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5 Tips on How to Start
Filing Taxes Correctly
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10 TAX TIPS FOR SMALL AND GROWING

America's Small Business"

Consult a tax advisor,
even if you are a start-up.
A professional can save
you both money and
valuable time and keep
you from running afoul of
the Internal Revenue
Service.

Pay estimated federal
and state taxes four times
a year. Your tax advisor
can help you determine
how much to set aside
ahead of time for each
payment.

Keep good records of
both income and
expenses. Save all
receipts.

Ask your tax advisor
about special deductions
you can take as a small-
business owner—such as
allowances for health
insurance, long-term care
insurance, or self-
employment tax.

Schedule a “tax tune-up”
at least once a year.
Update your tax advisor on
your situation and your
goals and get his or her
advice on planning your
tax strategy for the coming
year.
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From the AllBusiness.com Finance & Accounting Center

Taxes are one of the most important issues facing small and growing businesses. And
like a company's profits, its annual tax bill will in part reflect the owner's skills and
knowledge. Business owners need to be sure that they are meeting all of their
responsibilities to the tax man -- and also seizing every opportunity to reduce their
taxes. These tax tips will ensure Uncle Sam is not getting more than his due.

1. Writing It Off: Deductions. Businesses can deduct all "ordinary and necessary"
business expenses from their revenues to reduce their taxable income. Some
deductions are obvious—expenditures in such areas as business travel, equipment,
salaries, or rent. But the rules governing write-offs aren't always simple. Don't overlook
these potential deductions:

= Business losses. Business losses can be deducted against a business
owner's personal income to reduce taxes. If a business owner's losses exceed
personal income for the year, some of the year's business losses can be used
to reduce taxable income in future years.
= Trips that combine business and pleasure. If more than half of a business
trip is devoted to business, deduct the traveling costs, as well as other
business-related expenses.
2. Employee Taxes. If a business has employees, a variety of taxes will have to be
withheld from their salaries. Among them are:
= Withholding. Social Security (FICA), Medicare and federal and state income
taxes must be withheld from employees' pay.
= Employer matching. Businesses must match the FICA and Medicare taxes
and pay them along with employees.
= Unemployment tax. Businesses must pay federal and state unemployment
taxes.
3. Quarterly Estimated. This area trips up many an entrepreneur and is especially
vexing for home-based businesses. Failure to keep up with estimated tax bills can
create cash flow problems as well as the potential for punishing IRS penalties. Among
the issues are:
= Who should pay? A business probably must pay quarterly estimated taxes if
the total tax bill in a given year will exceed $500.
= How much should you pay? By the end of the year, either 90 percent of the
tax that is owed or 100 percent of last year's tax must be paid (the figure is
110 percent if a business's income exceeds $150,000). Businesses can
subtract their expenses from their income each quarter and apply their income
tax rate (and any self-employment tax rate) to the resulting figure (their
quarterly profit).
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Which Financial
Records Should You

Keep
(And for How Long?)

By Ken & Daria Dolan Dolans.com

Good financial records are very
important ... especially come tax
time. But if you keep every snippet
of paper forever, you'll need to put
an addition onto your house! Let's
do some maintenance and get rid of
the paperwork that's cluttering your
life.

Before we talk about what you can
throw out, let's look at papers you
should stash away in your
permanent file. Keep the following
documents forever:

= Records that relate to your
home (mortgage, deeds,
capital improvements, etc.)

= Documents showing non-
deductible and deductible
IRA contributions

= Tax returns and checks
used to pay taxes or to
substantiate deductions.

Once those papers are safely
tucked away, grab your trash bag
because here we go!

= Accident reports/claims
- 7 years

= Back-up tax paperwork -
10 years

= Bank reconciliations - 1
year rolling

= Bank statements - 3
years

= Brokerage statements -
Year end only

= Contracts, notes and
leases (expired) - 7 years

= Credit card statements -
1 year rolling

= Insurance policies
(expired) - 3 years

= Mutual fund statements
(after sold) - 10 years

= Paycheck stubs: normal
- 1 year

10 Tax Tips for Small and Growing Businesses, (Cont.)

4. Sales Taxes. Most services remain exempt from sales tax, but most products are
taxable (typical exceptions are food and drugs). If a business owner sells a product or
service that is subject to sales tax, he or she must register with the state's tax
department. Then taxable and nontaxable sales must be tracked and included on the
company's sales tax return.

= Having what is considered a "presence" in a state is the criteria used by the
IRS to determine whether or not you are liable for paying state sales tax.

= If you do not have a physical presence in another state, but sell items via the
Internet or by catalog in that state, you can be subject to a state’s "use tax,"
but typically not to their state sales tax. A "presence" in another state does not
necessarily mean that you have a retail outlet in that state. If you have an
office, warehouse, or employees working for you in that state, the IRS may
consider you to have a presence in that state. Make sure you are aware of
your sales tax responsibilities in all states in which you are doing business.

5. Keep Tax Documents for at Least Seven Years. Good record keeping saves
money. Some things like copies of business tax returns, licenses, incorporation
papers, and capital equipment expenses should be preserved indefinitely. Keep any
tax-related documents (e.g., expense receipts, client 1099 forms, and vehicle mileage
logs) for a minimum of seven years.

6. Charitable Contributions. Unless your business is a C corporation, charitable
contributions typically "flow through” the business and are claimed as deductions on
the individual tax returns of the shareholders of the company. That's true whether
you're running a sole proprietorship, partnership, limited liability corporation, or S
corporation. If you want to get the maximum tax benefits, you should know these basic
rules:
= Only contributions to charities listed as "qualified organizations" by the IRS are
deductible. Consult IRS Publication 78 for a list of qualified organizations or
search online at the IRS home page.
= Contributions of more than $250 require a letter of receipt from the qualified
organization. For contributions of less than $250, a canceled check is
sufficient.
= |n general, donations of property can be deducted for their fair market value at
the time of the contribution. You cannot deduct a contribution that has already
been written off as a depreciated asset.
= You cannot deduct the value of time or services that you volunteer.
= You cannot deduct the part of a contribution that benefits you. If you receive a
gift in exchange for a charitable donation, for example, you can deduct only
the amount of the contribution that exceeds the value of the gift.
= In general, you can deduct contributions only in the year you make them.
Pledged contributions cannot be deducted until they are actually paid.

7. Important Tax Deadlines for Businesses. April 15 isn't the only important tax date
for business owners. The following dates are important to keep in mind:
= Annual returns. Most annual returns are due April 15 for unincorporated
companies and S corporations. C corporations must file annual corporate
returns within two-and-a-half months after the close of their fiscal year.
= Estimated taxes. Estimated taxes are due four times a year: April 15, June
15, September 15, and January 15.
= Sales taxes. Sales taxes are due quarterly or monthly, depending on the rules
in your state.
= Employee taxes. Depending on the size of your payroll, employee taxes are
due weekly, monthly or quarterly.

8. Deducting Loans. Most business loans are not considered business income. One
notable exception is a situation in which you negotiate with a creditor or lender to
reduce your debt. If any debt is forgiven, you will owe taxes on this amount. On the
other hand, business loans can offer substantial tax benefits. The principal and interest
you pay on your loan are business expenses, and you can deduct them from your
taxes as such. In order to take advantage of a tax deduction, you must report the
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9. Tax Audits. The very thought of an IRS audit is enough to make most business
owners break into a cold sweat. But not all audits are created alike: There are several
different types of tax audits, ranging from simple requests for a particular piece of
information to comprehensive reviews that cover every aspect of a business.

= Correspondence Audit This is a relatively simple procedure in which the IRS
asks you to document an item on your return by a specified date. This is
usually a routine test for compliance with certain items on your return.

= Office Audit The IRS may ask you to report to a nearby IRS office and
document one or more items on your return. You may be able to send them
copies of this proof in advance of the appointment and resolve the issue
without actually going to the office.

= Field Audit This is the audit most people dread. The IRS will ask you to
provide documentation of various items on your return and to meet with an
IRS agent for a thorough review of your records. Be prepared to answer the
auditor’s questions, but don’t volunteer information.

= Taxpayer Compliance Measurement Program Audit This rather lengthy
and detailed audit asks you to document and prove every single item in your
return. The IRS and Congress use the data from these audits for research and
statistical purposes. These audits are arbitrary, and anyone can face them
regardless of how carefully they prepare their tax returns.

= Criminal-Investigation Audit If you are suspected of tax evasion, the IRS will
conduct a criminal-investigation audit. If they prove that you have purposefully
not paid your income taxes, you can face substantial fines and even jail time.
Obviously, you should retain qualified legal counsel if you face this type of
audit.

10. The IRS. The IRS small business Web site provides a wealth of information to
small and growing businesses. There's a section for businesses getting off the ground
that includes a handing checklist and advice on choosing business structure. It's
particularly helpful on important topics such as employee taxes and business tax
deductions. In addition, it has a list of small business resources with links to other
government resources for small businesses.

Find business tax information and other finance and accounting tips at AllBusiness.com. AlIBusiness.com is
a leading provider of practical information and services for growing businesses.

Copyright 2006 AllBusiness, Inc.

The University of Minnesota Duluth Center for Economic Development offers numerous workshops to help
entrepreneurs and employees operate more efficiently. All workshops are held at the Duluth Technology Village,
11 E. Superior Street, Suite 210 unless otherwise noted. To register call: 218-726-7298, 888-387-4594 or
register online: www.umdced.com/workshops.

The mission of the University of Minnesota Duluth Center for

Economic Development is to assist entrepreneurs and businesses to
grow and succeed.

Funded in part through a cooperative agreement with the U.S. Small Business Administration, Minnesota
Department of Employment and Economic Development and sponsoring centers. Reasonable accommodations
for persons with disabilities will be made if requested at least two weeks in advance. For arrangements, contact:
UMD Center for Economic Development, 11 E. Superior Street, Suite 210, 218-726-7298.

1986 — 2009 Celebrating 23 years of excellence and also recognizing UMD’s 25 year
partnership with the Minnesota Small Business Development Centers

The University of Minnesota is an equal opportunity educator and employer.
To unsubscribe to this electronic newsletter please email ced@umdced.com
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