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Tax Act Addresses Housing Issues
The Housing Assistance Tax Act of 2008, part of the larger housing bill enacted earlier this year in response to the mortgage crisis, contains several provisions that affect current homeowners and prospective homebuyers.
New Credit for First-time Buyers

Under the new law, first-time homebuyers may be eligible for a tax credit of $7,500 (or 10% of the home’s purchase price, if less).  The maximum credit is $3,750 for married individuals filing separately.  The credit is for qualified home purchases after April 8, 2008, and before July 1, 2009.
You don’t necessarily have to be buying a principal residence for the first time to qualify for the credit.  You are considered a first-time buyer if you and your spouse have not owned a principal residence for the three-year period prior to purchasing your new home.  Income limits also apply:  The credit phases out as modified adjusted gross income (AGI)  rises from $150,000 to $170,000 (joint filers) or from $75,000 to $95,000 (all other filers).

Unlike other tax credits, this one has a catch:  It must be paid back over 15 years, starting in the second tax year after the purchase.  (Special acceleration rules apply if the home is sold or no longer used as a principal residence before the payback period ends.)  In effect, the credit is an interest-free loan.
New Tax Deduction for Non-itemizers  
If you own a home and claim the standard deduction (rather than itemizing) on your income-tax return, there’s something for you, too.  For the 2008 tax year only, you may claim an additional standard deduction for state and local property taxes paid.  For joint filers, the maximum deduction is $1,000.  It’s $500 for all other eligible filers.

A Reduced Benefit for Some Sellers  
Not all the new law’s provisions favor taxpayers.  If you sell a home after 2008 that was not your principal residence for the entire time you owned it, you may lose the full benefit of the $250,000 ($500,000 on a joint return) capital gain exclusion.
The new tax act offers opportunities for some taxpayers – and headaches for others.  We can help in either case.
Bonus Timing
Payroll taxes can be a significant business expense.  FICA taxes alone add another 7.65% to gross payroll – 6.2% for Social Security tax and 1.45% for Medicare tax.  However, in 2008, only the first $102,000 of an employee’s wages are subject to the 6.2% Social Security portion of the tax.*  The 1.45% Medicare tax applies to an employee’s total wages.
Businesses that intend to pay year-end bonuses may be able to use these rules to their advantage.  The strategy:

(  Pay bonuses in 2008 to employees whose earnings have surpassed the Social Security wage base.
(  Shift bonus payments to early 2009 for employees whose earnings are unlikely to surpass the Social Security wage base in 2008 but may surpass it in 2009.
By carefully timing bonus payments in this manner, a company may be able to reduce its payroll tax expense.

*The Social Security wage base for 2009 had not yet been announced at press time.

A Look at SBA Loans  
The turbulence in the credit markets hasn’t made getting a small business loan any easier.  The U.S. Small Business Administration (SBA) administers three guaranteed loan programs that may be of interest to small businesses in need of capital.

Basic 7(a) Loan Guaranty
Most U.S. banks and some non-bank lenders participate in the 7(a) loan program.  Loans actually come from the commercial lender, not the government, and may be granted for most business purposes, including working capital and fixed-asset purchases.  The lending institution and the loan applicant negotiate the specific terms, subject to SBA requirements.

A 7(a) loan may not exceed $2 million.  Loans for the acquisition of land and buildings have a maximum maturity of 25 years, while loans for other fixed-asset purchases are limited to the assets’ useful life (no longer than 25 years).  For working capital loans, the maximum maturity is generally seven years.  Interest rates are pegged to the prime rate plus a specific increment that varies depending on the amount of the loan and its maturity.
CDC/504 Program
Designed to promote economic development, this program offers long-term (10 or 20 year) fixed rate financing for major fixed-asset projects, such as the purchase of land and buildings or improvements to existing facilities.  Funds also may be used to purchase machinery and equipment.  Usually, both a nonprofit Certified Development Company (CDC) and a private lender are involved, and the business must contribute at least 10% equity.

The loan limit for businesses meeting specified job creation criteria or a community development goal is $1.5 million.  Loans to businesses meeting specific public policy goals, such as the expansion of exports or rural development, may be as much as $2 million.  Eligible small manufacturers may borrow up to $4 million.  Interest rates are based on the current market rate for 5 or 10 year U.S. Treasuries plus a specified increment.

Micoloan Program
Microloans are offered by nonprofit community-based lenders that receive funding from the SBA.  A microloan may not exceed $35,000, and the maximum term is six years.  Interest rates are generally between 8% and 13%.  Borrowers receive business-based training and technical assistance. 

Keep IT Costs Under Control
When it comes to your information technology (IT) budget, more is not necessarily better.  Here are some suggestions for controlling – and perhaps reducing – your IT budget without sacrificing your capabilities.

Send IT out.  Instead of hiring a full or part time network manager or paying for help on an as-needed basis, consider outsourcing your network management needs.  You may find that professional IT services offer expert 24/7 support for the same amount – or less.  
Think Thin (as in clients).  If you’re due to replace employees’ personal computers (PCs), you may want to consider switching to think clients.  Basically, thin clients are computers that have minimal capabilities (and generally lower costs that PCs).  The clients are connected to a central server that houses your software applications, handles all the processing, and stores the data.  In addition to potential hardware savings, the client/server structure is more secure than using individual PCs. 

Cut the cord.  If you have employees working in remote locations or telecommuting, or you have a lot of inter-office calls, you may be able to reduce your telephone expenses by using VoIP (voice-over-Internet protocol) instead of traditional landline service.

Boost your bandwidth.  At one time, T1 lines were regarded as the best way for companies to secure fast and reliable Internet connections.  Today, you may be able to get more bandwidth for less money with a DSL, cable, or another type of connection.
Prove It!
If anything good can be said about losing money on an investment, it’s that a capital loss is potentially deductible (within limits).  But even that silver lining proved elusive for Stan, the taxpayer in a recent case.

Stan didn’t file his 2003 federal income-tax return on time.  In fact, he waited to file under after he’d received a notice of tax deficiency from the IRS.  The IRS had computed Stan’s tax liability using information about his income submitted by third-party payors.

Stan had his day in court, but the IRS won the dispute.  Why?  Stan had no proof regarding how much the shares cost.  And that meant the IRS was justified in its determination that the entire amount he’d received was a taxable capital gain.
Plan Loan Pitfalls
Thinking of borrowing some money from your retirement plan account?  Before you do it, make sure you’ve thought about the negatives as well as the positives.

Smooth Sailing 
Plan loans are an attractive borrowing option.  They are relatively simple to arrange, credit checks are not required, interest rates on plan loans can be lower than on other personal loans, and the interest goes into the borrower’s account.  Although the money in the plan has not been taxed, no tax is due on the loan amount.
A Surprise Storm
But there could be some surprises ahead.  If you have an outstanding loan balance and lose your job or leave for another employer, you’ll have to repay the loan immediately or within a certain period of time (the plan’s grace period).  If not repaid in full, the outstanding balance is treated as a plan distribution, which means federal income tax is due on the amount (and possibly state and local income taxes, too).  If you are younger than 59-1/2 years old, a 10% early withdrawal penalty also may apply.

Example.  Deanna, age 42, had $35,000 in her plan account and arranged to borrow $10,000.  Before she could make a payment, the company she worked for was sold and Deanna’s position eliminated.  Under the plan’s terms, the outstanding balance of the loan became immediately due and payable at the time Deanna’s employment was terminated.  She’d already used the money she borrowed and had no other resources to repay the loan.  As a result, Deanna owed income tax and a 10% penalty on the $10,000.

Caution
Some employees are being offered the option to borrow from their 401(k) accounts using a debit card.  As with any other plan loan, if the borrowed money is not repaid on time, income taxes and a possible 10% penalty will apply.  IN a recent alert, the government also warned debit card borrowers that some of the interest they pay will go to the card vendor and that additional fees could apply.

Client Line Items
Consumers can find an online fuel cost calculator for estimating the cost of driving cars with different fuel economy ratings at http://www.fueleconomy.gov.  
Electronic payment processors must begin reporting payments processed for online merchants to the IRS, starting in 2011.  This new tax law provision was included in the Housing Assistance Tax Act or 2008 as a revenue raiser.  An exception applies where a merchant’s dollar volume and number of transactions fall below certain limits.

The IRS has made revised instructions for the newly redesigned Form 990 available to tax-exempt organizations on its website.  The new 11 page form (along with any required schedules) must be used starting with the 2008 tax year.

While 34% of families responding to a recent survey conducted for Sallie Mae said they borrowed money to pay for college, another 39% said they paid college bills without borrowing.  Non-loan sources of college funding included the current income and savings of parents and students, gifts from relatives, scholarships, grants, and earnings from federal work-study programs.

Client Profile
Mike’s sandwich shop is doing so well that he’s thinking about opening several more shops in the next year or so.  He’s wondering if it would make sense to incorporate his business.  
Incorporating may or may not be a wise choice.  Two key issues Mike will want to consider carefully are the costs involved in setting up and maintaining a corporation and the tax ramifications.

Mike is contemplating incorporating for the liability protection it offers.  If the expansion doesn’t go well or he is faced with bankruptcy or a lawsuit, operating as a corporation could shield Mike’s personal assets from claims by his business creditors.  There is another form of business organization that provides liability protection that Mike may also want to look at:  the limited liability company.

From a tax standpoint, forming a regular corporation has a possible drawback.  Taxes could be imposed twice – once at the corporate level and again at the shareholder level.  Mike could avoid this problem by making an election to be taxed as an “S” corporation.  For federal tax purposes, corporate income, expenses, deductions, and credits are generally “passed through” to an S corporation’s shareholders.  So corporate income is taxed only once.  However, Mike should investigate possible drawbacks to choosing an S corporation before making his decision.

Deciding whether to incorporate – and which tax structure to choose – is complicated.  We would be happy to help you analyze the many business and tax issues involved.

Questions and Answers
Q.   My husband and I paid $400 to attend a charity fundraising dinner.  Is this expense tax deductible?
A. Since you received something of value, in this case the dinner, you likely will have to subtract its value from the $400 you contributed to arrive at the deductible amount.  (There is an exception for “insubstantial” benefits.)
Q.  Do personal service corporation pay income taxes at a higher rate than regular corporations?
A.  Most regular corporations pay tax on their income at graduated tax rates, which begin at 15%.  A qualified personal service corporation cannot use the graduated rate table – it pays tax at a flat 35% rate on all its taxable income.  A regular corporation does not lose the benefit of the graduated rates until its income exceeds $18,333,333.  Corporations whose activities consist of performing services in the fields of health, law, engineering, architecture, accounting, actuarial science, performing arts, or consulting are generally considered personal service corporations if substantially all of the corporate stock is held directly or indirectly by the individuals performing the services.
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