, mortgage interest, real estate taxes, repairs, and utilities.
A deduction for depreciation is also available.  Unfortunately, the depreciation period for residential rental property is quite long – 27.5 years.  And, if a home is worth less than its adjusted tax basis (typically, the home’s cost plus improvements) when the rental period begins, the annual depreciation deduction is based on the lower market value.

Even if a rental property is “paying for itself,” it may show a tax loss for the year because of depreciation.  When there is a loss, the tax law’s “passive activity” rules come into play.  Under those rules, a loss of up to $25,000 may be claimed against non-passive income (such as wages) if the owner actively participates in running the home-rental business.  The $25,000 loss allowance phases out with adjusted gross income between $100,000 and $150,000.*

Tax Treatment When the Property is Sold
Homeowners generally don’t pay taxes on capital gains of up to $250,000 ($500,000 on a joint return) if they’ve owned and used their home as a principal residence for at least two of the five years before the sale.  But this tax break isn’t available for the sale of a residence that has been converted into a rental property unless the rental activity was temporary and the sale takes place while the owner still meets the ownership and use tests.  Even then, gain is taxable to the extent of all depreciation that was (or could have been) claimed on the property.

What happens if the property is sold at a loss?  For the loss to be deductible, the owner must be able to establish that the property’s conversion into a rental property was meant to be permanent – not merely a temporary measure until it could be sold.

*The loss allowance for a married taxpayer filing separately is $12,500.  This allowance phases out with adjusted gross income between $50,000 and $75,000.

Put Safeguards in Place in Case of Disaster
The start of another hurricane season serves as a reminder to individuals and businesses of the importance of taking steps to protect their finances and safeguard valuable information in case of a natural disaster.

Insure.  On the home front, you’ll want to review your homeowners coverage and, to the extent possible, fill in any coverage gaps.  Insurers in some states reportedly are inspecting homes and requiring that property owners make certain upgrades, such as installing storm-resistant shutters or clearing fire prone underbrush.

Also, review any business policies you have.  Make sure your standard coverage is adequate and consider adding business interruption coverage if you don’t already have it.  Very generally, business interruption insurance is designed to help a business get back on its feet by covering profits lost if the business is forced to close due to a disaster. 

Document.  Having appropriate records will be critical if you have to file an insurance claim.  Records also serve as useful documentation to support tax deductions for casualty losses.  IRS Publication 584 (available online at http://www.irs.gov is a workbook that can help you compile a room by room list of belongings.  You also may want to photograph or videotape the contents of your home.  Of course, any such records should be kept off-site.

Go Paperless.  Storing financial records in electronic format on CD, DVD, or jump drive is a wise precaution in case paper files and/or computers are destroyed.  After you’ve made copies of your records, send them to an out of town relative or friend for safekeeping.
Put Junior on the Payroll
If you own a business and have a high school or college student, consider hiring your child for the summer.  Your child will learn valuable workplace skills – and you’ll save on taxes.

Tax Savings
In 2008, a dependent child can earn up to $5,450 tax free because of the standard deduction.  The wages are deductible from your business income, saving both income taxes and self-employment taxes.  And if your business is not incorporated and your child is under 18 years of age, you won’t have to withhold (or pay) Social Security taxes on your child’s earnings.

Any income you child earns over $5,450 is taxed at your child’s tax rate.  In 2008, the 10% bracket extends to taxable income of $8,025 for single filers.

The Rules
To pass muster with the IRS, your child must perform bona fide work in connection with your trade or business and earn a reasonable wage.
New Guidance for Depositing Plan Contributions
Having a tax-qualified retirement plan can be a real boon for your employees and for yourself.  But sponsoring a plan is not without challenges.  One area that consistently causes confusion is the deadline for depositing participant contributions into the retirement plan’s trust account.

The Prior Rule
Generally speaking, the money participants contribute to a plan must be deposited into the plan’s account as soon as possible.  If contribution amounts are deposited late, it is considered a prohibited plan transaction, and that can spell trouble for the plan.  Until recently, however, there was no clear definition of exactly when a deposit is considered to be late.  The lack of clear guidance has resulted in much uncertainty among plan sponsors and their advisors and a high degree of noncompliance.

New DOL Rule
The U.S. Department of Labor (DOL) has issued proposed regulations that spell out an unambiguous deadline for depositing participant contributions.  The proposed regs establish a safe harbor period of seven business days for plan sponsors to complete the transfer.  If deposits are made within the seven business day window, plan sponsors will be in compliance with the applicable laws.  These regulations apply only to small plans – those with fewer than 100 participants.  Larger plans must deposit contributions as of the earliest date the contributions can be separated from the employer’s assets. 
Immediate Relief
Although the proposed regulations will be finalized sometime in the future, small plan sponsors may take advantage of the safe harbor immediately by following the seven day rule for depositing participant contributions.

If you would like further clarification of the new deposit regulations, please call.

Client Line Items
One third of individuals who participated in a recent National Sleep Foundation study said they have become very sleepy or actually fallen asleep on the job.  34% said their employers allow employees to nap during work breaks.
The U.S. Department of Labor reports that the agency collected over $220 million in back pay in fiscal year 2007.  Of that amount, over $163 million and minimum wage violations for over $17 million.

43% of affluent business owners responding to a recent poll conducted for PNC Financial Services Group said they want to work until age 70 or later.  More than half (54%) of those owners cited the fact that they enjoy working as the main reason for their plans not to retire sooner.

A trend toward working longer is also evident among the overall U.S. population.  Government data indicate a 13.5%  labor force participation rate among men age 70 or older in 2005, up from 12% five years earlier.  Women in the same age group participated at a rate of 7.1%, up from 5.8% in 2000.

Client Profile
Carter just celebrated his 61st birthday.  He has been trying to decide whether he should sign up for Social Security benefits at age 62 or wait until later.  
A number of factors could influence Carter’s decision.

Under the current Social Security system, if Carter decides to start taking benefits before his full retirement age of 66, his monthly benefit will be permanently reduced.  If he starts taking benefits immediately at age 62, he’ll receive 75% of his full benefit for the rest of his retirement.  This percentage increases for each month he delays retirement up until age 66, when he will be eligible for full benefits.  At that point, Carter can still postpone receiving Social Security.  If he does, his full benefit amount will be increased by .67% for every month he waits to start collecting – up to a maximum increase of 32% at age 70.
But Carter’s monthly Social Security benefit is just one piece of the puzzle.  He may want to consider a number of other issues before he makes a decision.  Will he receive a pension?  Does he have a 401(k) or similar retirement plan?  How old is his wife?  How healthy are they?  When is his wife going to retire?  Does she have retirement assets?  What king of investors are they?  The list goes on.

If you’re nearing retirement and would like to discuss Social Security benefits and other financial planning issues, let us know.  What may be the best course of action for someone else may not be the right decision for you.  We can help you fit all the planning pieces together.

Questions and Answers
Q.   My daughter just got married, and my husband and I gave the newlyweds a check for $10,000.  Do we have to file a federal gift tax return?
A. No, you don’t.  You can give up to $12,000 each to as many individuals as you’d like in a year without having to file a gift tax return.  You also don’t have to file gift tax returns for gifts to your spouse (as long as he or she is a U.S. citizen), gifts to qualified charities, or payments you make directly to an educational institution to cover someone’s tuition or to a medical provider to cover someone’s medical bills.
Q.  My neighbor mentioned that he has umbrella insurance.  I’ve never heard of it.  Can you explain?
A.  Umbrella insurance, also called excess liability coverage, is an insurance policy that provides liability coverage above and beyond the limits of your homeowners and auto insurance.  It also covers lawyer fees and other legal expenses should you end up in court as the target of a lawsuit.  Umbrella coverage is not terribly expensive – and in today’s litigious society, it may be well worth the extra cost.
