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Introduction:

Name – Shelly Sorem

Occupation – CPA

Firm – Spectrum CPA Group

· 3 locations in Oregon
· 15 CPAs

· 1 EA

· 3 CPA Candidates

· 2 Payroll Staff

· 4 Paraprofessionals

· 5 Admin Staff
Qualifications –

· CPA working with Christmas Tree growers for 18 years
· Trained under Vern Bowlby

· Work with growers of all sizes

· Articles in the NCTA American Christmas Tree Journal
Questions:
· Want to start out with questions you might have brought with you today – as we walk thru the presentation we will answer some of them and those we don’t answer I’ll attempt to answer before we wrap up

General Bookkeeping Tips:

Some basic bookkeeping concepts include:

· Open and operate your business activity in a separate bank account.
· Only deposit

· Sales &

· Owner Contributions

· Keeps it simple and easy to track income at the end of the year for tax reporting

· Assists in correctly claiming all business sales

· Only pay

· Business expenses &

· Owner Draws

· Again – ease of tracking expenses paid for end of the year tax reporting

· Minimizes the risk of missing deductible expenses

· Example

· Client bought trees from other growers - in our tax organizers there is not a direct line that specifically asks for payments for bought and sold trees – he forgot to tell us – we had to go back and amend his return when it was discovered he was not including that amount in the numbers he was giving us.

· Assists in creating what accountants call a double entry set of books

· We can assist you in double checking what you are reporting

· Start with Cash at BOY

· Add Sales

· Add Owner Contributions

· Subtract expenses

· Subtract capital purchases

· Subtract Owner Draws

· End with Cash at EOY

· If the numbers don’t work then we all know something has been missed.

· If you run a double entry set of books, they are invaluable in an audit situation

· Using programs such as QuickBooks or Money are generally most cost effective

· Thru the QuickBooks website QB  Pros

· Track Planting Costs

· Review required treatment of planting costs
· Comparison with other industries

· Your CPA should be asking for this information – if they are not, you need to find a CPA that better understands the special nuances of this industry

· Methods of tracking trees 

· FIFO

· Specific ID

· By field

· By species

· Sample worksheet

· Periodic tree count to write off dead trees

· Track Harvest Costs

· Why – used for CG calculation – covered later
· What

· How

· Inventory 

· Your trees are not considered inventory
· Stands, wreath rings, bags, …
· These are inventory type items that if more than a minimal amount is on hand at the end of the year you should be carrying those costs forward to the following year.

· What is a minimal amount?  

· That is subjective – we usually say $500 or less is immaterial

· It is not uncommon for a grower to have supplies on hand at the end of the year or for a cash basis grower to stock up on some supplies at the end of the year to take advantage of the tax deductible expenses.

· What does the IRS allow as a current deduction?

· Up to a one year supply of items such as fuel, chemicals, fertilizers, …

· This can be a great tool for year-end tax planning.

· Perhaps 2008 is going to be the last big income year due to tree inventory constraints and yet the annual maintenance costs will be similar to prior years – it may be a good idea to purchase that fertilizer in December to reduce the taxable income for 2008 recognizing that sales for 2009 will likely be much lower than 2008.

· This strategy must be used with caution as it is a shifting of taxable income not simply a tax reduction strategy

· Autos
· Automobile expenses  - what to track and how to track

· Options

· Deductions of actual expenses including depreciation

· Deduction of the standard mileage rate

· Both require proof of business use

· For actual – 

· What is the business use percentage?

· Business use does not include commuting miles

· Is there another vehicle available for personal use?

· For standard – 

· Need a mileage log

· Can be reasonable use

· 6.3 miles to fields 2, 3 & 4, on-site 2 times per week, during non harvest and daily during harvest season.

· Chart a couple of normal months  and extrapolate

· Keep a log in the vehicle and chart the business miles

· Keep a recorder in the vehicle and chart the mileage

· Keep a calendar of your business travels and use a website like www.mapquest.com to calculate the mileage

· As always, written documentation has a higher degree of credibility when under audit
· Once accelerated depreciation is taken on an auto it is forever locked into the “actual” method

· Using straight line depreciation provides some flexibility

· Accelerated methods include the default depreciation method for IRS calculations MACRS, utilizing Code Section 179 or bonus depreciation (which we will cover later).

· Current standard mileage rate as of July 1, 2008 is 58.5 cents  per mile
· Need to track mileage for 2008 in two separate blocks

· 1/1/08 – 6/30/08  

· 50.5 cents per mile

· 7/1/08 – 12/31/08

· 58.5 cents per mile

· Leasing options

· Can deduct using either actual or standard – once using standard must always use standard on that vehicle
· Using actual allows you to deduct the business use portion of the lease payments (with some inclusion amounts taken back into income – very minor)

· Program options are always changing so be very sure you have read all the fine print and you have run the numbers

Depreciation
· Capital Assets

· Assets owned by the taxpayer, used in the taxpayer’s business or income-producing activity, have a determinable useful life, expected to last more than one year and is not excepted property.
· Excepted property includes 

· Property placed in service and disposed of in the same year

· Section 197 intangibles – goodwill, covenants, start up costs …

· IRS defines the life of an asset

· Tractors – 7 years

· Automobiles – 5 years (luxury autos end up being longer)

· Barns – 20 years

· Balers/shakers – 7 years

· Office equipment and computers – 5 years

· Fences – 7 years

· Office furniture – 7 years

· Land has no determinable life and therefore is not depreciable – discuss chemicals and fertilizers in the soil – cost segregation

· Section 179

· Rather than depreciating business property over several years, Section 179 allows a taxpayer to expense in the year of purchase qualifying property used more than 50% in the active conduct of a trade or business and acquired from an unrelated party
· For 2008 the maximum section 179 is $250,000 as long as total additions do not exceed $800,000.

· Design to benefit small businesses

· Qualifying property includes 
· tangible personal property – tractors, computers, equipment, etc and autos (with some limitations)
· Single purpose agricultural or horticultural structures (Greenhouses & dairy barns)

· Certain off the shelf computer software

· Qualifying property does not include 
· real property – barns, buildings, building improvements, air conditioning and heating units
· Property used 50% or less in the business

· Property not used in a trade or business – rental property assets

· Property purchased from related parties

· SUV’s are limited to $25,000 of Section 179, luxury autos

· Section 179 is limited to the aggregate taxable income derived from the active conduct of any trade or business
· Includes wages, salaries, tips and other compensation

· Section 179 limits apply at each level

· Partnership, corporation, and individual

· The tax benefit derived from Section 179  election must be recaptured as ordinary income if the business use of the property falls to 50% or less during its regular recovery period.

· Autos  with GVW of less than 6,000 lbs are limited in the amount that can be expensed as section 179 – for 2008 the amount is $8,000 (first year depreciation limit for luxury autos)

· Bonus Depreciation
· Eligible property includes

· Tangible property depreciated under MACRS with a recovery period of 20 years or less
· Includes barns and sheds

· Water Utility property

· Off-the shelf computer software

· Qualified leasehold improvement property

· Qualified property must also meet all of the following tests: 
· Must have been acquired by purchase after 2007 and before 2009
· Must be placed in service after 2007 and before 2009 – 1 calendar year window

· Original use of the property must begin with taxpayer after 2007 – MUST BE NEW

Employee vs Independent Contractor

A critical issue for small businesses – can have detrimental consequences to the business owner(s).

· Factors to be considered in determining the relationship type
· Behavioral – does the company control or have the right to control what the worker does and how the worker does his job?

· Financial – Are the business aspects of the worker’s job controlled by the payee 

· How the worker is paid

· What expenses are reimbursed?

· Who provides the tools?

· Who sets the hours?

· Services available to the general public?  Do they work for others?

· Relationship  - 

· Is there a written contract of substance designating the worker as an independent contractor?

· Employee benefits are only paid to employees

· Continuing relationship – a temporary relationship is more likely to indicate an independent contractor status

· Integration – if the worker’s services are an integral part of the business operations, the worker is generally an employee
· IRS has a training manual that assists in the determination of EE or IC and it is accessible thru their website

· IRS training materials course 3320-103 – Independent Contractor or Employee?

· www.irs.gov 

· If the worker falls into the Independent Contractor category then the taxpayer must require the worker to complete a form W-9

· These are available on the IRS website  

· www.irs.gov

· Critical document at year end for 1099 reporting

· Consequences for misclassification of an employee to an independent contractor include

· You become liable for employment taxes that should have been withheld for that worker – FICA & Medicare

· You become liable for the employer’s share of FICA and Medicare taxes
· You become liable for federal unemployment taxes

· You become liable for penalties and interest for failure to (a)pay  these taxes and (b) file payroll tax returns and

· You may have a retirement plan retroactively disqualified which could cause all vested accrued benefits to become fully taxable for all employees enrolled in the plan.

· If the worker is an independent contractor you will not be required to carry workers comp insurance – if the worker is injured and it is later determined they were an employee you would be also be held accountable for not having appropriate workers comp insurance in place.

· The employee remains liable for any unpaid FITW and the employee’s share of the FICA and Medicare tax, even when the IRS collects from the employer.

Payroll Compliance
At what point does a business become and employer?

· If anyone is paid more than $150 or
· In aggregate more than $2,500 is paid to employees.

How to get started
· First of all contact your CPA/tax advisor

· Review the possibilities of obtaining assistance to ensure compliance

· If you are a sole-proprietorship you will need to file for

· A tax identification number

· Using Form SS4 (available at www.irs.gov)

· A state tax identification number

· See your state website

· Collect W-4’s from all your employees as they are hired (available at www.irs.gov)  Withholding Allowance Certificate
· Obtain required workers compensation insurance
· Learn the wage and hour laws

· States may have a different minimum wage than federal has

· Christmas tree farm employees are not exempt from overtime wages

Once you begin operations as an employer you will be required to 

· File Federal and State payroll reports 
· Pay Federal and State tax deposits timely

· Penalties are hugely punitive and rarely abated

· They will come knocking at your door

· File annual payroll reports including issuing W-2’s to your employees

· Meet the filing requirements of the workers compensation insurance policy

Family employees

· See chart

· IRA options

· Must still issue W-2’s 

1099 Compliance Reporting

· Not only should independent contractors complete the Form W-9 so should any others you pay for services
· Your CPA if they operate outside of a corporate environment
· Your IT consultant
· Your Agricultural consultant
· Truckers you pay
· 1099’s are issued to vendors who provides services and were paid more than $600 in the calendar year
· Should you fail to file the 1099’s
· Penalties are up to $50 per 1099 not filed
· Forms and filing instructions are available on the IRS website
· www.irs.gov
