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BUSINESS & TaX PLANNING IDEAS for OUR-CLIENTS and FRIENDS

Maximize ~Taowénefits¥for
Business-Car Use

If you're an employee, you may drive a car
for business. If you're an employer, some of
your employees are likely to do some busi-
ness driving. Now that gas prices are well
above $3 per gallon, such driving can be
extremely expensive. To help trim your costs,
you should know the tax rules.

Employees’ cars

When employees use their own cars for busi-
ness driving, the company can reimburse
them. (Reimbursement isn’t allowed for com-
muting to and from work, however). Typi-
cally, employees will report business use of
their cars and receive a payment from the
company. Often, reimbursement is based on
cents-per-mile. As long as the rate is equal to
or less than the IRS standard rate, there are
no tax consequences. In 2008, that rate is
50.5 cents per business mile.

Example #1: Alice Wilson drives her own
car 1,000 miles for business this month, and
the company reimburses her at 50 cents per
mile. Alice receives a check for $500: 50
cents times 1,000. Alice does not have to
report the income and she owes no tax.

Employees must submit reports to the
company in order to avoid owing taxes on
their reimbursement. The reports should
describe the time, place, and business pur-
pose of the travel. Regardless of whether the
company has a suitable reporting system in
place, however, excess reimbursements will
trigger income tax.
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Example #2: Suppose the company’s reim-
bursement rate is 55 cents. Alice Wilson
would get a check for $550. Her company

i would report $45 on her W-2 form as addi-

tional income, subject to tax. That’s 4.5 cents
(55 cents minus the standard 50.5 cents)
times 1,000 miles.

Company cars

Another common arrangement is for the
company to provide cars to certain employees
for business use. If this is the case, owners or
executives won't have to use their own funds
to pay for a business car. Moreover, this perk
may help attract and retain valued employees.
If you're a business owner, you should weigh
these benefits against the cost of using the
company’s capital to acquire cars.

If the company acquires the cars, some or
all of its outlays will be tax deductible. Then
employees report personal use of the com-
pany car and pay tax on that use. How is this
personal use determined? Generally, the
company will use an IRS table that lists an

1 “annual lease value” of the car, which is

based on the purchase price. The ratio of
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continued from page 1 — Maximize Tax Benefits for Business-Car Use

personal miles to total miles is multi-
plied b}; the annual lease value to com-
pute taxable income.

Example #3: ABC Co. purchases a
car for $30,000 and allows its CEQO,
Barry Thomas, to use it. He drives
20,000 miles this year, including
5,000 personal miles. His personal use
thus equals 25% of the total miles.
According to the IRS, a car worth
$30,000 has an annual lease value of
$8,250. Barry will pick up $2,062.50
(25% times $8,250) of taxable income.

Lease or buy?

If you're a business owner who wants
to provide company cars for some
employees, should you lease or buy
the cars? Historically, leasing has
offered the better deal when you take
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the tax benefits into account. When a E
company leases the cars, the lease pay- |
ments are tax deductible. The compa- |
ny will pick up a modest amount of i
taxable income, called the lease inclu- |
sion amount. The purpose of this addi- f
tion to income is to make the tax treat- |
ment of leasing versus owning a vehi- :'
cle more equitable. Employees will !
have taxable income for personal use .
of a leased company car, using the E
method described above. I

This year, buying company cars may i
be relatively more attractive. The !
Economic Stimulus Act of 2008 raises .
the maximum first-year depreciation |
deduction for business cars from around |
$3,000 to about $11,000 for cars pur- E
chased in 2008 and used primarily for |
business. Slightly higher deductions are |

available for vans and trucks. (The new
law does not alter the limitation im-
posed on sport utility vehicles, which
have an expense limit of $25,000.)

Our office can help you crunch the
numbers under the new law to see
whether buying or leasing works better
for you.

Age-Weighted Profit-Sharing Plans: Elder Shelter

If you run a small company or profes-
sional practice and you're considerably
older than your employees, an age-
weighted profit-sharing plan may be
appealing. Most of the contributions
can go into your own retirement
account and the accounts of co-own-
ers who are starting to show a few grey
. hairs.

Generic profit-sharing plans

In a standard profit-sharing plan, the
company will contribute a certain per-
centage of pay to participating em-
ployees’ accounts within the plan.
That percentage can vary each year,
from 0%-25% of pay, regardless of the
company’s profitability. Each em-
ployee gets the same percentage of
pay. Contributions are tax deductible
for the company.

Example #1: Connie Simmons is-

the sole owner of DEF Co., earning
$100,000 a year. She decides to make
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25% profit-sharing contributions for
all employees. Thus, Connie’s account
gets $25,000, while a salesman earning
$60,000 gets a $15,000 contribution,
and a secretary earning $40,000 gets a
$10,000 contribution. The maximum
contribution for 2008 is $46,000, per
the IRS. If a profit-sharing plan also
includes a 401(k), participants 50 and
older will be able to make a $5,000
catch-up contribution in 2008, bring-
ing their maximum to $51,000.

Cost control

From a business owner's perspective, a
standard profit-sharing plan may be
expensive. To bring the owner’s contri-
bution up to the $46,000 maximum,
the company might have to contribute
20%-25% of pay for each employee.
To cut costs while maximizing your
personal contribution, consider an age-
weighted profit-sharing plan. The older
you are, compared with the company’s |

|

other workers, the more you can tilt
such a plan in your favor.

Depending on the makeup of the
company workforce, a 50-year-old
business owner might get 20% of pay
contributed to his account while a 25-
year-old assistant gets only 3% of pay.
The IRS may allow this difference
because the assistant’s contribution
has 25 more years to grow, untaxed.
Thus, the disparate contributions may
be deemed equivalent.

The weighting game
In a simple scenario, an age-weighted
plan may work well for business own-
ers. That’s not always true, however.
Example #2: GHI Co. has four own-
ers, ranging in age from the upper 30s
to the low 50s. With a straight age-
weighted plan, a larger contribution
will go to the oldest owner, which
might displease the youngest one.
An age-weighted plan also may prove
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