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Before we get to that, we want to
extend our thanks to all the
contractors that attended our
2006 Construction Summit as
well as those that attended our
year-end payroll seminars held
during November.

As we look forward to 2007, we
are expecting many changes in
both the accounting and tax
arenas. Many of the tax cuts and
deductions passed as part of
earlier Tax Acts are scheduled to
expire in 2007 and beyond. In
addition, the effects of the recent
elections are yet to be seen. On
the accounting side of things,
more accounting changes are
expected as the Financial
Accounting Standards Board
(FASB) continues to work with
the International Accounting
Standards Board (IASB) to bring
accounting standards used by

passed for public companies to
be pushed down onto private
companies. We have already
seen this happen in several
areas including the
consolidation of financial
statements of related parties and
new auditing standards
requiring more and more
documentation of a company’s
internal controls or lack thereof,
which is the case with most
smaller, private companies.

Finally, we would like extend a
special “Thank you!” to all of

our clients who have made the

past year so enjoyable.

Merry Christmas
and Happy New
Year from all of us at

bﬁ @ Kentner Sellers!!
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CONTRACTOR UPDATE

IRS Audits and Fringe Benefits

by Marvin J. Homan,
CPA/CCIFP

With the printing of W-2s right
around the corner, we thought it
would be a good time to cover some fringe
benefits that would undergo scrutiny in the
event your Company should become the
subject of an IRS audit. This list is not all-
inclusive.

Personal Use of Company Autos

If an employee, including an owner, uses a
company vehicle for personal use, then that
personal use is taxable to the employee or
owner on his or her W-2. Personal use
includes commuting to and from work as
well as any personal use that is not
considered de minims. If an employee
drives their own vehicle to the Company’s
office and then drives the Company truck to
the job site, then there is no personal use. If
an employee drives the vehicle home every
night, then the commute from home to office
is considered personal and should be
factored into the calculation. The amount to
be added to an employee’s W-2 depends on
whether or not the employee is a field
employee or officer and whether the
Company pays for fuel or not. If any of these
situations apply to employees in your
business, then consult your tax advisor for
the correct calculations.

Fringe Benefits for more than 2%
Employee-Owners of S Corporations

The tax treatment of fringe benefits paid to
employees of an S corporation is different for
owner-employees than from other
employees. Fringe benefits paid to S
corporation employees who are not
shareholders , or who own two percent or
less of the outstanding S corporation stock,
are tax free. They can be excluded from the
employees’ taxable wages and are
deductible as fringe benefits by the S
corporation. Employee-owners owning
more than 2% of the S corporation’s stock, on
the other hand, are not treated as employees
for fringe benefit purposes, and their fringe
benefits may not be tax free. Owners and
their families are not allowed to participate
in a Company’s Section 125 plan where
employee-paid premiums are withheld pre-
tax. Additionally, premiums paid by the
Company on the behalf of a more than two
percent owner must be added to the owner’s
W-2. Finally, the owner may get to deduct
100% of the health insurance premiums on
page one of his or her Form 1040.

In determining who is subject to these more
than 2% owner-employee rules, an owner-
employee is defined as the owner, his or her
spouse and any dependants. Consult your
tax advisor for proper treatment of your
Company'’s situation.

Any tax advice included in this article is not intended or written to be used, and it cannot be used by the taxpayer, for the
purpose of avoiding any penalties that may be imposed on the taxpayer by any governmental taxing authority or agency.




IRS Audits and Fringe Benefits continued

Group Term Life Insurance

An employee must include in income the
cost (based on the IRS uniform premium cost
tables) of more than $50,000 of group-term
life insurance provided by an employer.

For example, X Corp. pays the premiums on
a $70,000 group-term life insurance policy
on the life of one of its employees with the
employee’s wife as beneficiary. The
employee is 51 years old at the end of 2005.
Per the 2006 IRS Tables, the cost for $1,000
of group-term life insurance coverage for
twelve months is $2.76. The cost of the
policy to be included in the employee’s
gross income is:

Total Insurance Coverage $150,000
“Tax-Free” Insurance $ 50,000
Insurance coverage subject

to tax $100,000

The taxable cost of the policy includible in
the employee’s gross income is $276 ($2.76
times 100).

An employee’s age is determined as of the
last day of the employee’s tax year. Also,
any amount paid by the employee toward
the purchase of group-term life insurance
coverage on the employee’s life during the
tax year reduces the amount includible in
gross income.

Allowances Paid to Employees

Many contractors pay their employees a car
allowance or tool allowance. If these
allowances are paid to the employee
regardless of substantiation (non-
accountable plan), then the allowances are
considered compensation to the employee.
The employee must include 100% of the
allowances paid on his or her W-2, and the
Company gets a 100% deduction for the
allowance paid. Some Company’s use an
accountable plan requiring employees to
provide substantiation for their expenses.
Under a plan of this type, any payments
(allowances) made by the Company to the
employee in excess of the amount
substantiated is considered compensation
and should be added to the employee’s W-2.
For more information on tool allowances and
their taxability, visit our website
http://www.kentnersellers.com/construction
-services.html

Any tax advice included in this article is not intended or written to be used, and it cannot be used by the taxpayer, for the
purpose of avoiding any penalties that may be imposed on the taxpayer by any governmental taxing authority or agency.
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CHANGES IN 2006 AND BEYOND

by Marvin J. Homan,
CPA/CCIFP

In this section, we’ll try to make
you aware of some of the changes
that have occurred in the past year and let
you know how they affect you, the
contractor.

Workers Compensation

Effective with the reporting period
beginning July 1, 2006, the Bureau of
Workers Compensation has changed the
minimum and maximum weekly limits as
they relate to officer compensation. Prior to
July 1, 2006, there was no minimum limit
and the maximum wage limit for officers
was $800 per week. Starting July 1, 2006,
the minimum wage limit for officers is $352
per week and the maximum wage limit is
$1,056 per week. These new limits apply
only to officers who are actively involved in
the daily operations of the business..

It’s worth noting that the new officer
maximum is the same as the weekly
maximum wage limit for all non-officer
construction workers in effect for 2006. The
Bureau just released the 2007 weekly limits
for construction worker wages, which will
be $1,095 per week.

Domestic Production Activities Deduction

In May 20086, final regulations were issued
regarding the Domestic Production
Activities Deduction (DPAD), which
contractors are eligible to take. In 2006, the
IRS clarified that profit related to the
markup of materials does not have to be
excluded from the calculation of the
deduction. This exclusion greatly reduced
the deduction for many subcontractors in
2005. The deduction is 3% of the lesser of
1) taxable income for C corps or adjusted
gross income for pass-through entities; 2)
production income; or 3) 50% of W-2
wages. The deduction is taken on the Form
1120 for C corporations and Form 1040 for
owners of pass-through entities. Sorry, no
amendments are allowed for 2005 related to
the 2006 rule clarifications.

Like-Kind Exchanges

In 2006, the accounting rules governing
trade-ins were modified. The old rules
allowed the deferral of a gain on the trade-
in of an old asset and to reduce the cost of
the new asset by the amount of the gain.
The new rules may require this gain to be
reported on the Company’s income
statement if the transaction has commercial
substance, a new term introduced in the
new rules. These new rules are effective for
June 2006 year-ends and apply only to

Any tax advice included in this article is not intended or written to be used, and it cannot be
used by the taxpayer, for the purpose of avoiding any penalties that may be imposed on the
taxpayer by any governmental taxing authority or agency.
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CHANGES IN 2006 AND BEYOND continued

financial statement presentation. They do
not affect the tax treatment of trade-ins.

Deferral of Retention Payable

In 2006, the Internal Revenue Service de-
coordinated its position on the deferral of
retention payable on long-term contracts.
The IRS is now allowing retention to be
excluded from cost incurred to date when
calculating a contract’s percentage of
completion. This change will mostly benefit
contractors who report their long-term
contracts on the percentage of completion
method for tax purposes and have large
amounts of retention payable. Any change to
exclude retention from the percentage of
completion calculation requires a Form 3115
Application for Change in Accounting
Method to be filed with the IRS. We suggest
a cost v. benefit analysis be done before any
changes are made.

State Unemployment Taxes (SUTA)

Effective January 1, 2007, the maximum
amount of wages subject to state
unemployment tax will increase from $9,000

Any tax advice included in this article is not intended or written to be used, and it cannot be
used by the taxpayer, for the purpose of avoiding any penalties that may be imposed on the
taxpayer by any governmental taxing authority or agency.
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Other Tax Info and Due Dates

Income Tax Brackets continued

Taxable Inc. of $123,701 to $188,450 @ 28%
Taxable Inc. of $188,451 to $336,550 @ 33%
The top rate of 35% applies to taxable

income earned over $336,551.

Upcoming Due Dates in 2007

January 15 - 4th Qtr IRS and State of Ohio
Estimates Due

January 31 - W-2s and 1099s must be
distributed to employees and third parties
February 10 - Ohio CAT tax due

February 28 - W-2s and 1099s must be sent

into the Social Security Administration and
IRS




