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November 2008 Business Update

                                   News from Stampfli Associates

Dana Bement, CPA has been admitted as a shareholder of Stampfli Associates CPAs. Dana has been working for Stampfli Associates since 1999. Dana is available to assist with individual tax issues and small business planning and taxation. Congratulations Dana!

Tax update

To help jumpstart the slowing U.S. economy, Congress has passed two valuable business tax breaks in the Economic Stimulus Act of 2008. The new law nearly doubles the amount of deductible Code Sec.179 expensing for 2008 and also provides for bonus depreciation. The new law does not allow taxpayers to carry back net operating losses beyond the current limits. Many businesses lobbied hard for this treatment but Congress left it out. However, there is talk on Capitol Hill of a second stimulus bill, so there may be more business tax incentives later this year.  

Tax breaks for asset purchases

Increased section 179 limits.   Before the new law, a business could expense up to $128,000 of the cost of qualifying property in 2008. If the cost of qualified property placed in service during the year is more than $510,000, the ceiling for that business is reduced by the amount over the applicable limit. Under the new law, a business can expense up to $250,000 of the cost of qualifying property and the old $510,000 ceiling jumps to $800,000. These are some very generous changes. The property must be used more than 50 percent for business and must be newly purchased property. 

Bonus depreciation.  The other incentive is bonus depreciation. The new law provides qualifying taxpayers 50 percent first-year bonus depreciation of the adjusted basis of qualifying property. This provision is substantial, providing American businesses with an estimate $44 billion in additional deductions in 2008. 

To be eligible to claim bonus depreciation, property must be (1) eligible for the modified accelerated cost recovery system (MACRS) with a depreciation period of 20 years or less; (2) water utility property; (3) computer software (off-the-shelf); or (4) qualified leasehold property. The property generally must be purchased and placed in service during 2008. Original use of the property must begin with the taxpayer and must occur after December 31, 2007 and before January 1, 2009. There are exceptions for certain transportation property.  

The new law also increases the limitations on "luxury" auto depreciation. The first-year limit on depreciation for passenger automobiles placed in service in 2008 is $2,960 for passenger vehicles and $3,160 for vans and trucks. The new law increases this limit to $8,000 if bonus depreciation is claimed for a qualifying vehicle placed in service in 2008 (for a maximum first-year depreciation of no more than $10,960 for autos and $11,160 for vans or trucks). If the vehicle is not predominantly used for business in a subsequent year, then bonus depreciation must be recaptured.  

If you are thinking about a major asset purchase before year-end, give us a call. If the property qualifies, enhanced expensing and bonus depreciation really can make a difference in your tax savings. 
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Upcoming Changes is Credit Card Reporting

The $15.1 billion in tax relief provided in the recently-enacted Housing Assistance Tax Act of 2008 had to be paid for with an equal number of revenue raising measures under Congressional rules. Congress believes that it will be able to collect $9.5 billion of that price tag through a new system of credit/debit card information reporting. Congress's belief is that businesses do not report all retail sales in computing taxable income. The new law requires banks and other credit/debit card providers to report a merchant's annual gross payment card receipts directly to the IRS. The new reporting is required for sales and other transactions made on or after January 1, 2011. 

Domestic production deduction
 The Code Sec. 199 deduction for qualifying domestic production activities benefits a broad array of businesses, including construction, engineering, architecture, and farming. For 2008 and again for 2009, the deduction generally equals six percent of the lesser of (1) qualified production activities income for the tax year, or (2) taxable income that does not take the deduction into account for the tax year. However, the deduction cannot exceed 50 percent of W-2 wages allocable to domestic gross receipts. The deduction applies for both regular and alternative minimum tax (AMT) liability. Starting in 2010, the deduction jumps to nine percent. Maximizing this deduction over all three years of the 2008-2010 period requires an analysis of various computations and allocations.  

S-Corp Owners and Heath Insurance Premiums

A recently released IRS notice spells out the conditions for S-Corporation owners (>2% shareholders) to deduct health insurance premiums from taxable income.  In order for the owner to get tax-free treatment, the S-corporation must either pay the premiums directly or reimburse the shareholder for documented premium payments. The S corporation must include the payments in owner’s wages (Box 1 of the shareholder-employee's W-2). The amounts are not taxable for FICA or Medicare. The employee then reports the W-2 income on line 7 form 1040, and deducts the premiums on line 29 of form 1040. The net effect of these maneuvers is the same as if the insurance were never included in income in the first place. No self-employed health deduction will be allowed on the 1040 unless the amount is included in Box 1 of the W-2. If you have such premiums, make sure to let your payroll service know the amount so they can add them to the W-2s in their year-end processing. If you are an S corporation shareholder and you have been paying your own premiums, be sure you turn them in for reimbursement before December 31 so they are included on your W-2.

2008 Year -End Tax Planning

As you may gather from those opportunities and pitfalls outlined in this letter, virtually every business can benefit from a year-end tax plan. Please call our offices by early December if you have any questions or need assistance with year-end tax planning for your business.

IRS CIRCULAR 230 NOTICE:  Please be advised that, based on current IRS rules and standards, the advice contained herein is not intended to be used, nor can it be used, for the avoidance of any tax penalty that the IRS should assess related to this matter.  
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