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lease enjoy our first issue of Tax Beat for 2009. We hope the information included

will help you weather the current economy and plan for more profitable times. In
the meantime, feel free to contact us if you have any questions or concerns about your
specific tax situation.

UNEMPLOYMENT COMPENSATION

As the economy has struggled and employers have cut jobs, applications to re-
ceive unemployment compensation are at near-record levels. In order to sof-
ten the blow of losing a job, The American Recovery and Reinvestment Act of 2009
has temporarily excluded part of unemployment compensation from taxation. Un-
der the Act, the first $2,400 of unemployment benefits received in 2009 are not
taxable. There are no income limitations to the exclusion. The exclusion applies
only to unemployment compensation; severance pay is still fully taxable. For mar-
ried couples, the exclusion applies to each spouse separately. It should be noted
that the exclusion is only for 2009. Unemployment benefits from previous years
were fully taxable, and are expected to again be fully taxable in 2010.
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IDENTITY THEFT AND YOU

he Federal Trade Commission

estimates that as many as 10
million people in the United States fall
victim to identity theft each year, cost-
ing innocent victims $5 million to re-
pair their good names. To help mini-
mize your risk of becoming a victim of
identity theft, the Department of Jus-
tice recommends four basic steps. Use
the word "SCAM" to help you remem-
ber the basic steps listed below.

1. Be stingy about giving out your
personal information. Do not give out
personal information such as social
security numbers, credit card num-
bers, or your mother's maiden name

over the phone to a person you do not
know. Ask the person to send you a
written application form.

2. Check your financial information
regularly. Examine your monthly state-
ments and look for unauthorized
charges against your accounts.

3. Ask periodically for a copy of your
credit report. Glance through your
credit report and look for accounts
opened fraudulently in your name.

4. Maintain careful records of your
banking and financial accounts. You
should retain your monthly statements
and checks for at least one year.

Even if you take these steps, it is still
possible to be victimized by identity
theft. If you do become a target, im-
mediately take the following actions to
minimize the damage:

Equifax
Phone: (888)766-0008
Web: www.equifax.com

1. Notify the fraud department of
one of the credit bureaus listed
below and establish a fraud alert.
The bureau will contact the other
two for you and each will send you
a written notice of your rights.
Once you receive the written no-
tice, call each credit bureau and
ask for a free credit report. Check
your credit reports for any fraudu-
lent financial activity.

2. Report the crime to your local po-
lice or sheriff's department.
Speak to the head of the fraud
unit or white collar crime unit and
be persistent if they are reluctant
to make a report. Keep a copy of
the report for your records.

3. File a complaint with the Federal
Trade Commission (877) 438-
4338. The FTC is responsible for
receiving and processing com-
plaints from people who believe
they may be victims of identity
theft and for providing informa-
tional materials to those people.

The previous actions may help mini-
mize the damage from identity theft,
but in order to recover from the dam-
ages that have already been done, you
may need to do one or more of the
following;:

1. If an imposter has opened new
credit accounts in your name,
contact the fraud investigator of
those creditors by telephone and
in writing. Request the company
to close the account(s) and fur-
nish you with copies of the fraudu-
lent application and transaction
records. You need to send the
company a FTC affidavit via certi-
fied mail along with a copy of your
police report in order to receive
this information. A copy of the
affidavit can be found at http://
www.ftc.gov/bcp/edu/resources
forms/affidavit.pdf. When you

Experian
Phone: (888)397-3742
Web: www.experian.com/fraud

have resolved the fraudulent
account with the creditor, ask
for a letter stating that the com-
pany has closed the account
and has discharged the debt.

2. If your existing credit or debit
accounts have fraudulent activ-
ity, report it to the company in
writing and by phone. Request
the debt be discharged and
request replacement cards with
new account numbers

3. If debt collectors try to get you
to pay unpaid bills on fraudulent
accounts, ask for the name,
phone number, and address of
the collection company, along
with the name of the person
contacting you. Tell them that
you are a victim of identity theft
and are not responsible for the
account. Ask them for contact
information for the referring
credit issuer, as well. Follow up
by writing to the debt collector
explaining your situation and
ask that they confirm in writing
that you do not owe the debt
and that the account has been
closed.

4. If you had checks stolen or
fraudulent bank accounts set
up, ask your bank to place a
security alert on your file. Put
'stop payments" on any out-
standing checks that you are
unsure about. Also close your
banking accounts and obtain
new account numbers.

If identity theft happens to you,
whether large or small, remember
two basic rules.

1. Keep good records when deal-
ing with authorities and financial
companies. Keep a log of all conver-
sations including dates, names, and
phone numbers. Note any expenses
you incur because you may be able

TransUnion
Phone: (800)680-7289
Web: www.transunion.com
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IDENTITY THEFT, CONTINUED

to obtain tax deductions for theft related
expenses. Keep copies of all letters and
documents.

2. Do not give in. Do not pay any bills
that are a result of identity theft. Do not
cover any checks that were written or
cashed fraudulently. Do not file for
bankruptcy.

The information provided is only a brief
summary of the preventive and correc-
tive actions for identity theft. See below
for additional resources or contact your
financial advisor.

Name Phone Web Address
Federal Trade Commission (877)438-7338 www.ftc.gov
Privacy Rights Clearinghouse (619)298-3396 www.privacyrights.org/identity.html
Identity Theft Resource Center (858)693-7935 www.idtheftcenter.org
U.S. Department of Justice (202)514-2000 www.usdoj.gov/criminal/fraud/websites/idtheft.html

SECRETARY OF
STATE BUSINESS
SCAM

fficials of numerous states are warning

business owners of a scam in which
bogus solicitation letters are being sent out
to businesses requesting $150 in fees for
filing of corporate minutes in order to con-
tinue doing business. The letters are made
to look like official Secretary of State corre-
spondence, have an official-looking seal,
and usually claim to come from the state’s
Corporate Compliance division. The scam
has most recently been reported in Indiana
and lllinois, but has also been found in
Texas, Florida, Colorado, New York and
other states.

If you call the Offices of the Secretary of
State in the states where you do business,
they will inevitably tell you that there is no
requirement to file corporate minutes or
submit the $150 fee. If you receive what
appears to be a bogus solicitation, call the
state’s Secretary of State Office (look up the
number on their website, do not use any
number provided on the solicitation), main-
tain a copy for your records, and do not re-
spond to the letter.

RED F1LAG REGULATIONS

he Fair and Accurate Credit Transactions Act of 2003 (FACT Act)

required creditors to detect, prevent, and mitigate identity theft in
connection with new or existing accounts. While intended primarily to
apply to banks and issuers of credit cards, the regulations apply to any
company that arranges for the extension, renewal, or continuation of
credit. Many businesses have unexpectedly found themselves covered by
the new rules since they extend credit to their customers. Even small
businesses or non-profits that bill for products or services after delivery
are considered to have extended credit. Though the law required compli-
ance by May 1, 20009, it is not too late to implement policies before en-
forcement and penalties are instituted.

The new regulations require businesses that extend credit to implement a
written identity theft program. Though the law lists examples of steps
that may be taken, companies are expected to design their program
based upon their size, their complexity, and the nature of their business.

The regulations have been called the “Red Flag Regulations” because
they require companies to identify and address certain red flag events
that may indicate potential identity theft. A red flag is a pattern, practice,
or specific activity that indicates the possible existence of identity theft.
The red flags may vary depending upon the type of business, but may
include things like altered documents, irregular requests for credit, alerts
from a customer about possible identity theft, or a material change in
spending patterns.

Companies that do not have written policies to address identity theft or
that may be unsure of their requirement to comply with the Red Flag
Regulations should consult their legal counsel.
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DON’T IGNORE YOUR LLC
(OR YOUR CREDITORS WILL)

Establishing an LLC (limited liability
company) has become one of the
most attractive ways to protect business
owners from liability for the debts or
legal judgments against their busi-
nesses. The idea behind an LLC is that
an LLC creates a legal entity that is
separate and apart from the individual
business owners. If the company is
sued, the debts and assets of the LLC
should be treated separately from those
of any individ-
‘\ B | ~ ¥ ual. However,
X &7 business own-
- & "&

\\j‘; ers should be
SO —____warned that the
— —— mere act of
i. setting up an
L LLC may not
completely
provide the liability protection they may

need.

In cases where a business is sued or
being pursued for debts, the courts de-
termine on a case-by-case basis exactly
where the liability may lie. Although the
establishment of an LLC may help make
the case that the business is a separate

legal entity, the courts will also look at
how the business was actually operated.
Was the business operated as a sepa-
rate legal entity? Business owners need
to be sure they are operating the busi-
ness as a separate entity, not merely
claiming to do so.

One way in which an LLC can demon-
strate that it is a separate entity is
through the performance of “corporate
formalities”. A corporation generally
maintains contracts and purchase agree-
ments, has regular (at least annual)
meetings, keeps minutes of its meetings,
has an employee handbook, etc. Though
an LLC is not required to perform the
same actions as a standard corporation,
doing so can help show that it is being
treated as a separate legal entity by its
members.

It is essential that organizers of an LLC
sign, adopt, and follow an Operating
Agreement. This document spells out
the rights, duties and obligations of the
members of an LLC. Besides reinforcing
the idea that the LLC is a separate legal
entity, the agreement also establishes
ownership percentages and the distribu-

tion of profits. Even if the only mem-
bers of an LLC are part of a family,
there is a benefit to maintaining the
formal structure of the business.

A common pitfall is the co-mingling of
personal and business funds. A sepa-
rate legal entity should have its own
bank accounts. If business expenses
are paid from a personal account or
deposits from the business are made
into personal accounts, a business
owner may be undermining the argu-
ment that the business is a separate
legal entity. If a member pays personal
debts or bills from the business ac-
count, even if they reimburse the ac-
count later, it may appear to the court
that he or she did not treat the busi-
ness as a separate entity. It is not un-
common for creditors to pursue the
personal assets of LLC members when
those members have failed to keep
their personal assets separate from the
LLC activities.

Another common mistake is forgetting
to file annual reports with the state.
Failing to keep current with state filings
may put the LLC in bad standing with
the state. Though this status can be
repaired by filing late and paying the
fee, the state may simply dissolve the
LLC after a few years of non-filing. This
guarantees the loss of liability protec-
tion for the LLC members from the
debts and judgments against the LLC.

MAKING WORK PAY TAX CREDIT

Earlier this year, the President signed
into law the American Recovery and
Reinvestment Act. The Act includes a pro-
vision called Making Work Pay, which was
designed to provide an immediate tax
credit for working families, with a maximum
credit of $400 for individuals and $800 for
married couples. Though the credit phases
out when your income exceeds $150,000
for married couples filing jointly ($75,000
for single taxpayers), it is expected that
over 90% of workers will benefit from the
credit. For most people, the credit is pro-
vided through an adjustment in their tax
withholding on their paycheck. The with-
holding schedules were adjusted in March
and most people should have seen a small
increase in their take-home pay by April 1.

While taking home additional cash is usu-
ally a good thing, some taxpayers may face
a surprise next spring when the govern-
ment wants some of that money back. The

new withholding tables may cause some
taxpayers to receive more than they are
entitled to under the credit. That money
will need to be repaid when filing their
taxes. Although for most people the credit
will come close to equaling the decrease in
their withholding, there are some situations
which may require repayment of the credit:

e A married couple in which both cou-
ples work and earn more than
$13,000 may see increases in their
paychecks of up to $1,200. Since the
credit is limited to $800, they will have
to pay back the $400 difference when
they file their taxes.

e A single worker who works two jobs,
earning $20,000 at each, will receive
the $400 boost in pay at each job for
a total of $800. However, since the
overall credit is limited to $400, she
will have to repay $400 of the credit
when she files her taxes.

o A college student with a part-time job
earning $10,000 could see a $400
boost in pay because of the credit.
However, if he is claimed as a depend-
ent on his parents’ return, the student
does not qualify for the credit. He will
have to repay the $400 when he files
his tax return.

It is wise to monitor your withholding to be
sure that you are withholding the proper
amount of federal tax. Komisar Brady &
Co., LLP has specialized software that can
use your current pay stub and expected
other income to determine if your withhold-
ing is appropriate. Though taxpayers with
simple tax returns can use the withholding
calculator at the IRS website, you may
benefit from our tax projection services if
you may fall into one of the categories de-
scribed above.
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CHANGES TO HOPE CREDIT
AND SECTION 529 P1L.ANS

ince its inception in 1998, the

Hope Credit has been a great way
for college students (or their parents) to
earn a tax credit as they begin their
college education. Though limited to
the first two years of education, it pro-
vided a nonrefundable tax credit of up
to $1800 per student. Recent legisla-
tion has greatly expanded the Hope
Credit, and college students and their
parents should know about these
changes for tax years 2009 and 2010:

® The maximum credit per student
has been expanded from $1,800 to
$2,500.

® The credit has been expanded to
include students in the first four years
of schooling (not just the first two).

® The income range at which the
credit begins to phase out has in-
creased to $160,000 for married joint
filers and $50,000 for single filers. The
credit totally phases out at $180,000
and  $60,000,
respectively.

Taxpayers may
now include theI
cost of textbooks |
and other course
materials in the
amount of ex-

penses used to qualify for the credit.
Perhaps the biggest change, though, is
that the credit is now refundable. In the
past, as a nonrefundable credit, it could
only reduce a person’s tax to zero but
not provide a refund. For a college stu-
dent with a small part-time job earning
a few thousand dollars, her exemption
and standard deduction probably re-
duced her tax to zero. Though eligible
to take the credit, there was no benefit
to do so since she was already paying
no tax. At the same time, there may
have been no benefit to her parents
taking the credit, since the credit may
have totally phased out because of the
parents’ income. With a refundable
credit, those students who were happy
to have zero tax will be thrilled to be
receiving a refund check.

Even with the enhanced Hope Credit,
there are still many people who will be
able to reduce their tax more by claim-

LT
[ T —
b

ing the tuition and fees deduction or
the Lifetime Learning Credit. Some
thought should be given to the tax
benefit of the student claiming the
credit or the parent claiming it, since
a student who is claimed as a de-
pendent cannot take the credit for
him or herself. The best way to re-
ceive the maximum benefit to the
many credits and deductions avail-
able to college students and their
parents is to contact our office. We
can suggest strategies for you to use
the tax laws regarding education to
your benefit.

529 Plans

For 2009 and 2010, the cost of com-
puters and related technology ex-
penses qualify as higher education
expenses as long as the beneficiary is
enrolled at an eligible educational
institution.  Distributions from 529
Plans may now be used for com-
puters, internet access, and software
(as long as it is not for games or en-
tertainment).
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HYBRID TAX
CREDIT UPDATE

of hybrid vehicles is available until 2010, the

credit was designed to phase out once car
manufacturers sold 60,000 hybrid vehicles. As a result, the
credit is no longer available for popular hybrid makes such as
Toyota, Honda, and Lexus.

T hough the federal tax credit for the purchase

The credit for vehicles manufactured by Ford (including Fords
and Mercurys) began to phase out on April 1, 2009. The credit
is reduced by 50% for Ford hybrid vehicles purchased from now
until September 30 and reduced by 25% for vehicles purchased
between October 1 and March 31, 2010. The credit will no
longer be available for Ford or Mercury vehicles after April 1,
2010.

Be sure to check the IRS website (www.irs.gov) before purchas-
ing a hybrid vehicle to determine how much of a credit may still
be available for that specific make, model, and year.

17, 2009 and the end of the year, you can de-
duct a portion (if not all) of the sales tax paid on
the purchase. Taxpayers may deduct the sales and excise taxes on
the first $49,500 of the vehicle’s price. The deduction applies only
to new vehicles, but vehicles include cars, trucks, SUV’s, motorcy-
cles, and motor homes, provided that the vehicle weighs no more
than 8,500 pounds. Sales taxes paid on a lease agreement do not
qualify.

I f you purchased a new car or truck between Feb.

The deduction does phase out, completely phasing out at $135,000
for single taxpayers and $260,000 for married taxpayers. The de-
duction is available regardless of whether you itemize you deduc-
tions on your return. If you purchase a vehicle in a state that does
not have a sales tax, you are allowed to deduct other fees or taxes
imposed by the state or local government, as long as they are as-
sessed on the vehicles sales price or as a per unit fee.

Komisar Brady & Co., LLP offers much more than high quality tax, accounting and auditing services. We ofler many types of consulting services to busi-
nesses, including business succession planning, sale or acquisition of a business, long range forecasts and budgeting, and valuation services. We also offer
estate and retirement planning and aid in the choice and implementation of qualified retirement plans for business owners and sole proprietors. If you have
any questions in regards to your individual or business financial matters, please give us a call and see what we can do to help, or if we can direct you to some-

one who can.

This document provides information of a general nature. None of the information contained herein is intended or written as a tax opinion relative to spe-

cific issues addressed in this document.
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