














V.

FEDERAL, STATE, AND CITY WITHHOLDING (INCLUDING MO & IL)

(Continued)

Employment Tax Wages - The wage base for the 0.5% City payroll expense tax is
the same as outlined above with the exception of Cafeteria Plans (Section 125-
129).

Section 401(k) and Section 125 Plans

The IRS provides special rules concerning the payroll taxes connected with
certain pension and benefit plans set up under Code Section 401(k) and Code
Section 125 Cafeteria Plans.

The benefits derived from Section 125 Cafeteria plans are generally not subject to
federal withholding or social security/medicare tax. However, if the employee
chooses cash as the benefit, the benefit is subject to all employment taxes.

Elective contributions and deferrals to a pension plan containing a qualified cash
or deferred compensation arrangement organized under Code Section 401(k) are
exempt from federal income tax but remain taxable for social security and
medicare purposes as well as unemployment tax.

The following chart illustrates application of unemployment taxes to these plans:

Federal Missouri Illinois
Unemployment Unemployment Unemployment
Tax Tax Tax
Section 401(k) Plan Yes Yes Yes
Section 125 Plan No No *

*  Payments are excluded from Illinois Unemployment Tax based on the specific
benefit chosen. Please call us for further information.

Elective deferral deposit rules: ERISA’s participant contribution regulations require

salary reduction elective contributions to become plan assets as of the earliest date on
which such contributions may be reasonably segregated from the employer’s general
assets, but, in no event, later than the 15" business day of the month following the
month in which participant contributions are received by the employer, or such amounts
would have otherwise been payable to a participant in cash. Rules governing the timing
of deposits for SIMPLE IRAs provide that the maximum period during which salary
reduction elective contributions under a SIMPLE IRA may be treated as other than plan
assets is no later than the 30" calendar day following the month in which participant
contribution amounts would otherwise have been payable to the participant in cash.
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VI.

VII.

W-2s AND 1099s

Below is a summary of the filing requirements of the various forms in the W-2 and 1099
series. Some points to note with respect to 2008 are:

A. February 28" is the due date for filing with the IRS or Social Security Administration.
The due date for sending copies to the recipient is January 31%. When the due date
falls on a holiday or weekend, the filing date is extended to the following Monday. It
is suggested that the IRS filing not be made at the same time the recipients are given
their copies. By holding on to the IRS copy until its own due date, any errors which
arise can be corrected without having to also file amended reports with the IRS/Social
Security Administration. The employee’s name which is entered in box “€” on the W-
2 must agree exactly with the employee’s name on his/her social security card.

B. If you file, 250 or more Information Returns, you are required to submit this
information to the IRS on electronic media, unless a waiver has been granted. The
250-or-more requirement applies separately to each type of “Information Return.”

The term “Information Return” generally means Forms 1042S, 1098, 1099 series,
5498, 6248, 8027, W-2G, and W-2 (list is not all inclusive).

C. Social Security has eliminated magnetic media as an option for submitting annual
wage reports. Employers who submit 250 or more Forms W-2 in a calendar year
must transmit the data online.

D. The law provides that interest, dividend, and patronage dividend information returns
(Forms 1099) must be provided to taxpayers either in person or via first class mail.
The envelope and each enclosure must state “Important Tax Return Document
Enclosed.”

E. Annuity, Pension, Retirement Pay, or IRA Payments are reported on Form 1099R.
PAYROLL OUTSOURCING |

The IRS reminds employers that the decision to outsource their payroll is not an easy one.

Outsourcing payroll to a third party can help assure that filing deadlines and deposit
requirements are met and greatly streamline business operations. However, employers
are still ultimately responsible for the payment of income tax withheld and both the
employer and employee portions of Social Security and Medicare taxes. It is the
employer’s duty to pay these taxes, and the employer remains responsible for their
payment even if the failure to pay is entirely due to the payroll service provider’s
negligence or fraud.

The IRS offers the following advice:

A. 1t strongly suggests that the address of record with the IRS not be changed to that of
the payroll service provider. If there are any issues with an account, the IRS will
contact the employer. But changing the address may significantly limit the
employer’s ability to be informed of tax matters involving its business in a timely
manner.
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VIIL.

VIII.

PAYROLL OUTSOURCING (Continued)

B. The employer should ask the payroll service provider if it has a fiduciary bond. This
could protect the employer in the event of default.

C. The employer should ask the service provider to enroll in and use the Electronic
Federal Tax Payment System (EFTPS). EFTPS maintains a business’ payment
history for 16 months and can be viewed on line. So, an employer can immediately
confirm payments electronically, 24 hours a day, 7 days a week through the Internet or
by phone. The IRS recommends that employers verify EFTPS payments as part of
their bank account reconciliations process.

In addition, EFTPS allows employers to make additional tax payments that their payroll
service provider isn’t making on their behalf (e.g., estimated tax payments).

Should you decide to outsource payroll services, make sure you thoroughly check the
backgrounds of potential service providers. The IRS cautions that there have been
instances of individuals and companies acting under the guise of service providers who
have stolen funds intended for payment of employment taxes.

SELECTED COMPENSATION ISSUES

GROUP TERM LIFE INSURANCE

Employer-paid group term life insurance coverage in excess of $50,000 has long been
includable in employees’ incomes. Such coverage is subject to Social Security (FICA)
tax, but remains exempt from federal income tax withholding.

The section 79 “Table 1” uniform premium costs must now be calculated for such
coverage provided during each pay period and added to FICA wages. The employee’s
7.65% FICA tax must be withheld and the employer’s 7.65% FICA tax must be paid on
that amount.

Example: A 50 year old employee receives $100,000 of group term life insurance
coverage. Under Table 1, his coverage over $50,000 is valued at 23 cents per $1,000 or
$11.50 per month. If the employee is paid semi-monthly, his January 15th paycheck will
show $5.75 in FICA wages in addition to his regular pay.

Of course, once an employee’s compensation reaches the Social Security wage limit
(Refer to Item I.A.), all compensation paid to the employee for the rest of the year,
including Table 1 costs, will be exempt from Social Security tax. Remember, however,
there is no limit for the Medicare Hospital Insurance.

“Table 1” rates for $1,000 of group term life insurance protection are as follows for
2008:*
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VIII. GROUP TERM LIFE INSURANCE (Continued)

5-Year Age Cost per $1,000 of
protection
Bracket for I-month period
Under 25 5 cents
25 through 29 6 cents
30 through 34 8 cents
35 through 39 9 cents
40 through 44 10 cents
45 through 49 15 cents
50 through 54 23 cents
35 through 59 43 cents
60 through 64 66 cents
65 through 69 $1.27
70 and above $2.06

* In using the above table, the age of the employee is his attained age on the last day of his
taxable year.

«  For 2008, these are reported to employees as additional compensation on their W-2.

* Employee contributions toward the cost of the insurance is allocable dollar for dollar
against the uniform premium cost.

*  The exemption on the first $50,000 of coverage is not available to “key employees” under
a group life insurance plan which discriminates in their favor.

* The uniform premium cost is calculated on a monthly basis based on the average of the
life insurance coverage in force for the month for each individual.

* The cost of dependent coverage is not taxed if it is “incidental” (face value does not
exceed $2,000 on any one dependent).

* Group Term Life Insurance provided to retirees is subject to FICA. This applies to any
payment for group term life insurance to the extent that:

1) such payment constitutes wages, and

2) such payment is for coverage for periods in which an employment
relationship no longer exists.
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IX.

TREATMENT OF HEALTH COVERAGE FOR S-CORPORATION SHARE-
HOLDERS

Accident and health insurance premium payments on behalf of shareholder/employees
owning more than 2% of S-Corp. Stock are required to be reported as Form W-2 wages.
However, these wages are not subject to FICA and other payroll tax expenses.

The “bottom line” is that the S-Corp. gets a compensation deduction on the premium
payments, and the employee recognizes the amounts as wage income. Also,
shareholder/employees owning more than 2% of S-Corp. stock are not eligible for
cafeteria plan benefits.

If the amounts for accident and health premiums are reported as 2008 Form W-2 wages
to a shareholder/employee owning more than 2% of S-Corp. stock, he or she may be
entitled to deduct 100% of the cost of such premiums under Code Section 162(1) rules
regarding health insurance costs for the self-employed. The main requirement under
Section 162(1) is that a shareholder/employee owning more than 2% of S-Corp. stock
(and his or her spouse) cannot be eligible for coverage under another employer-
subsidized health plan. The deduction is limited to the taxpayer’s earned income
derived from the trade or business for which the insurance plan was established.

FRINGE BENEFITS

A.  Unless specifically excluded by law, fringe benefits are includable in income and
subject to employment taxes.

B. Non-Taxable Fringe Benefits
1. No additional-cost services - service ordinarily offered for sale to

nonemployee customers in the ordinary course of business and employer
incurs no substantial additional cost

2. Qualified employee discounts - limited to:
a. for property: the employers gross profit percentage
b. for services: 20% of price employer sells property and services to

noncompany customers

3. Working condition fringes - such as employer-paid subscriptions to
business periodicals, on the job training or business travel

4. De Minimis fringes - traditional holiday gifts of property (not cash) (i.e.,
low fair market value), occasional theater or sporting event tickets, soft
drinks, infrequent meals

5. Meals provided at certain employer-operated eating facilities for
employees
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X.

FRINGE BENEFITS (Continued)

6.

10.

11.

12.

13.

14.

15.

16.

Educational Assistance Programs - Up to a maximum of $5,250 in 2008.
Graduate level courses beginning after December 31, 2001 are eligible for
the exclusion.

Meals or lodging furnished to an employee for the convenience of the
employer

Benefits to a maximum of $5,000, provided under a dependent care

assistance program or adoption assistance program to a maximum of
$12,150.

Employee Achievement Awards of tangible personal property

Accident and health benefits except for long-term care benefits provided
through a flexible spending or similar arrangements.

Adoption assistance.

Athletic facilities if substantially all use during the calendar year is by
employees, their spouses, and their dependent children and the facility is
operated by the employer on premises owned or leased by the employer.

Health savings accounts (HSAs) for qualified individuals up to the HAS
contribution limits.

Moving expense reimbursements if expenses would be deductible if the
employee had paid for them.

Transportation (commuting) benefits up to certain limits if for rides in a
commuter highway vehicle and/or transit passes ($115), or qualified
parking ($220).

Tuition reduction if for undergraduate education (graduate education if the
employee performs teaching or research activities).

C. Taxable Fringe Benefits

1.

Employer-provided automobiles - The standard mileage rate for 2009 is
$.55 per mile. The rate for 2008 was $.505 for January 1, 2008 — June 30,
2008 and .585 for July 1, 2008 — December 31, 2008.

Employer-provided aircraft flights

Employer-provided free or discounted commercial airline flights
FEmployer-provided vacations
Employer-provided discounts on property or services
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X.

XL

FRINGE BENEFITS (Continued)

C.

Taxable Fringe Benefits (continued)

6.

Employer-provided memberships in country clubs or other social clubs. No
deduction is allowed for any type of club dues, including airline and hotel
clubs.

Employer-provided tickets to entertainment or sporting events

Employer-provided gifts which are easily converted to cash. A Christmas
bonus is usually taxable and would be included on the employee’s W-2.
This would include gift certificates or other items easily converted to cash.
However, the value of a turkey or ham distributed to an employee would
not constitute income and can be deducted by the employer as a business
expense.

Rules Pertaining to Taxable Fringe Benefits

1.

When the value of fringe benefits is added to wages then withholding is
made accordingly. Federal withholding can be at a flat 25%.

Federal and FICA withholding can occur at time intervals specified by
employer, but must be at least annual.

Employer can elect not to withhold Federal tax on personal use of
employer-provided automobile.

Employer can elect to treat November and December fringe benefits as
paid in the subsequent calendar year.

Employee can reimburse employer on a periodic basis and avoid having
the amount included in the W-2 and subject to the withholding tax rules.

Special Note: If your company currently uses a payroll service to process
paychecks, please make sure that you consult with your representative regarding
the final date to include any taxable fringe benefits.

BUSINESS EXPENSE REIMBURSEMENTS

If employee business expense reimbursements are made under an accountable plan, they
are not wages subject to FICA, FUTA, or federal income tax withholding.

Basically an accountable plan is one where expenses have a business connection,
requires the employee to substantiate expenses, and requires the return of any excess
amounts. A business connection expense is an expense incurred in the performance of
services as an employee. Substantiation means each expense must be specifically
identified and not merely aggregated into broad categories (i.e., travel). If an employee
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XL

XII.

XIIL.

BUSINESS EXPENSE REIMBURSEMENTS (Continued)

is advanced money for business expenses, any amount not specifically accounted for
must be returned.

Expense reimbursements made under a non-accountable plan are considered wages to
the employee and are subject to FICA, FUTA, and federal income tax withholding.
However, any amount of a per diem or mileage allowance that is less than or equal to
the applicable federal rates allowed is considered made from an accountable plan and is
not included in the employee’s wages.

CAFETERIA PLANS

Employers who have available health and/or life insurance coverage for their employees
should consider implementing a Section 125 (Cafeteria) Plan. These plans range from
very basic - insurance premiums only, to more complex plans that allow deferrals for
dependent care coverage and medical expense reimbursement as well as employee-paid
insurance premiums. The employer saves their portion of the FICA tax on every dollar
deferred by employees through this plan.

QUALIFIED BENEFIT PLAN LIMITS

The applicable plan dollar limits for 2008 and 2009 are as follows.

2008 2009

A.  Section 415 Maximum Annual

Individual Dollar Limits:

1. Defined benefit limit $185,000 $195,000

2. Defined contribution limit $ 46,000 $ 49,000
B.  Sections 401(k) and 403(b)

Maximum Annual Deferral Limits:

1. 401(k) individual contribution $ 15,500 $ 16,500

2. Tax sheltered annuity deferral limit $ 15,500 $ 16,500

3. Age 50 and over catch-up $ 5,000 $ 5,500
C.  Maximum Compensation Recognizable $230,000 $245,000
D.  Simplified Employee Pensions (SEPs):

1. Compensation level that requires inclusion in plan § 500 § 550

2. Maximum includable compensation $230,000 $245,000
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XIII.

XIV.

QUALIFIED BENEFIT PLAN LIMITS (Continued)

The applicable plan dollar limits for 2008 and 2009 are as follows.

2008 2009
E.  Savings Incentive Match Plan for

Employees (SIMPLE)
1. Maximum elective employee salary reduction $ 10,500 $ 11,500
2. Maximum includable Compensation under the

2% Non-Elective Contributions election $230,000 $245,000
3. Maximum employer matching contributions $ 10,500 $ 11,500
4. Compensation level that requires inclusion in plan § 5,000 $ 5,000
5. Age 50 and over catch-up $ 2,500 $ 2,500

Qualifying small employers may offer employees the option of deferring a portion of
their salary to a special type of IRA account. There are two types of salary reduction
IR As, with different eligibility and contribution rules.

1.  Salary reduction SEPs established before 1997, and

2. Employers with 100 or fewer employees may adopt a simplified retirement plan.
The acronym SIMPLE refers to the Savings Incentive Match Plan for
Employees.

After 1996, an employer may establish a SIMPLE plan but not a salary reduction SEP.

A salary reduction SEP that was established before 1997 may continue to receive

contributions under the prior law rules, and employees hired after 1996 may participate

in the plan, subject to those rules.

For more information on SIMPLE plans, please contact us.

OTHER TAX RELATED ITEMS

MISSOURI PERSONAL PROPERTY TAX

Taxpayer’s personal property tax declarations are due between the first day of January
and the first day of March. Failure to file this declaration on a timely basis will
automatically impose a penalty, as follows:

The value of the assessed property shall be increased by five percent of its assessed
value for each month or fraction thereof for the remainder of the calendar year, or until
the list is provided to the Assessor.
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XV,

XVL

EARNED INCOME FOR SOCIAL SECURITY RECIPIENTS

Maximum amount of earned income allowed to be received by a recipient of social
security benefits as of January 1, 2009 without loss of those benefits:

2008 2009 Loss of Benefits
Age Group Amount Amount if Maximum Exceeded
Under normal or full 313,560 $14,160 $1 of benefits for each
retirement Age $2 excess earnings
Year individual
reaches normal (or full ~ $36,120 $37,680 $1 of benefits for each
retirement age $3 excess earnings
65 or over Unlimited Unlimited Does not apply

BUSINESS MEALS AND ENTERTAINMENT

The deduction for otherwise allowable business meals and business entertainment is
limited to 50% of cost. This rule also applies to meals while away from home
overnight on business.

Following is a summation of the deductibility of certain meals and entertainment:

1.

o

The taxpayer may deduct 50% of the cost of meals consumed while away from
home overnight on business. Being on travel status automatically qualifies meals
as being directly related to the taxpayer’s trade or business but only if the taxpayer
eats alone, or eats with non-business-connected persons. Therefore, only the
taxpayer’s portion of the meal cost is eligible for the 50% deduction.

If a taxpayer on travel status has a meal with a business client or associate, 50%
of the cost is deductible only if the meal is directly related to or associated with
his trade or business.

Besides meals and entertainment, expenses subject to the 50% rule include taxes
and tips related to the meal or entertainment and other related charges such as
cover charges and parking. Transportation is not subject to the 50% rule.

If an employee is reimbursed by an employer for business meals (and
entertainment) under an accountable plan, then the amount is excluded from the
employee’s compensation. However, the employer would still be subject to the
50% limitation.
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XVL

XVIIL.

BUSINESS MEALS AND ENTERTAINMENT (continued)

5.  Possible way to avoid the 50% rule:

A. Amounts treated as compensation: The full value of the benefits may be
treated as compensation to the employee. This could result in hardship to
salesperson, general managers, etc., which the Company may not want to
cause. It would also lead to additional payroll costs.

PERSONAL USE OF COMPANY AUTO (OWNED OR LEASED)

The Internal Revenue Service has enacted specific reporting guidelines for companies
who provide their employees with vehicles. An employee’s personal use of a company
owned automobile (including commuting to and from work) must be treated as
additional compensation to the employee. The amount of compensation to be included
on the employee’s W-2 is based on a lease-value table provided by the Internal Revenue
Service. The value that is shown in the table is multiplied by the personal use
percentage.

It is the responsibility of the automobile user to provide the company with the total
mileage for the year with a breakdown of personal mileage. When gasoline is provided
by the employer, gasoline cost for personal and commuting miles will also be included
in compensation at a rate of 5.5 cents per mile in order to comply with the directives of
the IRS.

Included with this letter is a sample form that may be used by employees to report usage
to their employer.

This publication is designed to provide accurate and authoritative information in regard to the
subject matter. However, due to the complexity of certain items addressed, please consult us
regarding your particular tax situation.
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VEHICLE USE CERTIFICATION

DATE

I submit the following information in regard to the use of the automobile covered by my monthly
auto allowance.

Year and Make of Auto

Total Mileage

Business Mileage

Commuting Mileage

Personal Mileage

I have maintained records to substantiate the above mileage figures and will keep such records
for at least 4 years, or longer if requested.

The substantiation is in writing.

Signature
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