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SOCIAL SECURITY TAX RATES AND LIMITS

The maximum earnings subject to the OASDI employee and employer portion of FICA are $102,000 for 2008.
The Medicare portion has no limit. The tax rates remain the same.

Wages Subiect To Tax Tax Rate Maximum Tax

9 J Employee Employer Total Employee Employer Total
FICA: $102,000 6.20% 6.20% 12.40% $6,324 $6,324 $12,648
Medicare  All Wages 1.45% 1.45% 2.90% No limit No limit No limit
Total No limit 7.65% 7.65% 15.30% No limit No limit No limit

Self employed- Since you are both the employer and the employee your maximum tax for Social Security is
$12,648 at a rate of 12.4%. There is no limit to the Medicare portion and the tax rate is 2.9%. See the Social
Security Administration (SSA) www.ssa.gov for more information.

The 2008 Social Security cost of living increase is 2.3%. The 2007 Social Security cost of living increase was
3.3%.

b Consider paying wages to a spouse for bona fide work in your business so that quarters are
accumulated for social security benefits.

ForM 940, FEDERAL UNEMPLOYMENT TAX (FUTA)

The FUTA rate and taxable earnings remain at 6.2% and $7,000, respectively. If state unemployment is paid, the
maximum tax is $56 per employee based on a net rate of .8% with maximum wages subject to the tax equal to
$7,000. If the state unemployment contribution is zero, the FUTA rate is 6.2% x $7,000 or $434. The Employer
Identification Number (EIN) on your Washington Employment Security form must match the EIN on your 940 or
the IRS will not give you the state credit.

If any wages subject to FUTA tax are not subject to state unemployment tax, you may be liable for FUTA at a
higher rate (up to 6.2%). For instance, in Washington, wages paid to corporate officers can be exempt from state
unemployment tax but not FUTA.

Example: Employee A and Employee B are corporate officers whose wages are excluded from state
unemployment tax in your state. Employee C's wages are not excluded from state unemployment tax. During
the first quarter, you paid $11,000 to Employee A, $2,000 to Employee B, and $4,000 to Employee C.

$9,000 Total FUTA wages for Employees A and B in 1% quarter (max 7,000 plus 2,000)
x.062 Tax rate
$ 558 Your liability for the first quarter for Employees A and B
$4,000 Total FUTA wages subject to state unemployment tax
x.008 Tax rate (based on maximum credit of 5.4%)
$ 32 Your liability for the first quarter for Employee C
$558 Your liability for the first quarter for Employees A and B
+ 32 Your liability for the first quarter for Employee C
590 Your liability for the first quarter for Employees A, B, and C

In this example, you must deposit $590 by April 30 because your liability for the 1% quarter is greater than $500.
QuickBooks does not calculate this correctly if there is more than one exempt officer.

Do not use any Employment Administrative fund payments to calculate your FUTA tax.

DEPOSIT REQUIREMENTS (FUTA)

Employers are required to make a quarterly deposit for Federal unemployment taxes if the accumulated tax due
exceeds $500. If at the end of any calendar quarter, the accrued undeposited amount totals $500 or more, the
tax must be deposited before the end of the following month. Interest and penalty charges are assessed on late
deposits at the same rate as Social Security/Medicare penalties. The annual return for 2007 (Form 940) is due
by January 31, 2008.
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FORM 941, EMPLOYERS QUARTERLY TAX REPORT

Form 941 is due quarterly. The IRS will continue to scrutinize 941s and compare them to W-2 data submitted to
the SSA. Use your 941s as a double check for your W-2/W-3 reconciliation to avoid penalties.

FORM 943, EMPLOYERS ANNUAL FEDERAL TAX RETURN FOR AGRICULTURAL EMPLOYERS

Form 943 is due annually, January 31, 2008. If your software program does not support 943 reports, run the 941
report quarterly to double check that you are current. At least quarterly you should verify that all payroll deposits
have cleared. If you are calculating your payroll manually use a blank Schedule B and record your deposits
during the year using the date the paychecks are handed out not the date of the payroll deposit or the last day of
the pay period.

FORM 945, ANNUAL RETURN OF WITHHELD FEDERAL INCOME TAX

This form is also due by January 31, 2008 for the year ended December 31, 2007. This form is used to report
non-payroll tax liability, including backup withholding, income tax withheld from gambling winnings, pensions,
annuities, and IRAs. You cannot combine deposits for Form 941 and Form 945.

Generally, the deposit rules that apply to Form 941 also apply to Form 945. However, because Form 945 is an
annual return, the rules for determining your deposit schedule are different from those for Form 941. See
section 11 of Circular E for a detailed discussion of the deposit rules.

WASHINGTON STATE EMPLOYMENT SECURITY TAX (UNEMPLOYMENT) (SUTA)

Employment Security Tax is based on an experience rating system with a taxable wage base of $34,000 for
2008. Your new rates should arrive in December.

This tax is paid quarterly on a form provided by the Employment Security Department. Hours reportable are all
hours paid including holidays, sick leave and vacation. The maximum hours reportable for salaried employees
are 520 hours per quarter. The tax, however, is computed on the dollar amount of the wage paid.

By law, corporate officers need to be notified in writing that they are ineligible for Unemployment Insurance

coverage. The notice mustcontaint he of fi cersd® names and signatures and mus:
purposes. Corporate officers may however elect coverage. Once voluntary coverage is approved it remains in

effect for a minimum of two full calendar years (example: May 1, 2007 start date continues until December 31,

2008). There can be potential FUTA tax savings for corporate officers. If you have questions regarding

coverage of corporate officers, please check with our office.

If you don't have payroll during the quarter you can file your report by phone 1(888) 836-1900. Electronic filing of
tax and wage reports can be done by ordering the free UlFastTax software product at 1(360) 902-9636 or e-mail
uiftreg@esd.wa.gov or download a free copy at http://fortress.wa.gov/esd/portal/unemployment/taxes/efilehome.
The electronic filing software remembers employees from quarter to quarter so only new employee information
needs to be added. Electronic payment options are available and easy to use.

WORKER& COMPENSATION PREMIUM (INDUSTRIAL INSURANCE, L&I)

You will receive a notice from the Department of Labor and Industries indicating your composite rate for 2008.
This composite rate also includes amounts for Medical Aid and Supplement Pension Assessment. The law
allows employers to withhold one-half of the Medical Aid and Supplemental Pension Assessment from the
employee. Sign up to file online: http://www.Ini.wa.gov/Claimsins/Insurance/File/Register/default.asp

For hourly employees, report the hours actually worked. Do not include vacation, holidays, or sick leave. For
salaried employees, use either 40 hours per week or 160 hours per month. Sole proprietors, partners and their
spouses are exempt from Industrial Insurance, but these persons may elect to be covered. Please note
corporate officers will not be covered under Industrial Insurance unless they file an election to be covered.
Corporate minutes must exist which discuss making the election to be covered and letters should be sent to each
officer informing them of the election.

WARNING: Partners, sole proprietors, and corporate officers who are not covered by Industrial Insurance should
check their group/individual medi cal i nsurance policy. Un
jobd coverage they may be uninsured if injured at work.

The Department of Labor and Industries website has a list of methods to reduce your L&l tax rate. Go to
http://www.Ini.wa.gov/Claimsins/Insurance/default.asp or phone them in Bellingham at (360) 647-7300.
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DUE DATES FOR FORMS W-3 AND 1096

File paper copies of Form W-3 with copy A of the W-2 by February 28" or file electronically by March 31% to the
SSA. Form 1096 with copy A of all forms 1099 must be mailed to the IRS by February 28" or electronically filed
by April 2" W-2s and 1099s should be mailed to recipients by January 31%. It is no longer necessary to use the
red scannable forms for W-2s. Many software products will print acceptable forms on plain paper.

% Wait to mail the Federal copies until close to the due date. If you discover an error after the Form W-2 has
been issued to the employee but before Copy A of Form W-2 and the accompanying Form W-3 are filed with the
SSA, mark the fAVoido box on the or i gifontaelemglgep,ywritéithe
word fACorrectedo on the copies given the employee
Copy A should not be maZikcerected ixtore the LSA sckives their cdpy, it vall nav
be necessary to prepare Form W-2c.

FEDERAL W-2 AND 1099 MAGNETIC MEDIA FILING

Soci al Security no | onger accepts magnetic tapes,
electronically or on paper.

ELECTRONIC FILING

Reports to Employment Security, Department of Revenue and Labor & Industries can be transmitted
electronically. See http://www.access.wa.gov/business/taxes.aspx for links to all State tax departments offering
electronic filing. The IRS has also added new electronic filing options. You may now electronically file 941s and
1099s, as well as partnership, estate, and Form 5500 returns. See www.irs.gov for more information.

For information on electronically filing your employer information with the Social Security Administration, please
go to http://www.ssa.gov/employer/.

ELECTRONIC FEDERAL TAX PAYMENT SYSTEM (EFTPS)

Enrollment is easy and convenient. Use Form 9779 or go to www.eftps.gov. Businesses can schedule
payments up to 120 days in advance and individuals can schedule payments up to 365 days in advance of their
tax due dates. You can use the Electronic Federal Tax Payment System (EFTPS) to make all your federal tax
payments including income, employment, estimated, and excise taxes. Enrollment forms can also be obtained
by calling 1(800) 555-4477. If you are a voluntary EFTPS participant, you may still use Federal Tax Deposit
coupons.

EFTPS enrollment packages have been mailed to business taxpayers who are required to begin making
electronic payments in January 2008. These businesses include those who were required to use EFTPS in a
previous year and those who paid more than $200,000 in aggregate Federal tax deposits in calendar year 2007.
Affected businesses that are not yet using EFTPS will have received letters this fall reminding them to begin
making electronic payments by the end of the year. Electronic deposits can be made by telephone or online.
Once an employer is required to use EFTPS, all tax deposits must be made electronically, including
estimated tax payments, 941/943/945 deposits, extension payments, and 940 deposits. There is a 10% penalty if
you must use EFTPS and fail to do so.

Payments should be scheduled at least one calendar day in advance of their due date. You will be given an EFT
acknowledgement number which will verify your timely initiation of the tax payment and thus avoid penalties.

DEPOSIT REQUIREMENTS

Federal Tax Deposit Coupon Book, Form 8109-B, contains the tax deposit forms for withheld income tax, Social
Security/Medicare, and FUTA deposits as well as corporate Federal Income Tax. It is very important to clearly
mark the correct type of tax and tax period on each deposit coupon. This information is used by the Internal
Revenue Service to credit your account. Entries are processed by optical scanning equipment and must be
made in pencil i use a soft lead (#2, for example) so that the equipment can read your entries more accurately.
You cannot use photocopies of the coupons to make deposits. Do not staple, tape, or fold the coupons. Those
deposits that are mailed must arrive at the depository by the due date. Your deposit schedule for a calendar
year is determined from the total taxes reported on your Form 941 in a four-quarter look back period from July 1
through June 30. If you reported $50,000 or less of taxes for the look back period, you are a monthly schedule
depositor; if you reported more than $50,000, you are a semiweekly schedule depositor. The IRS notifies you
each November to let you know what your deposit status is for the coming calendar year.
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941/943/945 THRESHOLD FOR DEPOSIT REQUIREMENT IS $2,500

If your net taxes for the quarter are less than $2,500, you are not required to make deposits and may pay the
taxes with Form 941. You may file Form 941 electronically. Form 943 payments may also be made with Form
943 if your net tax liability for the year is less than $2,500. The rules are the same for Form 945.

$100,000 NEXT-DAY DEPOSIT RULE

If you accumulate a tax liability of $100,000 or more on any day during a deposit period, you must deposit the tax
by the next banking day no matter what type of schedule depositor you are. If you are a monthly schedule
depositor and accumulate a $100,000 tax liability on any day during a month, you become a semiweekly schedule
depositor on the next day and remain so for at least the rest of the calendar year and for the following calendar
year. Please refer to Circular E for more details. A copy is available on the IRS website at www.irs.gov.

DEPOSIT PENALTIES

The penalties for failure to make deposits of taxes are based on applicable percentages of the amount of
underpayment determined by the number of days the deposit is late. If the failure is:

A Not more than 5 days late, the applicable percentage is 2% of the under-deposited taxes;

A More than 5 days but less than 15 days late, the applicable percentage is 5% of the under-deposited
taxes; or

A If the failure is more than 15 days late, the penalty is 10% and

A the penalty becomes 15% if you fail to make the deposit on or before the earlier of

(1) 10 days after the first notice and demand to you for these amounts or

(2) the day on which notice and demand for immediate payment is given to you under a jeopardy
assessment.

There is a 10% penalty for deposits made at an unauthorized financial institution, paid directly to the IRS when
subject to electronic deposit, or paid with the return unless the deposit shortfall rules apply.

Deciding correctly which day is fApaydayo is important in
Failure to correctly make this determination can be costly in penalties and interest. Employer liability normally

arises at the time wages are paid to the employee, either actually or constructively. The liability does not arise

at the time the wages were earned. For example:

A payroll is prepared for the pay period March 1-31. Payday is April 1%. The liability was incurred April 1%
therefore, it is a second quarter liability.

ForM W-9

The IRS matches the Employer Identification Number (EIN) to the business name by computer. If you get a

notice of back-up withholding from someone you do business with, check your original EIN application (SS-4)

and provide the identical information on the W-9. The IRS cross matches by computer the first four letters on the

SS-4 application to the number they assigned. If they do not match there is an automatic letter generated to the
business entity that submitted the 1099 requiring back up
name cannot be used as the primary name. Schedule C filers should use their EIN and last name.

Individuals- the IRS uses the first 4 letters of the last name.
Trusts- the first 4 letters of the name of the person/entity in whose name the trust was established.

Partnerships- the first 4 letters of the trade or business name, if none, the first 4 letters of the last name
of the first partner listed on the original SS-4.

All other organizations- the first 4 letters of the entity's name on the original SS-4.

LETTER 147C

Some businesses receive requests from vendors for a Form 147C. The IRS has notified the vendors that they
must use backup withholding unless a 147C is received. The 147C is actually a letter from the IRS verifying the
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EIN and name of your company. It is required when there is a matching problem between your W-9 and the IRS
records. To get this letter you may call 1(800) 829-8815 and request it from the IRS.

Form 1099

Each 1099 which is sent to a recipient must contain the payer phone number. The IRS assesses $50 fines to
those who do not respond to requests for a phone number. The number must provide direct access to an
individual (not the recipient) who can answer questions about the statement. Payers are permitted to include the
telephone number in any conspicuous place on the statements. The number is not required on Copy A (IRS

copy).

If more than one 1099 (for example a 1099-Misc for rents and one for non employee compensation) is issued to
an employer identification number or social security number there must be a unique control/account number for
each statement such as 001, 002 or A1, A2.

Form 1099-INT is filed for each person to whom payments of $10 or more in interest were paid during the year.
Form 1099-DIV is filed for payments of gross dividends and other distributions of stock.

Form 1099-MISC is used to report aggregate payments of $600 or more to persons not treated as employees for
services performed for your trade or business (independent contractors). It is also used for rents and royalties.
Form 1099-MISC should not be used to report employee payments or bonuses. Ordinarily, payments made to
corporations are not reported on Form 1099-MISC, however, there are exceptions. Medical and health care
payments, commercial fish purchases for cash, attorney's fees, and gross proceeds paid to an attorney are the
most common exceptions.

aWhen an independent contractor performs services, have them fill out a W-9 for you before you pay
them. This ensures you have an address and identification number available when you prepare the 1099 the
following January. If someone refuses to provide you with their Taxpayer Identification Number (TIN), you are
required by law to withhold 31% from payments made until you receive a TIN. Call 1(800) 772-6271 for TIN
verification.

PAYMENTS TO ATTORNEYS

The exception for reporting payments to a corporation does not apply. Reporting is required for payments to an
attorney or law firm that is a corporation. All payments to attorneys are reported on Form 1099-MISC. If you
made a payment to an attorney in the course of your business in connection with legal services report the
amount paid in box 7 if it exceeds $600. If the attorney's fee cannot be determined, you must report the total fees
and cost reimbursements paid to the attorney in Box 14 on Form 1099-MISC.

PAYROLL

In 2008 some employers that pay weekly or biweekly
payday falls on a holiday the pay date is considered to be the day before. The company budget will be affected if
adj ust ment s a nualsdaties shautt de dividedl by 27 instead of 26 or by 53 instead of 52.
Withholding will also need to be adjusted to reflect the number of payroll periods actually used. Check all payroll
deductions to see which ones should or should not be taken if there is an extra pay period. If you do not make
these adjustments you will end up giving each salaried employee an end of the year bonus equal to one
paycheck. Simple plans and other payroll items may be over paid.

The Washington State minimum wage rate, effective January 1, 2008, is $8.07 per hour. The new minimum
wage applies to all workers in the State except workers under age 16 in nonagricultural work who may be paid
$6.86 (85% of minimum). The state recalculates the wage each September as required by an initiative passed by

votersin1998. The initiative requires the state to -Wdpuwhi the

is a national index covering the cost of goods and services needed for day-to-day living. That index rose one-
point-eight percent (1.8%) during the 12 months ending August 31*. The Seattle-Tacoma CPI-W growth rate thru
Oct 2007 is 4.1%.

Tips cannot be included to calculate the minimum wage. Overtime (1.5 times an employee's regular rate) need
only be paid for all hours actually worked in excess of 40 in a week. Paid non-work hours (paid vacation,
holidays, sick days, jury duty, etc.) do not count for overtime purposes. Bonuses are wages in the year paid and
are subject to all Federal and State taxes except Labor & Industries (workers compensation). When an
employee is terminated or quits, the wages due may be paid at the end of the established pay period. This does
not apply to union or other labor-management agreements that provide otherwise (RCW 49.48.010).
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The Fair Labor Standards Act (FLSA) requires that most employees in the United States be paid at least the
federal minimum wage for all hours worked and overtime pay at time and one-half the regular rate of pay for all
hours worked over 40 hours in a work week.

The FLSA provides an exemption from both minimum wage and overtime pay for employees employed as bona

fide executive, administrative, professional and outside sales employees and certain computer employees. To

qualify for exemption, employees generally must meet certain tests regarding their job duties and be paid on a

salary basis at not less than $455 per week. Job titles do not determine exempt status. In order for an exemption

to apply, an employeebs specific job duties and salary mus
regulations. For details see http://www.dol.gov/esal/regs/compliance/whd/fairpay/main.htm.

TAX CREDITS FOR EMPLOYERS

The Work Opportunity Tax Credit (WOTC) is a f eaabtaxal i ncome
liability up to $2,400 each time they hire someone who is a member of WOTC target groups. It is a one-year

credit program to encourage employers to hire job seekers who have traditionally faced significant barriers to

employment. The Welfare-to-Work (WtW) tax credit is a two-year credit program for long-term welfare recipients.

It has been incorporated into the target groups under WOTC as of January 1, 2007. WtW tax credit can reduce

empl oyerds federal tax 1 i abidlifiedngw hir@ You may $odtacOobrdffice fiyom wo year s
are interested in these tax credits of visit http://www.wa.gov/esd/wotc/default.htm for more information.

TREATMENT OF MEDICAL INSURANCE PREMIUMS FOR S CORPORATION SHAREHOLDERS

Medical insurance premiums paid for greater than 2% shareholders of S corporations are deductible by the

corporation and are included in incomeontheW-26s of a greater than 2% sharehol der
who are also employees of the S corporation must also have premiums included in gross wages. The premiums

are not subject to withholding for Social Security or Medicare tax if the premiums are paid under a health plan

covering all employees. 100% of the premiums may be deductible on Form 1040 as self-employed health

insurance deductions if the family is not covered by another employer sponsored plan. In the case of an

employee who is related to a more than 2% shareholder, a statement should be attached to the W-2 issued to

the employee. The statement should explain the reason for the taxable income increase and notify the employee

that he/she may be eligible for the self employed health insurance deduction for any month the family is not

covered by another employersponsor ed plan. This statement should also be
return.

FAMILY EMPLOYEES

An important exemption from social security taxes applies to sons and daughters under 18 years of age

employed by their parents in a trade or business. The trade or business must be a sole proprietorship or a
partnership in which all partners are parents of the child
and services carefully documented. Payments for the services of a child under age 18 who works for his or her

parent in a trade or business are not subject to Social Security and Medicare taxes or FUTA. If these services

are for work other than in a trade or busi ness, such as do
to Social Security and Medicare taxes until the child reaches age 21. Payments for the services of a child under

age 21 who works for his or her parent whether or not in a trade or business are not subject to FUTA tax.

Although not subject to FUTA tax, a child may still be subject to income tax withholding.

Hl Open a Roth-IRA in your child's name with the money saved on social security and medicare taxes (up to
a maximum of $4,000 or their earnings, whichever is less). Money put in before age 21 and saved until
retirement could make your child wealthy without additional taxes to pay.

OUTSTANDING CHECKS, UNUSED DEPOSITS, GIFT CERTIFICATES

Gift certificates/cards sold after July 1, 2004 may be retained by the business and are no longer reportable as
unclaimed property. All gift certificates/ cards issued after July 1, 2004 may no longer contain an expiration date;
assess a dormancy or inactivity charge; or include a service fee RCW 63.29.020

Outstanding payroll and other checks which have not been claimed or cashed are required to be turned over to
the Unclaimed Property Division of the Department of Revenue. Outstanding checks through June 30, 2007
must be reported by November 1, 2008. Credits or outstanding checks should be reclassified to a liability
account (call it unclaimed property). For more information visit http://ucp.dor.wa.gov/
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http://www.dol.gov/esa/regs/compliance/whd/fairpay/main.htm
http://www.wa.gov/esd/wotc/default.htm
http://ucp.dor.wa.gov/

WASHINGTON STATE SALES AND USE TAXES

What com Countyds combi n.edd (ratetchmnge waa effective Apdl 4,12008).a x i s

Please remember that sales and/or use tax must be paid when you are the end user of a product no matter
where or how it was purchased. The Department of Revenue has been aggressively enforcing use tax. Use tax
must be paid on all purchases (including freight and shipping) by catalog, telephone or internet when you are not
charged sales tax. You must remit use tax with your excise tax return.

Effective July 1, 2008, retailers will need to collect local sales tax based on the destination of the shipment or
delivery i "destination-based sales tax." Currently, Washington retailers collect local sales tax based on the
jurisdiction from which a product is shipped or delivered - "origin-based." Starting July 1, 2008, they will need to
collect based on the destination of the shipment or delivery - "destination-based.” This only affects shipments
and deliveries to locations within Washington State. Please see the Department of Revenue website
http://www.dor.wa.gov/ for more information.

For monthly filers the due date of the return is the 25" of the following month.

PROPERTY AND PERSONAL PROPERTY TAX

You must report your business property, furniture, equipment, supplies, etc. to the assessor of the county in which
your business is located. The report is due April 30th. For Whatcom County see http://www.co.whatcom.wa.us.

BUSINESS LICENSES AND TAXES

Businesses in Washington State pay state business & occupation tax. The Department of Revenue will review
your business activities for you and verify whether you have been reporting them correctly if you go into their
office. See http://www.dor.wa.gov/ for more information. Also check to see if your business and/or the city you do
business in requires a license. Some cities, including Bellingham http://www.cob.org, also have a business tax.
Go to https://fortress.wa.gov/dol/mis/wali/activity.asp for exact licensing information for your company.

ACCIDENT PREVENTION PROGRAM

Every employer in the State of Washington, regardless of the number of employees, is required to have a safety
and health committee plan. Additionally, Washington Industrial Safety and Health Act (WISHA) rules require
each employer to establish an accident prevention program outlined in a written format.

You may contact our office if you need information on implementing this program or visit
http://www.Ini.wa.gov/safety/basics/programs/accident/default.htm for more information. The website has
sample programs which can be downloaded.

COMPANY REIMBURSEMENTS

There are strict requirements for non-taxable treatment of cash payments to employees. Some examples would
be substantiated employee reimbursements for meals and entertainment, travel expenses and other necessary
business expenses.

Payments made by an employer to an employee do not qualify as a working condition fringe benefit (non-taxable
to the employee) unlesst he empl oyer mai nt ai ns requresfite ensployesto:abl e pl and t h

e Use the payment for expenses in connection with a specific activity for which a deduction is allowed as
a business expense;

e Substantiate the expenditures that the payment was for; and
e Return to the employer any part of the payment not so used.

Failure by the employer or employee to meet these conditions will cause the payments to be taxable to the
employee (and subject to withholding and employment taxes) and require the employee to deduct the
funrei mbur sedo bus miscellareougiterpizechdedudtionacs Schedule A of their 1040.

Thus, auto allowances are wages if the employee is not required to substantiate the business mileage and return
the unused portion. The allowances are subject to Federal income, Social Security, Medicare and FUTA taxes
and are reported on the employee W-2 as well as the 941 and 940.

The per diem continental U.S. (CONUS) standard rate for 2008 is $ 70 for lodging and $ 39 for meals and
incidental expenses. Other rates including foreign, Hawaii, Alaska, and high rate areas are available at
http://www.gsa.gov/.
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STANDARD MILEAGE RATES FOR 2007 AND 2008

Mileage 2007 2008
Standard 48.5¢ 50.5¢
Medical/Moving 20¢ 19¢
Charitable 14¢ 14¢

Taxpayers who use no more than four vehicles at the same time for business purposes may use the standard
mileage rate.

A taxpayer may not use the standard mileage rate for a vehicle after using any depreciation method under the
modified accelerated cost recovery system after claiming a Code Section 179 deduction for that vehicle, or for
any vehicle used for hire.

CHARITABLE PAYROLL DEDUCTION RECORDKEEPING

Taxpayers claiming charitable contribution deductions for cash, check, or other monetary gifts made in taxable

years beginning after August 17, 2006, are subject to the new recordkeeping requirements of § 170(f)(17), as

added by section 1217 of the Pension Protection Act of 2006, P.L. 109-280, 120 Stat. 780 (2006)(PPA). To

substantiate a deduction, § 170(f)(17) requires a taxpayer to maintain a bank record or a written communication

from the donee showing the name of the donee organization, the date of the contribution, and the amount of the

contribution. For a charitable contribution made by payroll deduction, a pay stub, Form W-2, or other employer

furnished document that sets forth the amount withheld for payment to a donee organization, along with a pledge

card prepared by or at the direction of the donee organiza
from the donee organizationo tOffli7). sati sfies the requiremen

PENSION PLANS

- . - Under Age 50
Qualified retirement plan limits for 2008 Age 50 and over
Pretax contributions for 401(k), SEP plans and 403(b) annuities $15,500 $20,500

Combined employer/employee pay-in limits for all defined contribution plans $46,000 $46,000

Annual defined benefit plan limitation $185,000  $185,000
Maximum annual compensation limit from retirement plan computations $230,000 $230,000
Minimum compensation limit for SEP participation $500 $500
Highly compensated employee definition $105,000  $105,000
SIMPLE pretax contribution limit $10,500 $13,000

Employee pretax contributions (elective deferrals) to a qualified plan, such as a 401(k), SEP, or SIMPLE plan,
are exempt from Federal income tax but are subject to Social Security/Medicare and FUTA taxes and are
reported on the Form 941, lines 6 and 7(not on line 2). In other words, taxable wages will be less than gross
wages by the amount of the contribution.

All participant contributions should be deposited with the plan trustee as soon as they can be reasonably
segregated from the employer's assets (generally within 3 business days from the date on which the
contributions are withheld from payroll) and no later than the 15th day of the month immediately following the
month in which the contributions are received or would otherwise be available to the employees in cash.

TRADITIONAL AND ROTH IRAS

IRA and Roth IRA contribution limits are the lesser of $5,000 or earned income for 2008. For those over 50 there
is a fAcatcbuwhpcbvaki ow00Qdn aearndd@some 2008IRAs d&n be funded no later
than April 15™ 2009. For 2007 contributions of $4,000 (5,000 for those over 50) can be made until April 15™, 2008.
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SAVINGS INCENTIVE MATCH PLANS FOR EMPLOYEES (SIMPLE)

SIMPLE plans are available to employers with 100 or fewer employees. The IRA form of this plan allows the
employer to adopt and maintain a plan with relative ease and few administrative costs. The employer is required
to either match employee elective contributions on a dollar-for-dollar basis up to 3% of the employee's
compensation or, in lieu of making a matching contribution, make a 2% of compensation non-elective
contribution for each eligible employee regardless of whether the employee puts any of his/her own money in the
plan. Employer-matching and non-elective contributions to a SIMPLE account are not subject to employment
taxes. If you are self-employed and file a Schedule C, all matching and/or non-elective contributions that are
made to your own personal SIMPLE plan account are subject to self-employment taxes. If you have a SIMPLE
plan you are still eligible to contribute to a Roth or regular IRA provided you qualify with respect to the income
limits (<$150,000). SIMPLE matching contributions for 2008 must be funded by Jan 31, 2009.

Distributions from a SIMPLE plan generally are taxed under the rules applicable to traditional IRAs, and tax-free
rollovers can be made from one SIMPLE account to another. A SIMPLE account can be rolled over to a
traditional IRA on a tax-free basis after a two-year waiting period that starts the day the individual first became a
participant in the SIMPLE plan. If an employee is no longer participating in a SIMPLE plan and two years have
passed since the employee first participated in the SIMPLE plan, the employee's SIMPLE account is treated as a
traditional IRA. It can be rolled over to a Roth under the traditional IRA rules at this stage. Withdrawals of any
kind within the first two years of participation are subject to federal income tax (FIT) plus a 25% penalty. Early
withdrawals from a SIMPLE account after the two years have passed generally are subject to the 10% early
withdrawal penalty applicable to IRAs.

Employee deferrals and employer matching or non-elective contributions to SIMPLE plans are each limited to
$10,500 per year ($13,000 for those over age 50). If you are a participant in any other employer plans
during 2007 and you have elective salary reductions or deferred compensation under those plans, the
salary reduction contributions under the SIMPLE plan also are included in the annual limit of $15,500
($20,500 =/over 50) on exclusions for pretax contributions for 401(k) and SEP plans.

ONE PERSON 401(K) RETIREMENT PLAN FOR SELF-EMPLOYED

One-person 401(k) retirement plans are available to any business whose only full-time employees are its owners
and their spouses. Corporations, partnerships, sole proprietorships, and not-for-profit organizations are all
eligible. This plan allows the tax-deferral of a 401(k) with increased contribution limits. Business owners may
now contribute the greater of 25% of compensation or 100% of compensation up to $15,500 ($20,500 if over 50).
The annual contribution is limited to $45,000 for 2007 and $46,000 in 2008. IRA, SEP, KEOGH, SIMPLE and
401(k)s are eligible for rollover into a one-person 401(k). The allowable deduction for 2007 is 25% of gross
wages plus the employee elective deferral amount (maximum - $15,500). For example, a $50,000 wage with
$15,500 deferral has a total deduction of $28,000 (15,500+12,500). However, you may not contribute to a Simple
IRA and establish a one-person 401(k) within the same calendar year.

A Form 5500 is required to filed if the one person retirement plan assets exceed $250,000.
Any Simple IRA contributions in 2007 will disallow the establishment of a one-person 401(k) until 2008.
2008 One-Person 401(k) Contribution Limits (Under Age 50)*

W-2 Income/Sch C Net Profit $15,000 $50,000 $100,000 $150,000

One Person 401(k)Contribution $15,000 $28,000 $40,500 $46,000
*additional $5,000 catch-up contribution allowed for employees over 50.

NEW COMPARABILITY CROSS TESTED RETIREMENT PLANS

Another choice for businesses with employees is the cross tested retirement plan. This strategy most often
advances the interests of professionals -- such as medical and law offices -- whose highly compensated
employees may be older than its other employees.

Cross testing is nondiscrimination testing that determines if a profit sharing contribution, as valued at normal
distribution age, is non discriminatory. It provides the highest allocation possible to the business owner and
other highly compensated employees. Cross testing is used under two new profit sharing allocation options: age
weighted or new comparability formulas. The age weighted formula is based on employees' ages and salaries.
The new comparability formula is based on separate employee categories determined by the business owner.
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WELFARE PLANS

There are many ways to provide employee medical, disability, life insurance and other benefits, including welfare
benefit plans and cafeteria plans. While distinct from retirement plans, these plans are just as complex, and they
come with their own sets of rules and regulations, as well as filing and testing requirements.

A welfare plan is the general name for most plans providing benefits other than retirement benefits or deferred
compensation. Welfare plans, like qualified retirement plans, are governed by ERISA and may include health,
dental and vision coverage,; life insurance; long- and short-term disability insurance; child care; transportation;
and even legal benefits.

SECTION 125 FLEXIBLE SPENDING ACCOUNT (FSA)/CAFETERIA PLANS

A cafeteria plan is a written plan that allows participating employees to select qualifying benefits from a "menu" of
choices the employer creates which can include dependant care, medical expense and employee share medical
insurance costs. The participant can direct a portion of their salary to the plan. The redirected salary is deposited
to a trust account. When an expense is incurred for a qualifying benefit, the employee is reimbursed by the trust
account. Reimbursements provide additional benefits to the employee, because they are free from Federal,
state, and payroll tax. With cafeteria plans, employees can use pre-tax dollars to pay for health insurance &
dependent care. Both the employee and employer save on taxes: Federal income, social security/medicare, and
state income taxes (where applicable). The participant chooses the amount to be allotted to the Section 125 plan
at the beginning of the year and cannot change the amount except under specific circumstances. Two and a half
months after the end of the plan year any leftover employee dollars in the Section 125 plan account revert to the
employer.

The tax savings make cafeteria plans very attractive. Inexpensive plan documents are available and the plans
are relatively simple to administer. Flexible spending/Cafeteria plan benefits can help retain employees.

In the past, FSA balances had to be used by the last day of the plan year. The IRS has eased the rule so that
employees can use FSA balances that remain at the end of a plan year to pay for health care and dependent

care expenses incurred during the first 2% months of the following plan year. The new grace period goes into

effect immediately. Employers who want to adopt the grace period have until the end of the current plan
year to amend their plan documents.

ForM 5500 ANNUAL RETURN/REPORT OF EMPLOYEE BENEFIT PLAN

If you are a plan administrator for a retirement plan (Profit Sharing or Money Purchase Plan or Self-Employed

401(k)), defined benefit plan, corporate pension and profit sharing plan, certain 403(b) plans or a 401(k) plan,

generally you must file a Form 5500 each year. A one person 401(k) may need to file a Form 5500 if total assets

are over $250,000 in 2008. Under ERISA, welfare plans must file Form 5500 unless they have fewer than 100

participants and the plan is unfunded (benefits are paid asneededs ol el y from t he empl oyer6s
fully insured or a combination of the two. The number of participants is the number in the plan, not the number

eligible, as of the beginning of the plan year. General assets include the account the employer uses for day-to-

day business transactions or its corporate bank account. See www.dol.gov/ebsa for more information on Form

5500 filing requirements.

NEwW HIRES

All new employees are required to fill out a W-4 and an 1-9 that must be verified and completed by the employer.
The requirement applies to all employers including household employers and not-for-profit organizations
regardless of the number of employees. It is important to physically check the documentation as the penalties
for non-compliance include civil monetary fines as well as more serious criminal penalties. Social Security
numbers of new employees can be verified online. Register at www.socialsecurity.gov/bso/bsowelcome.htm.
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