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FIRST TIME HOME BUYER TAX CREDIT EXTENDED ,
INSIDE THIS ISSUE: REPEAT HOME BUYER CREDIT ADDED

Red Flag Regulations Compliai 2-3
he FirstTime Home Buyer tax credit was set to expire on Novembert30

2009. The Worker, Homeownership, and Business Assistance Act of 2009

New Employ@wned Life Insurar 3 has extended the credit into 2010, added a credit for repeat home buyers, and
:T:;)gues May Need to be Repor h@aised the income limits making more home buyers eligible for the credit. The

credit has been extended to homes purchased on or before Aprilt3@®010. Only
Itds Getting t 45 |hahindng $alastconweht & neededvby April 0 The actual closing needs to take

Going to Need a Higher Educa place by June 3®, 2010. The FirstTime Home Buyer credit remains at $8,000 for
Understand the Education Crec someone who has not owned a principal residence during the 3 year period prior
tions to purchase. Taxpayers who have owned and lived in their current home for 5 con-

secutive years out of the last 8 are eligible for a maximum $6,500 refundable Re-
peat Home Buyers tax credit. Just like the FirsfTime Home Buyer credit, the Re-
peat Home Buyer credit does not have to be repaid unless the home is sold or

Does Your Business Need Ider 5
Theft Insurance?

Roth IRA Conversions Offer Ur 6 ceases to be used as the buyerds primary
Planning Opportunities purchases. The income limits for eligibility have also been raised. Those higher
income limits apply to both credits. For purchases after Novembei,6single tax-

Increase Your Cash Flow by 7 payers with incomes up to $125,000 and married couples with incomes up to
Managing Your $225,000 qualify for the full credit. After those income limits have been ex-
Accounts Receivable ceeded, a partial credit is allowed until they are completely phased out. A few

IRS Releases 2010 8 changes were also made to the credits. These changes were designed to curb
Standard Mileage Rate abuses with the credit. The tax credits only apply to homes priced at $800,000 or

,) less and the credit cannot, in most cases, be taken by individuals under the age of
KB’O“CO 18. This is only a brief description of the rules and eligibility. If you have further

KOMISAR BRADY & CQ.LLP gjestions, please contact us for assistance.
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RED FLAG REGULATIONS COMPLIANCE

s previously mentioned in the June 1.
2009 edition of Tax Beat,the new
regulations known as the "Red Flag _’
Regulations" require many businesses 3.
and organizations to implement a writ- 4.
ten identity theft prevention program.
Enforcement of these regulations was
originally scheduled for May 1, 2009,
but the Federal Trade Commission (FTC
has further delayed enforcement until

June 1, 2010.

Identification

Detection

Mitigation and Prevention
Reevaluation

Your identity theft prevention program
should be based on the size of your busi-
ness and the risk posed from identity
theft. If your business is a low risk for
identity theft, complying with the Regula-
tions can be made simple and straight
Who must comply with the Red Flag forward with the help of a 4step guide
Regulations? from the FTC to develop your own iden-
tity theft prevention program. The 4tep

. guide is separated into two parts. Part A

The Red Flag Regulations apply tChelps you determine whether your busi-

“financial institutions" and "creditors". ass is a low risk business that can use
Financial institutions include banks, {he guide. Part B helps low risk busi-

savings and loan associations, credit
unions, and any other person that di-
rectly or indirectly holds a transaction
account belonging to a customer. A How can you tell if your business is at
creditor includes any business that ar- low risk for identity theft? Some of the
ranges for the extension, renewal, or factors listed in Part A that might suggest
continuation of credit. Credit, though, is your business is at low risk:

more than the traditional definition.
Credit occurs whenever payment for
goods or services is deferred or billed to ®
the customer after the sale. Some exam-
ples of creditors include finance compa-
nies, mortgage brokers, and auto deal-
ers. Even medical practices such as
hospitals and dental offices may be con-
sidered a creditor if they bill for services ®
already rendered. If a retailer accepts
credit cards it is not considered a credi-
tor, and therefore is not covered by the
Red Flag Regulations. But, a retailer
that offers its own credit card to custom-
ers is considered a creditor and must
comply with the Regulations.

nesses design their written program.

e You know your clients personally

You provide services at your cus-
tomers' homes

e You have an established business,
and you have never experienced an
incident of identity theft

You are in a business where identity
theft is uncommon. No one in your
line of work has been talking about
identity theft and there have been
no news reports claiming identity
theft in your line of work

If you determine that your business is a
low risk for identity theft, you must de-
scribe the reasons why in the area pro-
vided in the guide. Then you can move
. ) ) on to Part B of the guide. Part B includes
According to the Regulations, each iden- fo pasic steps to help you design your

tity theft prevention program must be program. These four steps closely re-
written and must include four basic ele- gemple the four basic elements from

ments for both new and existing ac- above.
counts.

How Do You Comply?

Step 1: Identifying red flags Each pro
gram must include reasonable policies

and procedures to identify the "red
flags" of identity theft that may occur
within the dayto-day operations of
business. A red flag is a pattern, prac-
tice, or specific activity that indicates
the possible risk of identity theft. The
regulations list the following catego-
ries of common red flags:

e Alerts, notifications, and warnings
from a credit reporting company

e  Suspicious documents

e  Suspicious personal
information

identifying

e Suspicious account activity

e Notice from customers, victims of
identity theft, a law enforcement
authority, or someone else

If your business is a low risk for iden-
tity theft, all that is needed is to list
the red flags your business has identi-
fied in the space provided in the guide.
You do not have to write extensive
policies and procedures.

Step 2: Detecting red flags.Each pro-

gram must be designed to detect the
identified red flags. In this step you
must describe how your business will
detect the identified red flags. One
basic detection procedure each pro-
gram should have is to verify the iden-
tity of all persons opening a new ac-
count. Steps to verify identification
include getting a name, address, and
identification number. For imperson

verification, examining a current gov-
ernmentissued identification card like

a driver's license or passport is impor-
tant. For existing accounts, each pro-
gram should include reasonable pro-
cedures to authenticate customers,
monitor transactions, and verify the
validity of changeof-address requests.
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RED FLAG REGULATIONS COMPLIANCE , CONTINUED ?

Step 3: Responding to red flagsEachpro- your business will administer its identity Flag Regulations. Because identity theft
gram must indicate the appropriate actions theft program. This step first involves get- is an everchanging threat, the final part
that will be taken when red flags are de- ting the program approved by the board of of Step 4 is to address how your program
tected. This helps prevent and mitigate directors, an appropriate committee of the will be reevaluated to reflect new risks.
any harm done. Each action will depend board, or a senior manager. Next, a senior Your evaluation should focus on experi-
upon the degree of risk posed by the red employee must be designated to adminis- ences with identity theft; changes in how
flag. Some cases may require more thar ter the program. Then, you must describe identity thieves operate; new methods in
one response. Some appropriate actions how staff will be trained. The guide pro- detection, prevention, and mitigation;
include: vides space to list the categories of em- and changes in the accounts offered.

Step 4: Administering your program:The see that they are following your program or
last step in the guide is documenting how have their own that complies with the Red

Contacting the customer ployees who will be trained to detect red Again, this 4step guide provided by the

_ _ flags, and how training will be provided. ETC js to be used for businesses that are
Reopening an account with a new Next, you need to indicate whether you use |y risk for identity theft. Businesses

customer number services providers in connection with ac- hat have a higher risk of identity theft
' counts covered by the Regulations. Ser- shoyid consult their legal counsel when

Not opening a new account vices providers are companies your busi- writing their program

Notifying law enforcement ness hires to perform services such as ’

accounts payable and payroll. If your busi-

ness uses services providers and your busi- The 4step guide along with answers to
ness is low risk for identity theft, all that is frequently asked questions can be found
needed is to list the service providers you at www.ftc.gov/redflagsrule

use and to contact the service providers to

Determining that no response is
needed under the particular circum-
stances

NEW EMPLOYER-OWNED LIFE INSURANCE POLICIES
MAY NEED TO BE REPORTED TO THE IRS

he Pension Protection Act of 2006 added IRC Section 101(j) to the Internal Revenue Code. This section relates

to the taxation of employetowned life insurance policies and the additional information that must be reporteq

to the IRS. With an employeswned life insurance policy, the business owns the policy and is directly or indirectly

the beneficiary of the policy. The employee, though, is the party insured. An employer includes corporations (C &

S) , partnerships, LLCOG s, and sol e ponlypapply ® pdiciedsbuedons T
materially changedafter August 17, 2006. Policies issued prior to that date are not subject to these new rules.
Prior to the 2006 addition, death benefits from an employeswned life insurance policy were not taxable. With the
revisions to 101(j), only the amount of death benefits equal to the premiums paid by the employer will beftag
upon the insured6s deat h. on¢ ofthe follewing exaeptdrisismet: can be av
o The insured is a director or highly compensated employee
o The insured was employed by the business within twelve months of death
o The death benefits are payable to the insurjed?o:c
. The death benefits are used to purchase an interest in the business ’/' &
In addition to qualifying for an exception, additional procedures need to be followed to receive g ¢ \'c'{: _.J
entire proceeds taxfree. First,written notice about the life insurance policy must be given to the if ”f
sured employee. Then, the employee must consent to the notice in writiprgor to the issuance ofi&
the policy. Finally, notice must be gi Wemed el | RS
Life Insurance Contractso, with the busines der al
be included on the form:
. The total number of employees
o The number of employees insured by the business
o The total amount of employepwned life insurance
o An indication of whether or not the business has valid written consent from each insured
employee

Like all other tax forms, adequate records must be kept to support the information reported on Form 8925. Make

sure to keep all written notices and consent forms on file along with your other insurance related documents.

For additional guidance about the revised employerned life insurance rules, please contact our office as well as
your insurance agent.
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| T® GETTING TO THE POINT WHERE YOU ARE GOING TO
NEED A HIGHER EDUCATION TO
UNDERSTAND THE EDUCATION CREDIT OPTIONS

Congress has continued its
attempts to extend and ex-
pand the credits available to tax-
payers pursuing higher education.
While everyone likes a tax break,
the recent changes have made it
even more confusing than ever for
students who are trying to figure
out the tax benefits available to
them.

The American Recovery and Rein-
vestment Act (passed in early
2009) expanded the Hope Educa-
tion Credit. Now known as the

American Opportunity Credit, it is
available to more students than

ever before.  Whereas the Hope
Credit only applied during the first

two years of college education, the
American Opportunity Credit ap-
plies to all four years of college.

(Students must be enrolled at

least halftime and pursuing a de-

gree or certificate). Qualifying ex-
penses include not just tuition, but

also books and supplies or equip-
ment required for a class. An ex-
penditure for a computer may

even qualify if the school requires

a computer for enroliment or at-

tendance.

The American Opportunity Credit
provides a credit of 100% of the
first $2,000 of tuition and fees
and 25% of the next $2,000.
Though some phas®uts apply for
those with higher incomes, many
students or families will qualify for
the maximum credit of $2,500.
Furthermore, the new rules allow

the credit to create a refund and
not just reduce the tax to zero. A
refund of up to $1,000 may be
allowed for some filers.

The Lifetime Learning Credit is an-
other way for students to receive a
tax credit for educational ex-
penses. Lifetime Learning Credit
provides a credit of 20% of the first
$10,000 of qualified educational

expenses, up to $2,000. Books
and other fees are only eligible if
they are required for enrollment.
Though not as attractive as the
American Opportunity Credit, it
may be of benefit to those who are
taking only one or two classes or
who are graduate students. The
maximum amount of the credit is
less, but even students that are
less than halftime and graduate

students can take the Lifetime

Learning Credit.

Many areas that experienced flood-
ing in May and June of 2008 were
part of a disaster area, including
30 Wisconsin counties. The IRS
expanded the maximum Hope
Credit from $1,800 to $3,600 and

the maximum Lifetime Learning
Credit from $2,000 to $4,000 for

any students who attended school
in a Midwest Disaster area during
2008 or 2009. (If you want to take

the increased credit, you fall under
the prior Hope Credit rules) In or-
der to be eligible for the expanded
credit, you must have been attend-
ing a college in a declared disaster
area at the time of the disaster

date (6/5/2008 in Wisconsin).
The additional credit is available
for both 2008 and 2009. You
can find more information about
which counties qualify as disaster
areas by going to www.irs.gov and

typing

How do you

choose the

right  credit?

While the

JAmerican  Op-
portunity Credit

generally offers a greater tax
credit, some people are not eligi-
ble for it and may benefit from
choosing the Lifetime Learning
Credit.  You cannot claim both
education credits for the same
student during the same year. The
IRS has complicated rules about
who can claim which credit for
which expenses (and under what
circumstances).  Choosing the
wrong credit could cost you thou-
sands of dollars. While the bene-
fits from the credits can be signifi-
cant, the rules are complicated.
Therefore, Komisar, Brady & Co.
uses specialized analysis tools to
ensure that you take the credit
that maximizes your education
incentive.

oBoobom 4492
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EDUCATION CREDIT COMPARISON

American Opportunity Credit

Lifetime Learning Credit

Maximum amount of the credit

Most students $2,500 $2,000
Students in Midwest Disaster Area *$3,600 $4,000
Maximum tax refund created $1,000 $0
Minimum course load Halftime status No minimum
Degree program required Yes No

Eligible students

First 4 years of pestondary educatio

n Undergraduate and Graduate

Qualifying expenses

Tuition, books, and supplies or equip
required for a class

hiEmtion, books, and supplies or e
ment required for a class

Ui

Calculation of the credit

100% of the first $2,000 of expenses
25% of the next $2,000

aPebo of the first $10,000 of exper

Income phaseut of the credit

Phaseout begins, single

$80,000

$50,000

Phaseout begins, married

$160,000

$100,000

*Must apply prior year Hope Credit rules.

DOES YOUR BUSINESSNEED IDENTITY THEFT INSURANCE?

f you rely on computers to store and manage electronic data

about your customers on a computer network, your company is at
risk for identity theft. If your company has a website, any customer
data on that site is vulnerable. Hackers are becoming more sophis-
ticated; someone could breach your network or website security and
gain access to your customer information without you even knowing
it. If a hacker steals personal data or credit card information from
your network, your customers may seek damages from you. If some-
one maliciously installs spyware or spam software on your computer
network, your company could end up being named in a class action
suit by those impacted by the software. If an employee opens up a

virus that uncontrollably gets distributed from your computer system, your company could find itself

being sued for spreading the virus.

Identity theft insurance may be an easy, cosfffective way to protect your business from liability for

identity theft. Policies are relatively affordable, and can be tailored to meet your business needs. The
coverage may cover the costs of damages to you
data, notifications to clients of security breaches, unauthorized release of personal data, restoration of
your companyo6s credit, theft of trade secrets,
lawsuits.  Your identity theft insurer may also be able to provide you with the information necessary to
help prevent identity theft. To inquire about the types of identity theft insurance that may be available,
contact your business insurance provider.

and
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ROTH IRA CONVERSIONS OFFER UNIQUE PLANNING OPPORTUNITIES

A Roth IRA conversion
is a taxable event. You
will pay income tax on
the amount you choose
to convert in the year of

or 2009, as in prior years, only taxpayers with modj
fied adjusted gross income of $100,000 or lesq
could convert amounts in a traditional IRA to a Roth IR
Beginning in 2010, the $100,000 modified adjusted W
gross income limit is eliminated, allowing many peop|ji
who have not been allowed to convert or even mak conversion. For conver-
Roth IRA contributions in the past the opportunity tje : sions taking place in
have a Roth IRA. 2010, a unique rule
applies. Unless you elect otherwise, none of the gross
N income from conversion will be included in your 2010
A Roth IRA has a number of significant advantages OVEl ome. Half of the income resulting from t)rqe conver-
regular IRAs. sion will be includable in your 2011 income and the
other half in 2012. This tweyear income spread will re-
e Unlike a regular IRA or qualified employer plan, witlgquire careful tax planning, since current tax law and pro-
drawals from a Roth IRA are not taxed as long g¥sed legislative changes provide for an increase in in-
they are qualified (owner is age 59 % or older, and itome tax rates after 2010.
has been 5 years since the first Roth contribution

zig(:]/)or it has been 5 years since the Roth CONVETBacause there are many unknowns involved in the plan-

~ .ning, a axpayer i all owed
e Roth | RA6s are not subj ercotg el sOg tkthne0 V\F}neyqausl r@lﬁe Y ) num,
distribution (RMD) rules when the owner reaghes / he latest date to recharacterize a conversion is gener-
%. As a reminder the RMD rules were waived fo(r_’l

. X lly October 1% of the year after conversion (the ex-
é009,f_byt W'” reftu_rr;]m'ZOdl(I)q h IRA i ktended due date of the return). This recharacterization
* eneficiaries of inherited Roth IRA must still ta %ption is at the heart of the planning strategy that con-
regular withdrawals, but those distributions will beverts an IRA into many different Roth IRA accounts, and
taxfree. recharacterizing poor performing accounts prior to the
due date. This strategy allows you to monitor the ac-

In deciding whether a conversion makes sense for yog, o unt s 6 per f or ma nhokthedoffowingo Oc t
the following factors should be considered: year, and if an account falls in value, you recharactize it
so you do not pay tax based on an account that is worth

e Areincome tax rates going up in the future, and whdess than it was when converted.
will your income tax rate be in retirement as opposed
to what it is now? The state of Wisconsin has thrown its own wrinkle into
» Can you pay the income tax from the conversion witplanning. Wisconsin has not adopted the elimination of
non-etirementplan funds? If you use retirement the $100,000 conversion limitation and has indicated
plan funds to pay the tax on the rollover, you withat for those above the income limitation they will as-
have less money to grow tax free. If you are undeless an early withdrawal and excess contribution penalty
age 59 % and you use retiremenplan funds to pay on the conversion. They also have not adopted the 2
the tax, not only will you pay tax on that distributionyear spread. It is believed that the Wisconsin legislature
but it is also generally subject to the 10% early withwill correct this problem in 2010, but these issues
drawal penalty. should be taken into account by Wisconsin residents
e Will you need the money being converted to live 0pefore converting.
after reaching age 70 ¥? If you will not need those
assets, distributions from a Roth IRA will not be r

quired, allowing longer tasree growth. eIioth IRA conversion planning is a decision that should

« What is the length of time between the conversioﬁm’o've your accountant, financial advisor, and estate
and when you expect to start withdrawing theplanning attorney. Excluding the advice of one of those

money? The longer the length of time, the greate[P.artles may not prOV'd‘? the best or most informed deC|_-
e sion. If you have questions, or want to discuss whether it
the taxfree appreciation.

would make sense for you to consider a conversion,
please give us a call.
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| NCREASE YOUR CASH FLOW BY
MANAGING YOUR ACCOUNTS RECEIVABLE

M any small and growing businesses have strug-
gled to maintain cash flow during the current
credit crunch. Businesses cannot get a quick loan or
establish a line of credit as easily as they once could.
An often overlooked way to generate cash is through
better management of accounts receivable. To be ef-
fective, every business needs to customize its billing
and collection procedures. There are a few simple
steps you can take to improve your cash flow:

e Maintain a clear and consi shgmep have nok ghanged (g bithaying dutiesp

subjectively decide on a clienrby-client basis how
you will extend credit and pursue payment. Create
a system of consistent terms

of credit, billing procedures,

expectations of payment, and

collections processes within

your business. Communicate

the credit policy to your em-

ployees, so they can support

and reinforce it.

e Clearly communicate the terms

of payment to customers, in
writing if possible. Make sure
customers (especially new
ones) know upfront how they
are going to be billed and
when payment will be ex-
pected. Are you billing by the
hour or by the project? Is pay-
ment expected now or upon
completion of a certain task?
Many collection problems stem
from disagreements over how
much is owed and when it is
due.

e Perform credit checks of po-
tential large customers. In your excitement of mak-
ing the big sale or landing the huge contract, do not
forget to take a moment to ensure that your new
client can pay you. Consider subscribing to a credit
reporting service.

e Create a clear invoice. Make sure your customer
knows how much is due. Date the invoice with the
date of service or sale. ltemize the charges so he or
she knows what is included in the bill. Remind the
customer when payment is due. Include the name
and phone number of the person to whom custom-
ers can direct questions about bill payment.

Send invoices in a timely fashion. Delayed billing
will cause delayed payment. Mail invoices as
soon as possible after making a sale or providing
a service. Dond6t del ay
ing a week or two until your company accumulates
invoices.

Bill the right person. When making the sale, clar-
ify who should get your bill and address all in-
voices to him/her. For ongoing customers, make
sure your billing list is ugo-date and that contact

been reassigned. Do not let your bill get routed to
the wrong person or get lost, thereby delaying pay-
ment.
e Send out reminder notices or call
to follow up the bill. Do not let your
customer forget about your bill. The
longer it goes unpaid, the more difficult
it will be to collect. According to the
Commercial Collection Agency Associa-
tion, 27% of accounts that are 3
months past due will never be col-
lected. After 6 months, that figure
jumps to 44%. Nearly 75% of accounts
more than a year overdue will never be
collected.
e Know the law. In your attempts to
collect overdue bills, be sure you are
complying with the Fair Debt Collection
Practices Act. There are specific rules
about what you can and cannot do in
your efforts to collect a payment. Not
knowing or ignoring the law may ex-
pose you to legal action.
e Consider hiring a collection agency.
Though their fees can be steep, they
may be able to provide at least partial
payment of bills that have gone unpaid. Use them
as a last resort when your internal collection at-
tempts have failed.

r
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