YEAR-END INCOME TAX PLANNING

FOR CORPORATIONS AND BUSINESSES

NEW TAX BENEFITSAVAILABLE FOR 2001/2002

INTERNATIONAL TAX ASSOCIATES
A Division of Colombik & Associates, Inc.
1111 Plaza Drive, Suite 430
Schaumburg, IL 60173
(888) TAXX-911




YEAR-END INCOME TAX PLANNING

FOR CORPORATIONS AND BUSINESSES

INTRODUCTION

Each year we work with our corporate and business clients to maximize tax savings through year-end
planning. Traditionaly, year-end tax planning includes taking steps to make sure your businessincomeis
taxed at the lowest possible rate, and to postpone the payment of taxes by deferring taxable income or
accelerating deductions. Over the past severd years, Congress has enacted tax legidation designed
primarily to give new tax breeks to individuas. However, the legidation dso provides severa new tax
breaks to corporate and business taxpayers. Therefore, 2000 may offer an opportunity to arrange your
transactions to take advantage of recent tax legidation. The planning consderationsincluded in this|etter
are divided into three sections:

Planning Ideas For C Corporations

Planning For S Corporations
Generd Business Planning

WILL CONGRESSPASSA LAST-MINUTE TAX BILL

As we go to press with this letter, Congressis dill consdering passage of the “Taxpayer Relief Act of
2000.” If passed, thistax bill would increase sgnificantly theamount you could contributeto IRAS, 401(k)
plans, and most employer-sponsored retirement plans. Most of these changes would be phased in
beginning in 2001. This bill aso contains tax rdief for busnesses, including: increased deductions for
equipment, and hedth insurance premiums; relief for instalment sales by accrua method businesses and
amdl businesses using the accrud method of accounting; and many other miscellaneous pro-taxpayer
provisons. If you think any of these proposa's could impact your year-end tax planning — please call our
office and we will be glad to give you a status report.

NOTE! Thisletter containsideas for Federd Income Tax Planning only, state income tax issues are not
addressed. We suggest that you call our firm before implementing any tax planning technique
discussed in thisletter or if you need more infor mation.

TABLE OF CONTENTS

Wehaveincluded a Table of Contentswith this|etter that will help you locateitems of interest quickly. The
Table of Contents begins on the next page.
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PLANNING IDEAS FOR C CORPORATIONS

Y ear-End Planning With Corporate Tax Rates. Your regular (non-“S’) corporation may be ableto
shift income between 2000 and 2001 and save taxes by taking advantage of the progressive corporate tax
rates. For example, corporate income between $100,000 and $335,000 is taxed at 39%, while income
between $50,000 and $75,000 istaxed at only 25%. |f, for instance, your corporation expects $50,000 of
incomein 2000 and $125,000 in 2001, your company could save taxes of $3,500 by accelerating $25,000
of 2001 income into 2000 (i.e., $25,000 X 14%). On the other hand, if your corporation is expecting
lower tax ratesin 2001 than in 2000, deferring income into 2001 will not only save overdl taxes but would
defer taxesaswell. Planning Alert! Please call us before accelerating income from 2001 into 2000 so
that we can help you evaluate other consderations such as the time vaue of money.

Y ear-End Planning For Personal Service Corporations. If you own aregular (non-“S’) persona
service corporation (“PSC”), al income retained in that corporation is taxed at aflat rate of 35%. Your
corporationisaPSCif itsbusnessis primarily in the areas of hedlth, law, accounting, engineering, actuarid
sciences, performing arts, or consulting. Furthermore, in order to be classified asaPSC, substantidly dl of
your corporation’s slock must be held by employees who are performing those services.

Tax Tip. You should leave as little income as passible in your corporation in order to avoid the flat
corporatetax rate of 35%. Y ou can accomplish thisby paying reasonable salariesand compensation to
the stockhol der/employees by year-end.

Planning Alert! If your PSC hasatax year other than the calendar year, you should, generdly, pay
the owners a proportionate part of last year' s payments by December 31, 2000, in order to avoid the
35% corporate tax.

Avoiding Per sonal Holding Company Status. 1f morethan 50% of your regular (non-“S’) corporation
is owned by five or fewer individuas during the last haf of 2000, it could be classfied as a “ persona
holding company” if 60% or more of itsadjusted ordinary grossincomeisfrominterest, dividends, specified
levels of rents, roydties, or income from certain persona service contracts. A persona holding company
pays an additional tax of 39.6% (in addition to the regular corporate tax) on its persona holding company
(PHC) income.

Planning Alert! If you think that your closaly-held regular corporation isin danger of having 60% or
more of its 2000 income from interest, dividends, rents, roydlties, etc., please call usbeforeyear end.
We may be able to help you avoid this 39.6% additiond tax by accelerating business income into
2000, or deferring your PHC income into 2001.

Avoiding The Accumulated Earnings Tax. If your regular corporation has accumulated earnings
exceeding its reasonabl e business needs, it could be subject to acorporate accumulated earnings pendty tax
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of 39.6%, in addition to the regular corporate tax. Y our corporation can generally accumulate $250,000
($150,000 for persona service corporations) of income before this pendty tax is triggered.

Tax Tip. Your corporation can accumulate an unlimited amount of earnings to the extent it can
establish a reasonable business need for the accumulation. This can include reasonable income
accumulations for: bona fide business expanson, replacement of plant buildings and equipment,
acquigition of another business enterprise through purchase of stock or assets, retirement of bonafide
business debt, maintaining necessary working capital for business needs, and others.

Planning Alert! Proper documentation is vitd to defeating an IRS assessment of the accumulated
earningstax. If your regular corporation is accumulating earnings this year, be sure to document the
business reasons for the accumul ations through corporate minutes, memoranda, business studies, etc.
Y our documentation should occur contemporaneoudy with the accumul ation.

Make Sure Your Corporation Pays Sufficient Estimated Tax. If your regular corporation had less
than onemillion dollars of taxable income for each of the past threetax years, it will beclassfied asa“smadl
corporation” and may baseits quarterly estimated tax payment on 100% of its“prior” year tax liability. If
your corporation is not a “smal corporation,” it must generdly base its quarterly estimated tax payment
(after the firgt ingtalment) on 100% of its“current” year tax lidbility, or 100% of its annuaized tax lidbility.

Planning Alert! If your “small corporation” paid no income tax ligbility in the prior tax year (eg., it
incurred a tax loss for the prior year or was not in existence last year), it must pay 100% of the
“current” year tax or 100% of the annudized tax to avoid an estimated tax underpayment pendlty.

Tax Tip. If your “small corporation” anticipates showing asmdl tax lossin 2000, you may want to
accd erate enough income (or defer enough expenses) to generate asmdl income tax liability in 2000.
Thiswill preserve your “smdl corporation’s’ ability to usethe®100% of last year’ stax” safe harbor in
2001. If the corporation expects taxable income of more than $1,000,000 for thefirgt timein 2000,
you may defer income or accel erate deductionsto ensure that your corporation’ s 2000 taxableincome
does not exceed one million dollars, so that it maintainsits “small corporation” status for 2001.

Be Sure To Properly Document Loans To Shareholders. If you borrow from your closdy-held
corporation, you should make surethat thereisawritten agreement to repay your loan, afair interest rateis
charged, and theloan isauthorized by acorporate resolution. Without adequate interest, the IRS may trest
your loans as condructive distributions which could result in dividend trestment.

Planning Alert! A corporation should charge interest at least equd to the applicable federd rate on
loans to more than 5% shareholders. Otherwise, subject to certain exceptions, the IRS will impute
interest and the imputed interest will result in dividend trestment if the corporation has earnings and
profits.
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Document Uncollectible Debts. If you have previoudy loaned money to your corporation and the
corporation cannot repay the loan, you may be entitled to abad debt deduction. To take that deductionin
2000, you must establish that you began effortsto collect the debt well before December 31, 2000, in order
to establish the debt’ s worthlessness in 2000.

Tax Tip. Generdly, ashareholder’s bad debt from the corporation is treated as a short-term capital
loss (i.e., deductible up to the shareholder’ s capitd gains plus $3,000). However, if you can establish
that the primary purposefor loaning thefundsto your corporation wasto preserve your employment by
the corporation, you may be entitled to a deductible “ business bad debt” and avoid the limitationson
capitd losses. The IRS typicaly requires sgnificant evidence to satisfy this requirement, and proper
documentation establishing abusiness bad debt iscriticd. Also, an employee business bad debt could
have adverse dternative minimum tax (AMT) consequences.

Charitable Contribution Planning. If your regular corporation usesthe accrua method for tax purposes,
it can deduct an accrued charitable contribution if the contribution isauthorized by the company’ s Board of
Directors by year-end, and paid on or before the 15th day of the third month after that year-end (e.g.,
3/15/2001 for December 31, 2000 year-ends). Your corporation should have a “Board of Directors
Charitable Contribution Resolution” on its year-end tax planning checklis.

Remember, aregular corporation’ s charitable contributions cannot exceed 10% of itstaxableincome (after
certain adjustments). Furthermore, contributions in excess of the 10% cap cannot be carried back to
previous years, but may be carried forward for up to five years.

Tax Tip. If youown aclosdy-held regular corporation, it may be more beneficia for you to makethe
charitable contribution individually, rather than your corporation making a contribution in excess of the
10% corporate limitation.

Planning Alert! Don't forget, dl taxpayers (including corporations) making charitable contributions of
$250 or more must receive awritten acknowledgment by the due date of the corporation’ s return, or
by the date the corporate return isfiled, if filed beforethe due date. Thiswritten receipt must describe
the amount of money and a description of any property contributed, and the value and description of
any services provided to the corporation by the charity. If you own a pass-through entity (S corp,
partnership, LL C) which contributes $250 or more, the entity (not the owners) must obtain thisreceipt.

AMT Rédlief For Small Corporations. If youowna“qudified smadl corporation”, it isexempt fromthe
dternative minimum tax (AMT). Your regular (non-“S’) corporation qudifies for thisexemption if: (1) it
had average gross receipts of $5 million or less for 1994, 1995, and 1996, and (2) it has average gross
receipts of $7.5 million or lessfor subsequent years. If acorporation’ sfirst year of existenceisafter 1997,
the corporation is exempt from AMT for that first year regardless of the amount of its gross receipts. If
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your corporation is exempt in 2000 because of the $5,000,000 rule, it will qualify in 2001 if its average
gross receipts for the 3-year period from 1998 through 2000 is $7.5 million or less.

Tax Tip! If your corporation meets the $5,000,000 exemption in 2000, it should consider deferring
income to 2001, if needed, to keep average gross receipts from ‘98 through 2000 at alevel of $7.5
million or less. Thiswill preservethe AMT exemption for 2001.

AMT Depreciation! Asaresult of recent legidation, dl taxpayerswill usethe“same depreciaionlife’ for
both regular tax and dternative minimum tax purposes, for property first placed in service after
December 31, 1998. Planning! If your corporation is subject to AMT, you may wish to use 150%
declining ba ance depreciation rather than 200% declining baance depreci ation for machinery, equipment,
efc. to prevent an dternative minimum tax adjustment for these assetsfirst placed in service after 1998.

UseYour Corporation’sCapital LossCarryback. Regular (non“S”) corporationscan generdly carry
back capital losses for 3 years, and forward for 5 years. Planning Alert! If your corporation had net
capita gainsin 1997, thisyear will be the last year you can redize corporate capitd lossesto recover the
tax paid on the 1997 gains.

Recent Court Cases Suggest That " Goodwill" MayBeA Stockholder Asset. If youareplanningto
sl your regular "C" corporation and the assets have a vaue greeter than the tax basis, the buyer will

probably want to buy the "assets’ of the corporation, instead of buying your stock. It isquite common for
the mogt highly-appreciated corporate asset to be going concern value or "goodwill.” This means that if
your corporation sellsits goodwill dong with its other assets, the gain on the goodwill will be taxed first to
the corporation, and then will be taxed a second time when you distribute the sales proceeds to the
stockholders. From the seller'stax standpoint, selling corporate assets of aregular corporationisextremey
codly.

Tax Tip! Severd recent cases suggest thet, in certain Stuations, the goodwill of acorporate business
operation may in fact be owned by the individua stockholder. These cases suggest that it may be
possible (given the appropriate facts) to exclude gain on goodwill from corporate taxation, if the
corporate assets are sold or the corporation is dissolved.

Planning Alert! Thisisan extremey hot tax issuefor the RS, and will probably be scrutinized closdly
if examined. If you are congdering sdlling your corporate business, converting to "S' datus, or
dissolving your corporation--and you think this new case law may apply to your corporation--please
cdl our office. We will be glad to hdp evaduate this potentidly vauable (but tricky) tax planning

opportunity.

PLANNING FOR SCORPORATIONS
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Check Your Stock And Debt Basis Before Year End. If your S corporation is anticipating ataxable
loss this year, you should contact us as soon as possible. These losses will not be deductible on your
persond return unless you have adequate “basis’ in your S corporation Y ou will have basisto the extent
of theamounts paid for your stock (adjusted for net pass-through items and ditributions) plus any amounts
you have persondly loaned to your S corporation. If you merely guarantee an outsdeloan madeto your S
corporation, thiswill not give you basis for |0ss pass-through purposes.

Tax Tip. It may be possible to restructure an outside loan to your corporation in away that will give
you adequate bass. However, this restructuring must occur before the end of the tax year.

Planning Alert! The courtsare becoming increasingly strict on restructuring loansto an S corporation.
Please do not attempt to restructure your loans without contacting usfird. Also, if you financelosses
of an S corporation with loans from other corporations controlled by you, or if you borrow from
another shareholder, the IRS may take the position that arestructuring of theseloans does not giveyou
basis. Itisbest not to finance S operationswith fundsloaned directly from related corporationsor from
other shareholders.

Monitor Excess |nvestment Income. If your Scorporation hasearningsand profitsfrom yearswheniit
was aregular C corporation, and more than 25% of its gross recel pts are from passive investment income
(eg., interest, dividends, and certain royalties and rents), your S corporation may be subject to a 35%
corporatetax. Furthermore, your corporation’s Selection will automatically terminateif it issubject to this
tax for three consecutive years.

Tax Tip! It may be possble to avoid this problem by eecting to distribute your S corporation’s
earnings and profitsto its shareholders as a taxable dividend by year-end. Pleasecdl our officeif you
think your S corporation may have this problem.

Minimizing FICA Taxes To Stockholder/Employees. The combined employer and employee FICA
tax rateis 15.3% on al of your wages up to $76,200 for 2000 ($80,400 for 2001). The combined rate
dropsto 2.9% for al wages in excess of $76,200 ($80,400 for 2001).

Tax Tip. If you are a stockholder/employee of an S corporation, you should take no more than a
“reasonable sdary” from your corporation to minimize your FICA tax. Other income that passes
through to you as a shareholder of your S corporation is not subject to FICA tax.

Planning Alert! Determining “reasonable salaries’ for S corporation stockholder/femployeesisahot
audit issuefor the IRS. Be very careful in setting compensation levels. Also, minimizing your FICA
tax could also reduce your socid security benefits when you retire.

Don’t Forget Recent Changes|n S Corporation Rules. Tax legidation enacted over the past severd

years has changed many of the S corporation tax rules to make them more taxpayer friendly. Asaresult,
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more corporations can qualify under subchapter S, and existing S corporations may be able to engagein
transactionsthat were previoudy unavailable. Y our S corporation can now take advantage of thefollowing
new rules.

Number Of Shareholdersincreases. Your S Corporation can have up to 75 shareholders.

“Electing Small Business Trust” Can Own S Corporation Stock. An “decting smdl busness
trust” (ESBT) can own the stock of your Scorporation. All beneficiaries of thistrust generdly must be
ather individudsor edtates, and no interest in the trust can be acquired by purchase (i.e., generdly must
be acquired by gift or inheritance). Tax Tip. Thisprovison may provide moreflexibility when planning
your estate. If your estate planincludesa“credit shdter trust”, a“family spray trugt,” a“ sprinkletrust,”
or a“discretionary trust,” you should be ableto structurethesetrustsasan ESBT. Furthermore, if your
“C corporation” has avoided making an “S dection” because some of its stock is owned by a
disqudlifying trug, it is possible thet the trust may now quaify as an ESBT. Planning Alert! All S
corporation income passing through to the ESBT (to the extent of its stock ownership) isautomaticaly
taxed to the trust at the highest individud tax rates(i.e., 39.6% on ordinary income). The pass-through
incomeis not taxed to the trust beneficiaries, even if distributed to them.

Your S Corporations Can Own Corporate Subgdiaries. Your Scorporation isalowed to own
any percentage of the stock of a“ C” corporation. Furthermore, if your S corporation owns 100% of a
quaifying C corporation, the S corporation may elect to report al of the subsdiary’ soperationsonthe
parent S corporation’s income tax return. The 100%-owned corporate subsidiary will not file a
separate return and, for tax purposes, will effectively be treated as abranch or divison of the parent S
corporation. Tax Tip. Thisruleenablesyour S corporation to purchase any amount of the stock of a
target corporation without terminating the acquiring corporation’ sSdection. Also, your Scorporation
may divide its various operaions into separate legd entities by setting up a 100%-owned corporate
subgdiary -- without losingits Sstatus. The IRS has recently issued regulations explaining these rules.
Cdl usif you need more information.

IRS Can Waive Faulty “S’ Elections. Higtoricdly, one of the most common tax trgpsinvolving S
corporationswasfailing tofileatimey Selection. In many cases, taxpayersfaled tofiletheSdection
by itsdue date (22 months after the beginning of the S corporation’ syear). Now, if your Selectionis
not filed on time you may be able to get the IRS to dlow the late dection if you send the ection in
within twelve months following the original due dete of the Selection. PlanningAlert! Toqudify for
this rdlief, you must demondtrate to the IRS service center that you have "reasonable cause’ for filing
late. Tax Tip! Clearly the best policy isto file the election on time! Please cdl usif you ned
assigance in filing your S eection. These dections (Form 2553) should always be sent certified
mail.

Certain Tax Exempt Organizations Can Own S Cor poration Stock. Traditiondly, you could not
transfer your S corporation stock to a tax exempt organization without terminating the corporation’'sS
election. Exempt charities and most qualified retirement plans (e.g., profit sharing plans, enployee
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stock ownership plans, etc.) are now able to own S corporation stock without terminating the S
dection. Tax Tip. Thisnew rulewill dlow you, asan S corporation shareholder, to contributeyour S
corporation stock directly to atax exempt charity. Planning Alert! Thereare exceptionsto thetypes
of tax exempt organizations and qudified retirement plansthat can own S corporation stock under this
new rule. Furthermore, dl S corporation income that passes through to atax exempt shareholder will
generaly betaxed to the charity as* unrelated businesstaxableincome’ (except as discussed below for
ESOPs).

Employee Stock Owner ship Plans (ESOPs). Y our S Corporation can now sponsor an employee
stock ownership plan (ESOP). If your S corporation sponsors an ESOP, the S corporation income
that passes through to the ESOP as a shareholder will betax exempt. If your regular “C” corporation
currently sponsors an ESOP, this new rule creates another tax incentive to consider making an S
election. Thereare many tax issuesyou must evauate before converting your regular “C” corporation
to an S corporation, including the impact of the built-in gains tax. Please cdl usif you need more
information. Note! Other qudified retirement plans can own S corporation stock. However, the S
corporation income that passes through to “Non-ESOP’ qudified retirement plans is subject to
“unrelated businessincome tax.”

|RSClarifiesCapital Gains Treatment Of Sdlling Your SCorporation (Or Partner ship) Interest.
Recent tax legidation has created at least three different rates of taxation on long-term capitd gains (1) a
maximum 28% on "collectibles' (artwork, antiques, etc.), (2) amaximum 25% to the extent of Sraight-line
depreciation taken on businessred estate, and (3) amaximum 20% on dl remaining long-term capitd gans
Inits newly-released regulations, the IRS explains how to gpply theserulesif you are selling sock of an' S
Corporation, or aninterestinapartnershipor an LLC. If the Scorporation owns appreciated collectibles,
some gain on the sale of your S Corporation stock will be taxed a amaximum 28%, instead of amaximum
20% long-term capitd gain rate. More darming, the regulations provide that the gain on the sde of a
partnership interest or an interest in an LLC could be taxed as a combination of "ordinary income’, 28%
cgpita gain, 25% capital gain, and 20% capita gain.

Planning Alert! If you are condgdering the sde of the stock of an S Corporation that owns
gopreciated collectibles or an interest in a partnership or an LLC, your gain will not, generdly, be
taxed entirely at amaximum 20% capita gainrate. Pleasecal our office beforeyou sall, and wewill be
glad to help you determine the tax consequences.

GENERAL BUSINESS PLANNING

Year-End AccrualsTo Related Parties. Don't forget, year-end accrualsto certain cash bagisrecipients
mugt sty the following rules in order for your accrua-basis business to currently deduct the accrual.
These rules gpply to fiscd year aswell as calendar year entities:
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Regular “C” Corporations. If your regular C corporation accrues an expense to a cash basis
stockholder owning more than 50% (directly or indirectly) of the company’s stock, the accrud is not
deductible by the corporation until the“day” it isincludable in the sockholder’ sincome. Tax Tip. If
the corporation’ stax ratefor 2000 issignificantly greater than the sockholder’ sindividua ratefor 2000
and 2001, the accrued amount should be paid by the end of the year.

“S’ Corporations And Personal Service Corporations. If your Scorporation or persond service
corporation accrues an expense to any shareholder (regardless of the amount of stock owned), the
accrud isnot deductible until it isincludable in the shareholder’ s income.

Partnerships, LLCs, LLPs. If your entity istaxed asa partnership, itsaccrud of an expensetoany
owner will not be deductible until the amount isincludable in the owner’ sincome.

Other Related Entities. Generdly, an expense accrued by onerelated partnership or corporation to
another cash-basis related partnership or corporationisnot deductible until includablein the cash-beds
entity’ sincome.

Other Year-End Accruals. Generdly, if an accrud-basisbusiness accruesyear-end compensationtoits
employees, the accrud must be paid no later than the 15th day of the third month after year end to be
deductible for the year of the accrual. Otherwise, the accruds are not deductible until paid.

Planning Alert! Theserulesalso gpply to accrued vacation pay, and to accruasfor services provided by
independent contractors (e.g., accountants, attorneys, etc.).

FICA Withholding On Deferred Compensation. If your business sponsors a nonqudified deferred
compensation plan, you may have certain FICA tax withholding and reporting respongbilities under IRS
regulations. FICA taxes are due on most deferred compensation in the year the compensation isear ned
rather than theyear it ispaid. ThelRS saysthat your business can pay its portion of the FICA tax (and
can withhold the executive s portion) with thefind payroll of theyear. The specificsof theseregulationsare
too lengthy to addressin detail in thisletter. Please cal usif you have questions.

Deduction For Sdf-Employed Health Insurance. If you are sdf-employed, a partner, or own more
than 2% of an S corporation, your tax deduction for hedlth insurance premiumswill be risng over the next
severd years. For 2000 and 2001, you can deduct 60% of your health insurance premiums as an “ above
theling’ deduction, the remaining 40% is an itemized medica deduction. After 2001, the*aovetheling’
deduction will increase as follows: 2002 (70%), 2003 and thereafter (100%).

Your Daily Transportation Might Congtitute " Business Travel.” Generdly, daly trave from your
home to your "regular place of business' isconsidered anondeductible commute. However, the IRS says
that if you have a"regular place of business awvay from your home,” you can deduct daily travel from your
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home to any "temporary work location” even if the work location is within the metropolitan areain which
you live.

Good News! In arecent ruling, the IRS says you are consdered traveling to a "temporary work
location™ if you redigticaly expect your work assgnment there to last for one year or less!

Tax Tip! Inlight of this new rule, you may have daily travel for prior tax years that you previoudy
assumed was a nondeductible "commute”, but is now, retroactively, deductible businesstravel. The
IRSsayswecan amend aprior year'sreturn (assuming the three-year statute of limitationshas not run)
to take advantage of this pro-taxpayer rule. Wewill gladly help you decideif an amended return
isnecessary.

Employee sPer sonal Use Of Company Cars. If your company providesits employeeswith company-
owned cars, the company is required to include persona use of the car in the employee’ s W-2 income.
However, thisis not required if the employee reimburses the company for the persond use.

Planning Alert! If your company does not report the employee's personal use as W-2 income, the
IRS says the company’ s deductions (for depreciation, gas, tires, insurance, etc.) arelogt, to the extent
of the persond use. In addition, the IRSwill include any unreimbursed persond usein the employee' s
income even if the company is not alowed a deduction for the persona use portion.

Tax Tip. If the employee chooses to reimburse your company for persona use of the company car,
the obligation for reimburement should be established before December 314t s0 the employee will not
have income in one year and a deduction in the next. This can be accomplished by your company
establishing apublished policy for reimbursement of persona use. Furthermore, your company should
obtain signed statements from its employees to document their businessand persond use of company
assets.

Trucks, Vans, Etc. If your business purchases a “luxury vehicle’ (cost over $38,000) in 2000, it is
required to pay a5% luxury auto excisetax. Theexcisetax for 2001 will be 4% of the cost over $38,000.

Tax Tip. A truck or van is exempt from this excise tax if it has a“gross vehicle weight” exceeding
6,000 pounds (e.g., Expedition, Range Rover, Tahoe, Durango, Suburban). Thesevehiclesaredso
exempt from the annud depreciation limits generaly imposed on automobiles used for business.

Recent L egislation I ncreases 8179 Deduction. Recent tax legidation increased the 8179 deductionto
$20,000 in 2000 and to $24,000 in 2001 and 2002.

Tax Tip. Your company may save taxes by splitting its purchases between two tax years, instead of

bunching theminto oneyear. For example, if your business purchases $44,000 worth of equipment in
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2000, and nonein 2001, it can expense $20,000 in 2000, but must depreci ate the remaining $24,000
over the equipment’ stax life. However, if ingtead, your company purchases equipment of $20,000in
late 2000, and $24,000 in early 2001, it can expense the entire $20,000 in 2000 and the entire
$24,000 in 2001.

Planning Alert! If your company’stota equipment purchases for atax year exceed $200,000, the
amount it canimmediately deduct asa 8179 deduction will be reduced, and possibly eiminated. Also,
your company’ simmediate write off cannot exceed the company’ sbusinessincome, computed without
regard to the 8179 deduction.

Depreciating and Expensing Equipment. Generdly, your company is entitled to one-haf year of
depreciation on equipment placed in service anytime during 2000, even if the equipment is purchased at or
near the end of the tax year.

Planning Alert! If your company purchases more than 40% of al of its depreciable personal property
in the last three months of the tax year, the company will be alowed only 1%2 months depreciation for
the purchases in the last three months of 2000.

Tax Tip. Remember, if your company qudifies, it can deduct immediately up to $20,000 for the cost
of depreciable persona property (known as “8179 Property”) purchased in 2000. If the half-year
depreciation convention produces more depreciation than themid- quarter convention, your company
should consider decting the 8179 deduction for equipment acquired during the last three months of the
year. This“may” alow the company to avoid the 40% rule discussed above.

Consider Depreciating Nonstructural Components Of BuildingsOver Shorter DepreciableL ives.
For tax purposes, commercid buildings are depreciated over 39 years, and resdentiad rentd buildings (e.g.,
agpartment buildings) are depreciated over 272 years. However, the Tax Court says that certan
nonstructura components of a building may be depreciated over amuch shorter life (perhapsfiveto seven
years). For example, the Tax Court recently alowed a hospitd to treat itsinternd movable wals, carpet,
wallpaper, floor tile, handrails, and the portion of itselectrical systems used by machinery and equipment as
property separate from the building itsdf--with a5 year depreciable life.

Planning Alert! Although the IRS now concedes that taxpayers can bregk out (for depreciation
purposes) certain nongtructurad parts of a building--it dso warns thet it may chalenge a taxpayer's
dlocations. For example, they do not necessarily agreethat the aboveitemslisted by the Tax Court are
not structural components.

Tax Tip! If your busnessisacquiring or congtructing anew building and you believethe Tax Court is
correct, you may be able to save sgnificant taxes by identifying the nonstructura parts of the building
which may warrant a shorter depreciable life. An experienced architect and/or engineer is extremely
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helpful for dlocating cogsto thevariousassets. Furthermore, if your existing building has nonstructura
partsthat may, under the Tax Court’ stheory, be depreciated over ashorter life, please cal our office.
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We may be able to put the portions of the building that are not structura components on shorter lives
and take the increased deductions ether in the current year or over four years depending on the
amount.

Pay Careful Attention To* Start-Up Expenses.” If you are planning to start anew business, or acquire
anew business, you should be aware of anew set of RS regulationsthat impact the tax treatment of costs
relating to those transactions. Generdly, expenses that would normaly be deductible, but are related to
garting a new trade or business, cannot be deducted at al unless a pecific dection is made to amortize
these “start-up” expenses. The amortization ection must be made by the due date of the return for the
year in which business begins. If you do make atimely eection, you will be able to amortize "qudified”
start- up expenses over a 60-month period.

Tax Tip! Theserules are very complex. If you think you have (or may in the future) incur "start-up
expenses’, the expenditures should be carefully scrutinized in light of these new regulations. A timely
election (and proper classfication) of these expenditures might preserve a deduction that could
otherwise belost. Please cdll our officeif you need more information on these rules.

“SIMPLE” Retirement Plans Are Becoming Popular With Small Businesses. Businesses that
generdly employ 100 or less employees, may set up a amplified retirement plan (“SIMPLE” plan).
SIMPLE plansare smilar to 401(k) plansbut areless costly and easier to administer. Under the SIMPLE
plan, if your businessmakes certain mandatory minimum contributionsto the plan, it will be exempt fromthe
onerous anti-discrimination rules, top heavy rules, minimum participation rules, and many of the reporting
requirements that are currently imposed on regular qudified plans. SIMPLE plans dso have low
adminigrative costs.

Planning Alert! There are many factorsto consider before adopting aSIMPLE plan. For example,
you generdly cannot set up a SIMPLE plan after October 1, 2000, for the 2000 tax year. Also, you
generdly cannot set up a SIMPLE plan if your company had another plan during the same calendar
year.

Tax Tip. If you plan to form a new company between October 1 and December 31, 2000, your
company may dill be able to set up a SIMPLE plan for 2000 if it satisfies certain notification
requirements.

Increased M eal Deduction For Certain Transportation Workers. Most taxpayers can deduct only
50% of medsincurred during businesstravel. However, if your company employs atransportation worker
subject to the hours of service limitations of the Department of Transportation, your business meals
deduction for that worker is 60% for 2000, and will eventudly increase to 80% by the year 2008.
Workers quaifying for thisincreaseinclude: (1) certain air transportation employees such as pilots, crew
dispatchers, mechanics, and control tower operators, (2) interstate truck operators and interstate bus
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drivers, (3) certain railroad employees such as engineers, conductors, train crews, dispatchers and control
operations personnel; and (4) certain merchant mariners.

Worker Classification Continues To Be An Extremely Hot Tax Issue. If you hire independent
contractors as workers in your business, you run some risk of the IRS later arguing that these workers
should have been treated asyour "employees.” If successful, the IRS could impose an array of tax pendties
on your business.

Tax Tip! Evenif your independent contractors should have been treasted as employees, the IRS now
agrees that you can avoid reclassfication (and related pendties) if you have a "reasonable basis’ for
treating the workers as independent contractors. One way to satisfy this "reasonable basis' test isto:

(2) filedl necessary 1099 formsfor the workers on atimely basis, (2) conastently treat al employees
performing smilar duties as independent contractors, and (3) before you hire the workers, obtain an

opinion from a knowledgesable tax person that it is appropriate to treat the workers as independent
contractors for tax purposes.

Planning Alert! The rules for determining whether a worker is an independent contractor or an
employee are very complex. Please cdl our office if you need help.

New Automatic Accounting Change Procedure Could Save You Time And Money. Genedly, if
your business needsto changeitstax accounting method, it must: get gpprova fromthe IRS, pay auser fee
of $500 or $1,200 if gross receipts are more than $1,000,000, and follow complex adminidtrative IRS
requirements. Good News! The IRS now saysthat you can get "automatic approva” for many common
accounting method changessmply by filing arequest with your timely filed tax returns (indluding extensons)
for theyear of the change. Y ou can even ask for the automatic approva on an"amended return” solong as
you filethe amendment within sx monthsfollowing the origind (unextended) tax return due datefor the year
of change. Thisisgreat newsfor anyonewho hasever wrestled with the old accounting change procedures.

Planning Alert! Pleasedo not attempt any accounting change without contacting our officefirst. The
new automatic approva procedure does not apply to all accounting changes and still requires
the proper completion of Form 3115.

Don’t Forget The New AMT Relief For Farmers. Congressrecently confirmed that qudified farmers
are digible to use the ingtdlment method for both regular and dternative minimum tax (AMT) purposes.
This clarification is retroactive.

Tax Tip. If you are aqudified farmer and you paid AMT on ingtalment sdes from previous years,
please cdl our firm. If the datute of limitations has not run on that prior year, we will help you file an
amended return to get your taxes back.
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3-Year Averaging For Individual Farmers. Individuds that ae famers (incuding owners of
partnerships and S corporations) may eect to compute their current year tax liability by averaging dl or a
portion of their “farming” income over a3-year period. Good News! Although this3-year averaging rule
was origindly set to expire after 2000, Congress has now made the rule permanent.

Planning Alert! Unfortunately, using the 3-year averaging method could causeyou adverse dternative
minimum tax (AMT) consequences.

Don't Miss The Welfare-To-Work And Work Opportunity Tax Credits. If your business hires
workers who may possibly qudify for the “work opportunity tax credit” or the “welfare-to-work credit”
(e.g., certainlow-incomeworkers), you should have these workers complete a Form 8850 (* Pre-Sreaning
Notice’) dong with their employment application and gpply for certification of the employees with the
proper government agency. There are gtrict filing deadlines regarding Form 8850, please cdll our officeif
you need more informetion. Planning Alert! Be sureto follow the instructions on Form 8850 precisdly.

NOL CarrybacksAnd Carryforwards. For lossesincurred in tax year sbeginning after August 5,
1997, the net operating loss (NOL) carryback period is reduced from 3 years to 2 years. The
carryforward periodisincreased from 15 yearsto 20 years. If you areaquaifying small businessand incur
your lossesin a“Presdentialy Declared Disaster Area,” you may still be able to carry back your loss 3
years. Please cdl our firm if you need additiond information.

Tax Break For Farmers. Latein 1998, Congressincreased theNOL carryback period for “farming
loses’ from two yearsto five years. Thisnew carryback ruleis effective for losses arising in taxable
years beginning after 1997.

Tax Tip! Farmers can elect to use the normal 2-year carryback provison if it is more beneficid.

Business Tax Credit Carrybacks and Carryforwards. Effectivefor creditsarisingin tax years
beginning after 1997, your business tax credits can be carried back only 1 year (rather than 3) and the
carryover period isincreased from 15 to 20 years.

Accounting For Inventory Shrinkage Clarified. In several recent court cases, the IRS argued that
businesses could not deduct year-end inventory shrinkage (lost and stolen merchandise, etc.) unless a
physicd inventory is actudly taken at year end. Severa courts disagreed with the IRS.

Tax Tip. A recent law change alows taxpayers to deduct year-end inventory drinkage based on
reliable estimates, without taking a physicd inventory a every location a year-end. However, the
business is required to take periodic physcd inventories. Please cdl our firm if you need more
informetion.
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FINAL COMMENTS

The sooner you address the matters discussed in this|etter, the more likely you will generate tax savingsfor
your corporation or business. Pleasecdl usif you areinterested in atax topic that we did not address. Tax
law congtantly changes dueto new legislation, cases, regulaions, and IRSrulings. Our firm dlosdly monitors
these changes and we will be glad to discuss any current tax developments and planning ideas with you.
Weurgeyou to call us beforeimplementing any planning idea addressed in thisletter or if you
need mor e information.

G:/js/'TaxPlanCorpLong
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