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Five Ways to Prepare for Tax Filings
Organize records for tax return benefits

N ow that the page has turmed on another calendar
year, the tax return season is fast approaching.
Although you may benefit from having your family’s
2009 returns prepared by an experienced professional,
you still must provide the records needed to complete
these filings. Logical organization of your records is a erit-
ical aspect of this process.

Here are five steps that can simplify things come tax
return time. Taking this approach may also help a profes-
sional tax return preparer pinpoint various tax-saving
opportunities on your personal returns.

I. Keep records of expenses that may be claimed as
itemized deductions. Use a spreadsheet or other ledger
for this purpose. The list of expenses includes real estate
and income taxes, charitable dona-

expenses should generally be handled separately due to
their extensive substantiation requirements. Note: A busi-
ness traveler must document the date, amount, business
purpose and other details about the expense (depending
on the nature of the expenditure). Also, receipts are
required for T&E expenses of $75 or more.

3. Coordinate financial statements. For instance, you
might use a color-coding system for circling check num-
bers and other transacrions that appear on statements.
Another possibility is to use the memo lines or other
spaces provided on checks or charge slips. Doing this pro-
vides a backup in the event you cannot locate income
and expense files or ledgers.

4. Observe any special tax law requirements. For in-
stance, the [RS recently imposed

tions, medical and dental expenses,
interest expenses, casualty and theft
losses, and miscellaneous expenses.
Note: If you use a vehicle for busi-
ness driving, it is important to main-
tain records of your trips in a con-
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records when they are needed. Consider keeping wvalu-
able documents in a fire-resistant strongbox. Also, you
might deposit check registers, credit card statements and
the like in a safe deposit box until you are ready to have
}’{)'I.lr Teturn PGCHrL‘d.

Mo matter what kind of recordkeeping system you use,
try to stay flexible. It may be necessary to adapt to

changes in your personal circumstances, such as buying a
home or getring a divorce.

How long should you keep vour records? The IRS can generally
go back up to three years to make adjustments, but this period
is extended to six years for a return omitting more than 25%
af your income. No limit exists if fraud is mvolved. Some ex-
perts recommend holding on to tax records for at least ten years.

Use Common Sense in Business Management

Helpful hints for the top echelon

S ome say that managing a business these
days is more difficult than ever.
Mevertheless, a litle common sense still
goes a long way in the business
world. Here are several basic precepts
that owners and managers can rely on
in the current economic climate:

#Remain open to constructive criti-
cism. Learn and grow from your mistakes
and the errors of others. Be prepared to
accept the role of being a leader, including tak-
ing responsihility for those working for you.

# Be sensible, but take calculated risks when the situa-
tion calls for it. Identify opportunities and act on them
h&‘.’fﬁre I'.I'I:E_|I windnw L'IU.‘!'L‘-.‘S.

# Remember that it is more about the team than it is
about you. Stressing teamwork creates an atmosphere
conducive to success.

¢ Maximize your workday. That may mean planning to
do more than you think you can accomplish in a day, get-
ting to work a little earlier than usual and leaving late,
and taking better advantage of downtime. But do not
emphasize quantity over quality.

¢ Develop a schedule for each day and stick to it. Use all
the electronic tools at your disposal to help you do your

Do you have any questions or comments

about Client Information Bulletin or

vour individual situation? Please do
not hesitate to contact our office.

* We would be glad to serve you
in any way we can.

job bertter and faster. Set priorities and
meet them befare day’s end.

 #Focus your attention on the most
¢ important matters. Do not be dis-
- tracred by petty rivalries or imagined
~ slights. When possible, avoid being
© bogged down in “office politics.”

¢ Get the most you can out of meetings.
Take the feedback you receive and act on
it. Don't automatically dismiss the opinions of
those in lowet positions.

 [dentify those activities that steal valuable time from
your busy schedule. Try to eliminate them or at least
reduce their impact on your regular routine. Learn to say
“no” to unreasonable demands on your time.

¢ Be puncrual. Do not keep people waiting for appoint-
ments and meetings. Respond to e-mail correspondence
within a reasonable time period.

¢ When the situarion calls for it, lead by example. There
will be times when you will need to roll up your sleeves
and pitch in. Place value on every job being performed in
the workplace.

# Provide instruction instead of simply ordering people
around. You will find that this method produces better
results and may accomplish your objectives.

¢ Include other staff members in your plans. Let them
know what you are doing, why you are doing it and how
they can contribute to the efforts.

4 Delegate. Time management is essential. You cannot
be expected to do every job, no matter how much you
would like to. Show trust in workers who have earned it.

Berter business management is an art, not a science. Those
who exhibit common sense are more likely to be successful.
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The DB(k) Plan Makes lts Debut

Introducing new hybrid retirement plan

re you ready for a new type of retirement plan?

The defined benefit 401(k) plan—or DB(k), for
short—will finally be available in 2010. This hybrid plan
was initially authorized by the Pension Protection Act
of 2006.

Background: Defined benefit plans, like traditional pen-
sion plans, have declined in popularity among business
owners in recent vears, primarily because the plans are
completely funded by the employer. Annual contribu-
tions based on actuarial computations involving years of
service and salary are set aside for employees. For 2010,
the contriburions cannot fund an annual retirement ben-

efit exceeding $195,000 (see box below for retirement
plan limits for 2009 and 2010).

Conversely, 401(k) plans have gained in popularity as
employers seek to shift some of the funding burden to
employees. For 2010, an employee can elect to defer up
to $16,500 of salary to his or her account (plus an extra
$5,500 if age 50 or older). The employer may provide
matching contributions up to a specified limit (e.g., 3%
of the employee's salary).

Both plans must meet nondiscrimination requirements
to avoid favoring highly compensated employees
{HCEs), but the testing rules for 401(k) plans are espe-
cially tough. Several “safe harbor” rules have been imple-
mented to ease some of the burden. In addition, the plan
may feature automatic enrollment to encourage a higher
participation level by non-HCEs,

New developments: Now cer-
tain aspects of the plans are
combined in the DB(k). Start-
ing in 2010, the DB(k} is avail-
able to employers with at least
two employees and no more
than 500 emplovees.

The DB(k) typically combines

a defined benefit plan hased on final average pay with a
safe harbor 401(k). The plan must provide a defined ben-
efit equal to 1% of the final average pay times years of
service, up to a maximum of 20% of final pay.

The 401(k) part of the plan requires automatic enroll-
ment, with an employee deferral equal to 4% of compen-
sation. Matching contributions for HCEs cannot exceed
the matching contribution rate for non-HCEs. The basic
matching contribution is 50% on up to 4% of pay.
Employees are immediately vested in their 401(k)
dccounts.

If these requirements are met, your company has to file
just one document for the plan. Also, the IRS will re-
quire only one annual report, and you do not have to
endure the strenuous testing procedures for 401(k}s.

Final words: It is expected that the DE(k} will appeal o pro-
fessional corporations and partnerships, such as medical and
legal practices, as well as other small-business operations.
Consult with your professional advisers.

Retirement Plan Limits Hold for 2010

The IRS has announced the annual cost-of-living adjustments for certain retirement-plan thresholds. Due to the
relatively low inflation rate, the limits for 2010 remain the same as they were in 2009.
Plan provision G 2010 limit
Maximum annual dollar benefir for a defined benefir plan $195,000 |
Maximum dollar limit on additions to a defined contributicn ph 549,000
Maximum amount of compensation taken into account for qualified retirement plans B $245,000
Dollar limit for definition of “key employee” in mph_q@ggﬁtcmcn[ plan o $160,000
Diollar limit for definition of “highly compensated (m&ﬂﬁiftc" in gualified plan ) $110,000
Dollar limit for elective deferrals to a 401(k) plan: = S 316,500
Dollar limit for contributions to a Javings Incmmé Match Plan for Employees I{blMPl E} 311,500
Dollar limit for elective deferrals to de "__“: i ﬁmnpensarmn plans of state and local

governments and tax-exempt Dtgam $16,500
Dollar limit for catch-up u:nrnhuuwtﬁ a SIMPLE $2,500
Dollar limit for catch-up contributions ro.a 401(k), 457, 403(b) and Simplified Employee Pension (SEF) $5,500

4
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Two Key Tax Changes in New Law
Summary of new tax incentives and extensions

he new Worker, Hnmcnwm:rship, and Business As-

sistance Act was rushed through Congress and signed
into law on November 6, 2009, Here is a brief summary
of two key tax changes in the new legislation.

First-time homebuyer credit: The credit, which was

revised by the economic stimulus law, was scheduled
to expire on December 1, 2009, It was equal to the lesser
of $8,000 or 10% of the home’s purchase price. A “first-
time homebuyer” was defined as an individual who has
not owned a principal residence for the three years prior
to the purchase.

Previously, the credit began to phase out if your modified
adjusted gross income {MAGI) exceeded $150,000 for
joint filers and $75,000 for single filers. Also, you had to
recapture the credit if you stopped using the home as
your principal residence.

Under the new law, you may claim the credit for home
purchases made before May 1, 2010 (July 1, 2010, if a
binding contract is in place on May 1, 2010). In addi-
tion, the credit begins to phase out ar $225,000 of MAGI
for joint filers and $125,000 for single filers. The credit
can be elected on the tax return for the year prior to the
year of the purchase.

Furthermore, the credit is now available to taxpayers
other than first-time homebuyers for purchases after
November 6, 2009. If you have owned and used your

Facts and Figures
Timely points of particular interest

™ Say “Yes” to the Dress?—A businessperson can deduct
the cost of special clothing used to perform the job or
needed for safety. But deductions are not permitted if
the clothing is suitable for everyday wear. In a new
Case, 4 concert pi':il'lt.*,.t pu]'c.h:;ibﬁd gf}wnﬁ-, [:]TES&.ES and
accessories to wear at her concerts. Although she did
not wear any of the items outside of the venues where
she performed, others might. Therefore, the district
court in New York disallowed deductions for the irems.

home as your principal residence
for any five consecutive years during the previous eight
veats, the maximum credit is $6,500.

Caution: No credit is allowed for post-November 6, 2009,
purchases on a home costing more than $800,000. Also,
the prior recapture rule continues to apply.

MNet operating losses: Normally, a business can carry
back a net operating loss (NOL) for two years and
then forward for up to 20 years. The economic stimulus
law allowed a small business with gross receipts of

$15 million or less to carry back NOLs for three, four or
five years in tax years beginning or ending in 2008.

Under the new law, a business can carry back losses for
up to five years, regardless of its size. This option is avail-
able for NOLs incurred in either 2008 or 2009 but not
both years (unless an eligible small business elected to
carry back a 2008 loss under the prior tules).

The new law also limits the carryback to the fifth year to
50% of the available taxable income for the year. Any
remaining NOL may be used to offset taxable income in
the remaining four carryback years without any restric-
tion. Note: The new NOL election must be made by the
tax return due date {plus extensions) for the last tax year,
beginning in 2009. This election is irrevocable.

Consult with a professional tax adviser concerning the impact
aof the new law on your situation.

™Roth IRA Limits—In 2010, a traditional IRA owner
can convert to a Roth [RA, even if his or her AGI
exceeds $100,000. But remember that limits on contri-
butions to Roth IR As will continue to apply. For 2009,
contributions are not available to joint filers who have
an AGI of $176,000 or more; $120,000 for single filers.
If you qualify, you have unril April 15, 2010, to make a
maximum Roth IRA contribution of up to $5,000 for
the 2009 tax year ($6,000 if vou're age 50 ar older).

This mewsletter is published for our clignts, friends and prodessional associates. It ks designed to provide accurate and authoritative information with respect to the
sulyect matter covered. It is distributed with the enderstanding that the publisher is not engaged in rendering accounting, legal or other professional services.
Before any action iz taken based upon this information, it is essential that competent, individual, professional advice be obtained. In accordance with IRS Circular
230 any tax advice contained in the body of this material was nat intended or written to be used, and cannot be used, by the recipient for the purpose of 1) avoiding
penalties that may be imposed under the Internal Revenue Code or applicable state or local tax law provisions, or 2) promaoting, marketing or recommending to

anodher party any transaction or matter addressed herein, @ 2010
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records when they are needed. Consider keeping wvalu-
able documents in a fire-resistant strongbox. Also, you
might deposit check registers, credit card statements and
the like in a safe deposit box until you are ready to have
}’{)'I.lr Teturn PGCHrL‘d.

Mo matter what kind of recordkeeping system you use,
try to stay flexible. It may be necessary to adapt to

changes in your personal circumstances, such as buying a
home or getring a divorce.

How long should you keep vour records? The IRS can generally
go back up to three years to make adjustments, but this period
is extended to six years for a return omitting more than 25%
af your income. No limit exists if fraud is mvolved. Some ex-
perts recommend holding on to tax records for at least ten years.

Use Common Sense in Business Management

Helpful hints for the top echelon

S ome say that managing a business these
days is more difficult than ever.
Mevertheless, a litle common sense still
goes a long way in the business
world. Here are several basic precepts
that owners and managers can rely on
in the current economic climate:

#Remain open to constructive criti-
cism. Learn and grow from your mistakes
and the errors of others. Be prepared to
accept the role of being a leader, including tak-
ing responsihility for those working for you.

# Be sensible, but take calculated risks when the situa-
tion calls for it. Identify opportunities and act on them
h&‘.’fﬁre I'.I'I:E_|I windnw L'IU.‘!'L‘-.‘S.

# Remember that it is more about the team than it is
about you. Stressing teamwork creates an atmosphere
conducive to success.

¢ Maximize your workday. That may mean planning to
do more than you think you can accomplish in a day, get-
ting to work a little earlier than usual and leaving late,
and taking better advantage of downtime. But do not
emphasize quantity over quality.

¢ Develop a schedule for each day and stick to it. Use all
the electronic tools at your disposal to help you do your

Do you have any questions or comments

about Client Information Bulletin or

vour individual situation? Please do
not hesitate to contact our office.

* We would be glad to serve you
in any way we can.

job bertter and faster. Set priorities and
meet them befare day’s end.

 #Focus your attention on the most
¢ important matters. Do not be dis-
- tracred by petty rivalries or imagined
~ slights. When possible, avoid being
© bogged down in “office politics.”

¢ Get the most you can out of meetings.
Take the feedback you receive and act on
it. Don't automatically dismiss the opinions of
those in lowet positions.

 [dentify those activities that steal valuable time from
your busy schedule. Try to eliminate them or at least
reduce their impact on your regular routine. Learn to say
“no” to unreasonable demands on your time.

¢ Be puncrual. Do not keep people waiting for appoint-
ments and meetings. Respond to e-mail correspondence
within a reasonable time period.

¢ When the situarion calls for it, lead by example. There
will be times when you will need to roll up your sleeves
and pitch in. Place value on every job being performed in
the workplace.

# Provide instruction instead of simply ordering people
around. You will find that this method produces better
results and may accomplish your objectives.

¢ Include other staff members in your plans. Let them
know what you are doing, why you are doing it and how
they can contribute to the efforts.

4 Delegate. Time management is essential. You cannot
be expected to do every job, no matter how much you
would like to. Show trust in workers who have earned it.

Berter business management is an art, not a science. Those
who exhibit common sense are more likely to be successful.
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The DB(k) Plan Makes lts Debut

Introducing new hybrid retirement plan

re you ready for a new type of retirement plan?

The defined benefit 401(k) plan—or DB(k), for
short—will finally be available in 2010. This hybrid plan
was initially authorized by the Pension Protection Act
of 2006.

Background: Defined benefit plans, like traditional pen-
sion plans, have declined in popularity among business
owners in recent vears, primarily because the plans are
completely funded by the employer. Annual contribu-
tions based on actuarial computations involving years of
service and salary are set aside for employees. For 2010,
the contriburions cannot fund an annual retirement ben-

efit exceeding $195,000 (see box below for retirement
plan limits for 2009 and 2010).

Conversely, 401(k) plans have gained in popularity as
employers seek to shift some of the funding burden to
employees. For 2010, an employee can elect to defer up
to $16,500 of salary to his or her account (plus an extra
$5,500 if age 50 or older). The employer may provide
matching contributions up to a specified limit (e.g., 3%
of the employee's salary).

Both plans must meet nondiscrimination requirements
to avoid favoring highly compensated employees
{HCEs), but the testing rules for 401(k) plans are espe-
cially tough. Several “safe harbor” rules have been imple-
mented to ease some of the burden. In addition, the plan
may feature automatic enrollment to encourage a higher
participation level by non-HCEs,

New developments: Now cer-
tain aspects of the plans are
combined in the DB(k). Start-
ing in 2010, the DB(k} is avail-
able to employers with at least
two employees and no more
than 500 emplovees.

The DB(k) typically combines

a defined benefit plan hased on final average pay with a
safe harbor 401(k). The plan must provide a defined ben-
efit equal to 1% of the final average pay times years of
service, up to a maximum of 20% of final pay.

The 401(k) part of the plan requires automatic enroll-
ment, with an employee deferral equal to 4% of compen-
sation. Matching contributions for HCEs cannot exceed
the matching contribution rate for non-HCEs. The basic
matching contribution is 50% on up to 4% of pay.
Employees are immediately vested in their 401(k)
dccounts.

If these requirements are met, your company has to file
just one document for the plan. Also, the IRS will re-
quire only one annual report, and you do not have to
endure the strenuous testing procedures for 401(k}s.

Final words: It is expected that the DE(k} will appeal o pro-
fessional corporations and partnerships, such as medical and
legal practices, as well as other small-business operations.
Consult with your professional advisers.

Retirement Plan Limits Hold for 2010

The IRS has announced the annual cost-of-living adjustments for certain retirement-plan thresholds. Due to the
relatively low inflation rate, the limits for 2010 remain the same as they were in 2009.
Plan provision G 2010 limit
Maximum annual dollar benefir for a defined benefir plan $195,000 |
Maximum dollar limit on additions to a defined contributicn ph 549,000
Maximum amount of compensation taken into account for qualified retirement plans B $245,000
Dollar limit for definition of “key employee” in mph_q@ggﬁtcmcn[ plan o $160,000
Diollar limit for definition of “highly compensated (m&ﬂﬁiftc" in gualified plan ) $110,000
Dollar limit for elective deferrals to a 401(k) plan: = S 316,500
Dollar limit for contributions to a Javings Incmmé Match Plan for Employees I{blMPl E} 311,500
Dollar limit for elective deferrals to de "__“: i ﬁmnpensarmn plans of state and local

governments and tax-exempt Dtgam $16,500
Dollar limit for catch-up u:nrnhuuwtﬁ a SIMPLE $2,500
Dollar limit for catch-up contributions ro.a 401(k), 457, 403(b) and Simplified Employee Pension (SEF) $5,500
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Two Key Tax Changes in New Law
Summary of new tax incentives and extensions

he new Worker, Hnmcnwm:rship, and Business As-

sistance Act was rushed through Congress and signed
into law on November 6, 2009, Here is a brief summary
of two key tax changes in the new legislation.

First-time homebuyer credit: The credit, which was

revised by the economic stimulus law, was scheduled
to expire on December 1, 2009, It was equal to the lesser
of $8,000 or 10% of the home’s purchase price. A “first-
time homebuyer” was defined as an individual who has
not owned a principal residence for the three years prior
to the purchase.

Previously, the credit began to phase out if your modified
adjusted gross income {MAGI) exceeded $150,000 for
joint filers and $75,000 for single filers. Also, you had to
recapture the credit if you stopped using the home as
your principal residence.

Under the new law, you may claim the credit for home
purchases made before May 1, 2010 (July 1, 2010, if a
binding contract is in place on May 1, 2010). In addi-
tion, the credit begins to phase out ar $225,000 of MAGI
for joint filers and $125,000 for single filers. The credit
can be elected on the tax return for the year prior to the
year of the purchase.

Furthermore, the credit is now available to taxpayers
other than first-time homebuyers for purchases after
November 6, 2009. If you have owned and used your

Facts and Figures
Timely points of particular interest

™ Say “Yes” to the Dress?—A businessperson can deduct
the cost of special clothing used to perform the job or
needed for safety. But deductions are not permitted if
the clothing is suitable for everyday wear. In a new
Case, 4 concert pi':il'lt.*,.t pu]'c.h:;ibﬁd gf}wnﬁ-, [:]TES&.ES and
accessories to wear at her concerts. Although she did
not wear any of the items outside of the venues where
she performed, others might. Therefore, the district
court in New York disallowed deductions for the irems.

home as your principal residence
for any five consecutive years during the previous eight
veats, the maximum credit is $6,500.

Caution: No credit is allowed for post-November 6, 2009,
purchases on a home costing more than $800,000. Also,
the prior recapture rule continues to apply.

MNet operating losses: Normally, a business can carry
back a net operating loss (NOL) for two years and
then forward for up to 20 years. The economic stimulus
law allowed a small business with gross receipts of

$15 million or less to carry back NOLs for three, four or
five years in tax years beginning or ending in 2008.

Under the new law, a business can carry back losses for
up to five years, regardless of its size. This option is avail-
able for NOLs incurred in either 2008 or 2009 but not
both years (unless an eligible small business elected to
carry back a 2008 loss under the prior tules).

The new law also limits the carryback to the fifth year to
50% of the available taxable income for the year. Any
remaining NOL may be used to offset taxable income in
the remaining four carryback years without any restric-
tion. Note: The new NOL election must be made by the
tax return due date {plus extensions) for the last tax year,
beginning in 2009. This election is irrevocable.

Consult with a professional tax adviser concerning the impact
aof the new law on your situation.

™Roth IRA Limits—In 2010, a traditional IRA owner
can convert to a Roth [RA, even if his or her AGI
exceeds $100,000. But remember that limits on contri-
butions to Roth IR As will continue to apply. For 2009,
contributions are not available to joint filers who have
an AGI of $176,000 or more; $120,000 for single filers.
If you qualify, you have unril April 15, 2010, to make a
maximum Roth IRA contribution of up to $5,000 for
the 2009 tax year ($6,000 if vou're age 50 ar older).

This mewsletter is published for our clignts, friends and prodessional associates. It ks designed to provide accurate and authoritative information with respect to the
sulyect matter covered. It is distributed with the enderstanding that the publisher is not engaged in rendering accounting, legal or other professional services.
Before any action iz taken based upon this information, it is essential that competent, individual, professional advice be obtained. In accordance with IRS Circular
230 any tax advice contained in the body of this material was nat intended or written to be used, and cannot be used, by the recipient for the purpose of 1) avoiding
penalties that may be imposed under the Internal Revenue Code or applicable state or local tax law provisions, or 2) promaoting, marketing or recommending to

anodher party any transaction or matter addressed herein, @ 2010
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