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Small Business Tax Workshop

Introduction

The Small Business Tax Workshop contains general information
about different types of business organizations, recordkeeping
requirements and business tax returns. If you need more informa-
tion, see LEssoN 1, pages 1-30 through 1-32, for a list of free
Internal Revenue Service (IRS) publications. Call the IRS toll
free at 1-800-TAX-FORM (1-800-829-3676) to order.

If you have access to a personal computer, you can also download
and print any of the 600 federal tax forms with instructions,
approximately 100 tax publications and other tax materials from
the IRS Web site at www.irs.gov.

An alternative to downloading files from the Internet is Publi-
cation 1796, FEDERAL Tax Propucts on CD-ROM. This CD
contains over 2,000 tax materials, including prior year forms.
You can purchase the CD-ROM via the Internet at
www.irs.gov/cdorders from the National Technical Informa-
tion Service (NTIS) or by calling toll free 1-877-233-6767.

THe SmaLL BusiNess REsource GUIDE (IRS Publication 3207)

contains information important to small businesses. Order your
free copy by calling 1-800-829-3676.

Another option is to receive forms, instructions and tax informa-
tion from your fax machine by calling 703-368-9694 from the
phone on your fax machine and following the prompts.

There is a new section on the IRS Web site called the Small
Business and Self Employed Community at www.irs.gov/
smallbiz/index.htm. If you run a small business or are self em-
ployed, the site is here to help you. It offers industry-/profession-
specific information and provides links to other helpful sites.

You will be required to pay federal employment taxes if you have
employees. Lessons 2 and 3 explain your responsibilities for
paying these taxes.
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Taxpayer Rights

@ IR

Customer Account
Services

Service Centers

As a taxpayer, you have the right to be treated fairly, profession-
ally, promptly and courteously by IRS employees.

IRS Mission
Provide America’s taxpayers top quality
service by helping them understand and
meet their tax responsibilities and by
applying the tax law with integrity and
fairness to all.

A discussion of your right to fairness if your return is examined or
your account is in the collection process is included in Publication

1, Your RiGHTS As A TAXPAYER.

You may find it helpful to have a general understanding of some
activities of the IRS and how they relate to you as a business
taxpayer. There are five areas of activity within the IRS with
which you should be acquainted: Customer Account Services,
Submission Processing, Examination and Appeals, Collection and
the Taxpayer Advocate Service.

Customer Account Services is a liaison between taxpayers and
IRS Submission Processing centers. Customer Account Services
representatives can explain notices and answer other inquiries
about your tax accounts. They can also help you understand and
apply tax laws to help you determine your specific tax liability.

Whether you electronically file or mail your business and personal
tax returns, they go to a regional submission processing center for
processing. IRS processes them with an automated data process-
ing (ADP) system. The ADP system keeps a record of all business
and individual tax return transactions. Computer-generated bills
for taxes due and notices explaining changes to accounts are sent
to taxpayers by the submission processing centers, and submission
processing centers arrange for taxpayers’ refund checks to be sent
to them.
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Examination and
Appeals

Collection

The IRS is required by law to determine and collect from each
taxpayer only the correct amount of tax due. One way the IRS
meets this obligation is by examining returns. A notice of exami-
nation does not necessarily mean that the IRS has found, or will
find, something wrong with your return.

Tax returns are selected for examination for various reasons.
Returns are computer-scored according to their probability of
error. The selection may mean you did not give enough informa-
tion about some item of income or deduction. You may have
included nontaxable income or deducted an unallowable expense.
You may have filed a claim for refund, and the return is examined
to make sure the correct amount of tax is refunded.

Your tax return may be examined in your place of business, at an
IRS office or at your tax representative’s office. When the exami-
nation is completed, any adjustment will be explained to you. If
you agree with any proposal to increase or decrease your tax
liability, you will be asked to sign an agreement form. If you do
not agree with any changes that are proposed by the examiner,
you have certain appeal rights, both within the IRS and in the
courts.

For more information, see Publication 556, EXAMINATION OF
RETURNS, APPEAL RIGHTS AND CLAIMS FOR REFUND.

Most taxpayers pay their taxes by the date the return is due. For
those who do not pay on time, the collection process begins when
a taxpayer is sent a notice (demand for payment) from the IRS.
The taxpayer should either pay the amount due or contact the IRS
immediately. If the taxpayer does contact the IRS, an IRS em-
ployee will help determine whether the notice is valid, and, if so,
how to pay any amount owed.

If a taxpayer who receives a notice does not pay the amount due
and does not contact the IRS, or if a taxpayer defaults on a
payment agreement, the IRS may take enforcement actions.
Examples of enforcement action include the filing of a NoTICE oF
FepERAL TAX LIEN, the serving of a NoTICE AND DEMAND FOR
PaymenT and/or the seizure and sale of the taxpayer’s property
and rights to property.

To encourage prompt payment of withheld income, social security
and Medicare (employment) taxes, Congress passed a law that
provides for the trust fund recovery penalty. (These taxes are
called trust fund taxes because you actually hold the employees’
money in trust until you make a federal tax deposit in that
amount.)
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Taxpayer Advocate
Service

Free Tax
Services

Telephone Service

For more information, see Publications 594, THe IRS CoLLECTION
Process and Publication 1660, CoLLECTION APPEAL RIGHTS.

The Taxpayer Advocate is the
spokesperson for taxpayers
who have been unable to
resolve problems through
normal channels. If you
have an ongoing tax
problem, call the IRS
hotline at 1-877-777-4778
for help. You may also
write to the Taxpayer
Advocate at the office that last contacted you.

If the tax problem is causing or will cause you a significant hard-
ship, the Taxpayer Advocate will arrange for an immediate review
of your problem. A significant hardship may occur if you cannot
maintain your business location, pay the utility bills for your
business and meet payroll. Significant hardship could also occur if
your business faces imminent bankruptcy or if the actions of IRS
would cause irreparable damage to your business. While your
account is reviewed, any additional enforcement action will be
suspended if the Taxpayer Advocate determines that a significant
hardship exists.

See Publication 1546, THE TAXPAYER ADVOCATE SERVICE OF THE
IRS, for more information.

Most business taxpayers should be able to meet their tax responsi-
bilities by using the packages of tax forms and instructions they
receive from the IRS. Those who need more information may turn
to the IRS” many free tax publications, education programs,
audiovisual materials and other services. If additional information
and assistance are needed, taxpayers can call the IRS or visit their
local IRS office. By calling or visiting the IRS, taxpayers can get
answers to questions about their account, general information
about IRS procedures, services available or the tax law. Publica-

tion 910, GuiDE TO FREE TAX SERVICES, is available by calling
1-800-829-3676

Telephone tax assistance is available in all 50 states, the District of
Columbia, Puerto Rico and the Virgin Islands by calling 1-800-
829-1040.
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TELE-TAX

TTY/TDD

Walk-in Service

Taxpayer Education
Programs

Tele-Tax is an IRS telephone
service that provides both
automated refund information
and recorded tax informa-
tion. The number is 1-800-
829-4477.

If you are hearing-

impaired and have access
to TTY/TDD equipment,
you can call 1-800-829-4059
with your tax questions or to
order forms and publications.
See your tax form instruction
booklet for the hours of operation.

Assistance is available in most IRS offices (Taxpayer Assistance
Centers) to help you in preparing your individual federal tax
return. You may also obtain tax forms, publications and help with
questions about IRS notices or bills.

The IRS has a number of programs designed to help you under-
stand your rights and obligations under our nation’s tax system.
Volunteers are an important part of these programs. To volunteer
to help in one of our taxpayer education programs, or for times
and locations of available services in your community, call the IRS
at 1-800-829-1040 and ask for the number of your closest tax-
payer education office. The taxpayer education programs include:

e Community Outreach

* Volunteer Income Tax Assistance (VITA)

» Tax Counseling for the Elderly

* Small Business Tax Education

* Bank, Post Office and Library Program
 Student Tax Clinics

e Understanding Taxes Program for Students

e Practitioner Education
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Publication 17, This publication can help you prepare your individual tax return.
It takes you through the individual tax return and explains the tax

Your FEDERAL . ) g
laws that cover salaries and wages, interest and dividends, rental

INcome Tax income, gains and losses, adjustments to income (such as reim-
bursed employee business expenses and IRA contributions) and
itemized deductions.

Publication 454, Publication 454, Your Business Tax Kir, is an assortment of IRS

forms and publications to help taxpayers who operate their own
businesses. Call 1-800-829-3676 to order the kit. The kit con-
Tax Kit tains the following items:

Your BUSINESS

Forms
e SS-4, AppLICATION FOR EMPLOYER IDENTIFICATION NUMBER

e 1040-ES, ESTIMATED TAX FOR INDIVIDUALS
e 9779b, EFTPS BusiNEss ENROLLMENT ForMm

Publications
e 509, Tax CALENDARS FOR 2002

e 583, STARTING A BUSINESS AND KEEPING RECORDS
e 594, THE IRS CoLLECTION PROCESS

e 1544, ReporRTING CASH PAYMENTS oF OVER $10,000

IRS e-file Programs If you have employment taxes to report, you can file your Form
for Business

941, EMPLOYER’S QUARTERLY FEDERAL Tax RETURN, electronically
— by telephone or through a third party such as a payroll service
company. On-line filing of Form 941— through a personal com-
puter—is also available. Visit the IRS Web site (The Digital
Daily) at www.irs.gov and click on “Electronic Services” for
more information. In addition, you can eliminate paper deposit
coupons, trips to the bank and postage costs, by taking advantage

- of the Electronic Federal Tax Payment System (EFTPS). This
Be”/ f’ le system, with millions of users, allows you to initiate your Federal
Tax Deposits (FTDs) electronically by telephone or personal

for Business omputer, or you can have your financial institution initiate
payments. Although this system is mandatory only for businesses
that make in excess of $200,000 in FTDs yearly, it is highly
recommended and used by other smaller depositors because of its
simplicity and convenience. To learn more about EFTPS or to
request an enrollment form, call EFTPS Customer Service at
1-800-555-4477 or 1-800-945-8400. See Lesson 6 for a more
detailed discussion of the IRS’ e-file Programs for Business.

Vi
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Other Sources of
Information

The following organizations offer services to people with small
businesses:

» U.S. Government Printing Office — For a list of Federal publica-

tions that are for sale to assist small businesses, write to:
Superintendent of Documents
U.S. Government Printing Office
P.O. Box 371954
Pittsburgh, PA 15250-7954

e U.S. Small Business Administration (SBA) — offers many

publications on topics of interest to people with small busi-
nesses. A nationwide telephone service is provided through the
SBA Office of Advocacy. The U.S. Small Business Administra-
tion Answer Desk assists callers with their small business
problems. It also serves as a referral service to direct callers to
the appropriate government agency, trade association and other
information services. The toll-free number, available Monday
through Friday from 9:00 A.M. to 5:00 P.M. EST, is 1-800-
827-5722.

Small Business Development Centers and Business Information
Centers (more than 1,000) — are available in most states and
U.S. territories. Business workshops and counseling are avail-
able as well as research information for small businesses.
Contact the SBA for local phone numbers and check the
Internet at www.asbd-cus.org for more information.

Service Corps of Retired Executives (SCORE) and Active
Corps of Executives (ACE) — provide counseling for business
people and conduct SBA-sponsored pre-business workshops.

Social Security Administration (SSA) — The SSA provides
information on proper reporting of social security wages for
both paper and magnetic media filers. The SSA holds joint
seminars with the IRS on proper wage reporting by employers.

SSA and IRS issue a quarterly tax help newsletter (SSA/IRS
REePORTER) Which is designed to keep employers up to date on
changes to their tax and employee wage obligations. View it
on-line at www.employers.gov/resources_fed_agencies.htm.

National Business, Professional or Trade Organizations —
provide information for specific businesses and trades. Some
examples of these are:

* National Federation of Independent Businesses
e  National Association of the Self-Employed

* National Association of Independent Contractors

vii
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e U. S. Chamber of Commerce and local Chambers of
Commerce

» National Association of Enrolled Agents
* National Society of Certified Public Accountants

* Other Federal Agencies provide a variety of services and
information for businesspersons:

e U.S. Department of Agriculture — The Cooperative Exten-
sion Service County Agents help rural residents manage
small family businesses and farms through workshops,
counseling and other types of assistance.

* U.S. Department of Labor — The Employment Standards
Administration provides assistance regarding labor and
wage relations and other labor management standards.

* U.S. Department of Commerce — The Minority Business
Development Agency supports the development of minor-
ity owned and managed businesses. Commerce also has an
International Business Export Office that provides infor-
mation on imports and exports.

e State and Local Agencies — provide information about local
laws and regulations affecting business people. Since agency
and organization names vary in many states, you may want to
call your local or state Chamber of Commerce for help in
identifying the organization you want:

 State Departments of Revenue, Employment, Taxation or
Equalization

» State Department of Commerce for Minority
Business Development

» State Employment Commission or Employment Security
Agency

 State Department of Economic Development for
Business Regulation

* Governor’s Office of Community and Industrial
Development

* Governor’s Office of Minority and Small Business
Development

* Small Business Development Centers and Business
Resource Centers

viii
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Lesson 1

Business Tax Requirements

Introduction This section of the workshop

gives general information about
the types of business organiza-
tions and the advantages and
disadvantages of each. In this
section you will also learn about
recordkeeping requirements and
business tax returns.

Types of Business Organizations

Sole Proprietorship A sole proprietorship is an unincorporated business that one
individual owns. It is the simplest type of business organization.
The business does not exist apart from the proprietor (owner).
The proprietor assumes the risks of the business to the extent of
all his or her assets, whether or not the assets are used in the

business.

Advantages:

1. The business is simple to organize.

2. The owner has maximum freedom to make decisions.

3. The business has a minimum of legal restrictions.

4. The owner receives all the profits.

5.  The business is easy to discontinue.

Disadvantages:

1. The owner has unlimited liability. The individual owner is

legally liable for all debts of the business. Creditors may
attach all of the owner’s assets, even personal assets not used
in the business.

There usually is limited ability to raise capital. The business
capital is limited to whatever the owner can secure person-
ally. This feature may limit the expansion of a business when
new capital is required. A common cause of failure for this
form of business organization is its original lack of capital.

1-1
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Partnership

Limited capital restricts the ability of a sole proprietor to operate
the business effectively and survive at an initial low profit
level, or to get through an economic rough spot.

For more information about sole proprietorships, see Publication
334.

A partnership is a relationship
between two or more persons
who join together to carry on a
trade or business. Each person
contributes money, property,
labor or skills, and each expects
to share in the profits and losses
of the business. Any number of
persons may join in a partner-
ship.

For the purpose of income
taxes, a partnership includes a
syndicate, group, pool, joint venture or other unincorporated
organization that carries on a business and that is not classified as
a trust, estate or corporation.

Advantages:
1. Itis easy to organize.

2. It may have greater financial strength than a sole proprietor-
ship.

3. It combines managerial skills and judgments of the partners.
4. It has a definite legal status.

5. Each partner has a personal interest in the business.
Disadvantages:

1. The liability of the partners is usually unlimited. Each partner
may be held liable for all the debts of the business. Therefore,
if one partner does not exercise good judgment, that partner
can cause not only the loss of the partnership’s assets, but
also the loss of the other partners’ personal assets.

2. The authority for decisions is divided.

For more information about partnerships, see Publication 541.

1-2
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Limited Liability
Company (LLC)

S Corporation

Corporation

All states have enacted limited liability company statutes. An LLC
is a separate legal entity formed by filing articles of organization
with the secretary of state. LLCs (and similar entities called
Limited Liability Partnerships — LLPs) combine certain features of
partnerships with certain features of corporations, most notably,
limited liability.

The individual members are not personally liable for the LLC’s or
LLP’s debts or liabilities, except to the extent of their investment
and capital commitment in the company. It is important to note
that an LL.C/LLP is not a federal tax entity and is generally
treated as a partnership by IRS. A single-member LLC can be
treated as a “disregarded entity” for tax purposes, even though
still respected as separate for legal purposes. Thus, if owned by an
individual, such an entity can be reported as a Schedule C sole
proprietorship on the owner’s personal tax return. For more
information on the legal aspects of LLCs/LLPs, contact your
secretary of state’s office. For tax information, see IRS Publica-
tion 541 or the Instructions for Form 1065.

An S corporation is a small business corporation that elects to
have its income taxed in a manner similar to that of a partnership.
In general, an S corporation does not pay tax on its income.
Instead, the income and expenses of the corporation are divided
among its shareholders (limited to 75), who then report them on
their own income tax returns.

For more information about S corporations, see the Instructions
for Form 1120S and Form 2553.

A corporation is treated by law as a legal entity. It has a life
separate from its owners and has rights and duties of its own. The
owners of a corporation are the stockholders. The managers of a
corporation may or may not be stockholders.

Forming a corporation involves a transfer of money or property,
or both, by the prospective shareholders in exchange for capital
stock in the corporation.

For the purpose of federal income tax, corporations include
associations, joint stock companies and trusts and partnerships
that actually operate as associations or corporations.

Advantages:
1.  The life of the business is perpetual.
2. The stockholders have limited liability.

3. Transfer of ownership is easy (sale of stock).

1-3
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4. Ttis easier for corporations to raise capital and to expand
than it is for other forms of business.

5. Management may be more efficient.
6. Itis adaptable to both small and large businesses.
Disadvantages:

1. Itis subject to tax on its income at the corporate level and
when the income is distributed as dividends, it is taxed again,
this time to the shareholder.

2. It may be more difficult and expensive to organize than other
forms of ownership.

3. The corporate charter restricts the types of business activi-
ties.

4. It is subject to many state and federal controls.

For more information about corporations, see Publication 542.

Record keeplng You are required to keep records so that you can prepare com-
plete and accurate tax returns. You must be able to substantiate

items of income, deductions and credits. Keeping good records
will help you pay only the tax you owe. For more information
about recordkeeping, see Publication 583, STARTING A BUSINESS
AND KEEPING RECORDS. Always keep your business records avail-
able for examination by the IRS.

Good records can help you:

* Identify source of receipt. You may receive cash or
property from many sources. Unless you have records
showing the source of your receipts, you may not be able
to prove that some are nonbusiness or nontaxable.

* Prevent omission of deductible expenses. You may
forget expenses when you prepare your tax return, unless
you record them when you incur or pay them.

» Establish earnings for self-employment tax purposes.
Your records should show the amount of earnings report-
able for self-employment tax purposes. Self-employment
tax is explained later, under BusiNEss RETURNS.

* Explain items on income tax return. If IRS examines
your income tax return, you may be asked to explain the
items reported. You must be able to support items on your
return by sales slips, invoices, receipts, bank deposit slips,

1-4
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LESSON f

Caution: Adequate
Records

How Long To Keep
Records

Supporting Records

canceled checks and other documents. These items of sup-
port are necessary if you are to have adequate and com-
plete records.

The recordkeeping rules require that you keep adequate docu-
mentary records or sufficient evidence corroborating your own
statements, such as receipts and a log or diary, to support:

* deductions you take for travel, transportation, entertain-
ment and business gift expenses and

 any deduction you take for certain business property.

These records should substantiate the amount you claim, the time
and place, the business purpose and your business relationship to
any other persons involved. Incomplete records may not be
enough for the deduction to be allowed. If your records are lost
due to circumstances beyond your control, such as by flood or
earthquake, you may substantiate a deduction by reasonable
reconstruction. See Publication 583 for more information about
recordkeeping requirements.

You must keep your records as long as their contents may be
material in the administration of any Internal Revenue Service law.

To support items of income
or deduction on your tax
return, you must keep
records until the statute of
limitations for that return
expires. Ordinarily, the
statute of limitations for an
income tax return expires 3
years after the return is due
to be filed or is filed, or 2
years from the date the tax is
paid, whichever is later.

In many cases you must keep records indefinitely. For example, if
you change your method of accounting, records supporting the
necessary adjustments may remain material for an indefinite time.

You must keep records relating to the basis of property for as
long as they are material in determining the basis of the original or
replacement property.

1-5
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Employment Tax
Records

Tax Returns

Bookkeeping
Systems

Accounting Methods

You must keep all employment tax records for at least 4 years after
the date on which a tax return becomes due or the tax is paid, which-
ever is later. For more information, refer to Publication 15,
EmpLOYER’S Tax Guipk (Circular E).

You should keep copies of your filed tax returns. They will
help you in preparing your future tax returns and in making
computations if you later file an amended return. They may
also be helpful to the executor or administrator of your estate.

Many people who run their own one-person business never bother
to set up a business bookkeeping system separate from their
personal one. Their checking account serves as both a personal
and a business account. IRS recommends that you open a separate
business bank account to maintain accounting efficiency.

You may use either a single-entry or double-entry system of
bookkeeping. The single-entry system is the simplest to keep. The
double-entry system has built-in checks and balances that give
more accuracy and control.

With the single-entry system, you record a daily and a monthly
summary of receipts and a monthly summary of paid expenses.
This is not a complete accounting system, but it shows income
and expenses well enough for tax purposes. This system centers
on the business’ profit and loss statement and not on its balance

sheet. An example of a single-entry system is shown in Publication
583.

The double-entry system is self-balancing. Since all business
transactions consist of an exchange of one thing for another,
double-entry bookkeeping is used to show this twofold effect.
You record every transaction in a journal as a debit entry in one
account and as a credit entry in another account. After you post
the journal entries to the ledger accounts, the total debits must
equal the total credits. If the accounts do not balance, you have
made an error.

On your return you must use the same accounting method you
use to keep your records. Your accounting method is a set of
rules that you use to decide when and how you report your
income and expenses.

The two most commonly used accounting methods are the cash
method and the accrual method. Under the cash method, you
report all income in the year you receive it. You usually deduct
expenses only in the tax year in which you pay them. Under the
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accrual method, you report income in the year you earn it, regard-
less of when you receive the payment. You deduct expenses in the
tax year you incur them, regardless of when you pay them. If your
business has an inventory, the rules have recently changed. Prior
to 2000, if you had inventory, you generally had to use the accrual
method for purchases and sales. Now, if your business has annual
gross profits of $1 million or less, you are permitted to use the
cash method of accounting. For more information, see Publication
553, HigHLIGHTS OF 2000 Tax CHANGES.

Computerized There are computer software packages that you can use for
recordkeeping. They can be purchased in many retail stores.
These packages are very useful and relatively easy to use, and
they require very little knowledge of bookkeeping and accounting.

System

Note: If you use a computerized system, you must be able to
produce sufficient legible records from the system to
provide the information needed to determine your
correct tax liability.

Income Statement and Balance Sheet

An income statement, also called cash flow analysis, provides a
perspective about your company’s revenues, costs and profitabil-
ity. A cash flow analysis is a detailed monthly account of how
money flows into your business in the form of income and flows
out of your business in the form of expenses. Subtracting ex-
penses from income gives you a monthly result of how well your
business is doing. (See Exhibit 1.1 on page 1-8.)

A balance sheet, on the other hand, provides a snapshot of the
company’s position at the present time. As the name implies,
assets must balance or equal liabilities. (See Exhibit 1.2 on page
1-9.)
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ExniBiT 1.2 - BALANCE SHEET
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Business Returns

Income and Income Tax

Sole Proprietors (and A sole proprietor files Schedule C (Form 1040), ProFiT orR Loss
Some Single Member From Business, or Form C-EZ, Net ProriT FRoOM BUSINESS. (See
LLCs) File page 1-23.) A single member LLC, owned by an individual and
Schedule C treated as a “disregarded entity,” files Schedule C. The proprietor

or single member LLC files the Schedule C or C-EZ with their
Form 1040 to report the business’ profit or loss. A filled-in Sched-

ule C example is shown later in this lesson and in Publication 334.
(See exhibits 1.8 and 1.9 on pages 1-20 and 1-21.)

Partnerships (and LLCs Partnerships (and LLCs taxed as partnerships) file Form 1065,

Taxed as Partnerships) U.S. ParTNERSHIP RETURN OF INCOME, which is an information

File Form 1065 return only. The partnership gives each partner a Schedule K-1
(Form 1065), PARTNER’S SHARE OF INCOME, CREDITS, DEDUCTIONS,
ETC., and the partner uses it to complete Schedule E (Form 1040),
SupPLEMENTAL INCOME AND Loss, and any other forms and sched-
ules the partner must file with his or her individual return. A filled-
in form 1065 is shown in Publication 541. (See Exhibits 1.3 and
1.4 on pages 1-11 through 1-13 for examples of Schedules E and
K-1.)
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ExHiBIT 1.3 - BLANK ScHEDULE E, PAGE 1 AND 2

LESSON
_________________________________________________________________________________________________________________|

SCHEDULE E

Supplemental Income and Loss
(Form 1040)

(From rental real estate, royalties, partnerships,
S corporations, estates, trusts, REMICs, etc.)

Department of the Treasury
» Attach to Form 1040 or Form 1041.

Intemal Revenue Service {99,

» See Instructions for Scheduie E (Form 1040).

OMB No. 1545-0074

2000

Attachment
Sequence No. 1

Name(s) shown on return

Your social security number

Income or Loss From Rental Real Estate and Royalties Note. Report income and expenses from your business of renting
personal property on Schedule C or C-EZ (see page E-1). Report farm rental income or loss from Form 4835 on page 2, line 39.

Schedule £ (Form 1040} 2000

Attachment Sequence No. 13

Page 2

Name(s) shown on return. Do not enter name and social security number if shown on other side.

Your social security number

471 below. Real estate professionals must complete fine 42 below.

Note. If you report amounts from farming or fishing on Schedule . you must enter your gross income from those aC(Mtleb on fine

Income or Loss From Partnerships and S Corporations Note. !f you report a loss from an at-risk activity, you must check
either column {e) or (f) on line 27 to describe your investrent in the activity. See page E-5. If you check column (I), you must attach Form 6198,

{b) Enter P for | {c) Check if (d) Emp investment At Risk?

27 {a) Name partnership; $ foreign |dent|ncanon (e} All is|(N Some is

for S corporation| partnership number at risk | not at risk
A
B
o
D
E

Passive Income and Loss

Nonpassive Income and Loss

{g) Passive loss allowed
(attach Form 8582 if requiredl)

(h} Passive income
from Schedule K-1

(i) Nonpassive loss

from Schedule K-1 deduction

from Form 4562

G} Section 179 expense

(k) Nonpassive income
from Schedule K-1

mUOﬂJ>

283 Totals ////////////////////////
bTotals || 0%

2%

29 Addcoiumns(hand (lofline 282 . . . . . . . .« v . 4 4 v v e e . . . |29
30 Add cotumns (g), (), and () of ine 28b ., . . . R L )
31 Total partnership and S corporation income or (Ioss) Combme Imes 29 and 30 Enter the result
here and include in the total on line 40 below . . . P I 1
Income or Loss From Estates and Trusts
I s -
38 Combine columns (d) and (e} only. Enter the resuit here and include in the totai on line 40 below | 38 | |

Summary

39 Net farm rental income or {foss) from Form 4835. Also, compilete fine 41 below .
40 Total income or (loss). Combine fines 26, 31, 36, 38, and 39. Enter the result here and on Form 1040, Ime 17 b

41 Reconciliation of Farming and Fishing Incame. Enter your gross
farming and fishing income reported on Form 4835, line 7; Schedule
K-1 (Form 1065}, line 15b; Schedule K-1 (Form 11205), line 23; and
Schedule K-1 (Form 1041), line 14 (see page E-6) . . . . . . .| 4

42 Reconciliation for Real Estate Professionals. If you were a real estate
professional (see page E-4), enter the net income or (loss) you reported
anywhere on Form 1040 from all rental real estate activities in which

you materially participated under the passive activity loss rules. . .

42

®

Schedule E (Form 1040) 2000
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ExHiBiT 1.4 - BLank ScHEDuLE K-1 (Form 1065), PacE 1

SCHEDULE K-1
(Form 1065)

Department of the Treasury
internal Revenue Service

Partner’s identifying number
Partner’s name, address, and ZIP code

OM8B No. 1545-0089

2000

Partner’'s Share of Income, Credits, Deductions, etc.

» See separate instructions.
For calendar year 2008 or tax year beginning . 2000, and ending , 20
Partnership’s identifying number » :
Partnership’s name, address, and ZIP code

A This partner is a [J general partner [ limited partner F Partner's share of liabilities (see instructions):

O limited liability company member Nonrecourse , . . . R
B What type of entity is this partner? » .. ieieee. Qualified nonrecourse fmancmg R
C Is this partner a [J domestic or a [ foreign partner? Other . . . A
D Enter partner's percentage of: O ooore change r')fe"a? o Tax shelter regrstratron P
Profitsharing . . . « . . .. coeeeeenn LTSN % Check here if this partnership is a publicly traded
losssharing . . . . . . .. cceceeeee b J. % partnership as defined in section 469()(2) . .
Ownership of caprtal e e meeeeees % eeeenn %
E IRS Center where partnershlp fi !ed return: Check applicable boxes: (1) (] Final K-1 (2) [J Amended K-1
J Analysis of partner’s capital account:
. . . {c} Partner’s share of ines (e} Capital account at end of
O o™ | et | 5 om o, | @ Yhase et | e oombine o )
{ )
{a) Distributive share item {b) Amount () 1040. filers enter the
amount in column (b) on:
1 Ordinary income (loss) from trade or business activites . . . 1 See page 6 of Partner's
2 Net income (loss) from rental reat estate activities . . . . . | 2 o s Schedule K-1
3 Netincome (loss) from other rental activities. , ., . . . . 3 '
4 Portfolio income (loss): %
a Interest O .- Sch. 8, Part |, line 1
« b Ordinary ledends e ) Sch. 8, Part I, line 5
4 ¢ Royalties . . . .. . |4 Sch. E, Part |, line 4
= d Net short-term capmal galn foss) . . . . . . . . . . |ad Sch. D, line 5, col. {)
g e Net long-term capital gain (loss): %
8 {1) 28% rate gain (loss) . . . . 4e(l) Sch. D, line 12, col. g)
£ {2 Total foryear. . . . . . . Ce 4e(2) Sch. D. fine 12, col. (0
f Other portfolio income (loss) fattach schedule) c e e e a 4

Enter on applicable line of your return.
See page 6 of Partner’'s
instructions for Schedule K-1
(Form 1065).

Enter on applicable line of your retumn.

5 Guaranteed payments to partner . . -
6 Net section 1231 gain {loss) (other than due to casualty or lheft) .
7 Other income {loss) (attach schedule) , . . . . . . -

| |
[E——

S " 8 Charitable contributions {see instructions) (attach schedule} . 8 Sch. A, line 15 or 16
.g g 9 Section 179 expense deduction, . . - 9 See pages 7 and 8 of
8 S110 Deductions related to portfolio income (attach schr,dule) .. e ga:nsf's '25§NFC“0"5 g
11 Other deductions {attach scheduwie). . . . . . . . . . |1 chedule K-1 (Form 1065).
12a Low-income housing credit:
(1) From section 42(j)(5) partnerships for property placed in
service before 1990 . , . . 12a(1)
12a(2)

{2) Other than an line 12a(1) for properry placed in service before 1990

{3) From section 42(j(5) partnerships for property placed in

service after 1988 . . . .

{4) Other than on line 12a(3) for property placed in service after 1989
b Qualified rehabilitation expendltures related to rental real estate

activities . . . . Coe e .

Form 85886, line 5

Credits

See page 8 of Partner's

¢ Credits {other than credlts shown on Imes 1Za and 12b} related

to rental real estate activities.

Instructions for Schedute K-1

{Form 1065}

d Credits related to other rental activities
13 Other credits.

B RE

For Paperwork Reduction Act Notlce, see Instructlons for Form 1065

Cat. No. 11394R Schedufe K-1 (Form 1065) 2000
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ExHiBiT 1.4 - BLank ScHEDuLE K-1 (Form 1065), PaGE 2

LESSON
_________________________________________________________________________________________________________________|

Supplemental information

needed):

Schedule K-1 {Form 1065) 2000 Page 2
(a) Distributive share item (b) Amount ) 1040. filers enter the
amount in column (b) on:
E 7, . _
£ £|14a Interest expense on investment debs . . 14a Form 4952, line 1~
@ E| b (1) Investment income included on lines 4a, 4b. 4c and 4f . 14b(1) }l?f;rfggsng ?;rpsf’cnt;e(;;,e KA
= (2) Investment expenses included on line 10, 14b(2) (Form 1065).
£ 'é 15a Net earnings (loss) from self-employment , 15a gc"‘- SE, Section A or 8
it 3 P ee page 9 of Partner's
£ &| b Gross farming or fishing income. 15b } e o o Schedte K1
©i ‘s | ¢ Gross nonfarm income. ... , | 15¢c {Form 1065).
k] g | 16a Depreciation adjustment on property placed in service after 1986 16a \
B £| b Adjusted gain or loss 16b See page S of Partrier's
2 % ¢ Depletion (other than oil and gas) 16c }',gf';tmﬁe K1
§ 5| d (1) Gross income from oil, gas, and geothermal propertles 16d(1) (Form 1065) and
22 (2) Deductions allocable to oil, gas, and geothermal properties  |16d(2) Instructions for Form 6251,
2 e Other adjustments and tax preference items (attach schedule) 16e J
7
17a Name of foreign country or U.S. possession P ---ooooonomnnneo. 7 \
b Gross income sourced at partner level v
¢ Foreign gross income sourced at partnership level: %
(1) Passive [7c())
(2) Listed categones (attach schedule) 17c(2)
" (3) General limitation 17¢(3)
% d Deductions allocated and appomoned at partner Ievel Form 1116, Part |
[ (1) Interest expense [17d(1
5, (2) Other . (7d(2
¢ e Deductions allocated and appomoned at partnershlp Ievel to
2 foreign source income:
(1) Passive . 17e(1
(2) Listed categories (at!ach schedule} 17e(2 /
(3) General limitation 17e(3
f Total foreign taxes (check one) b D Paud D Accrued 17f Form 1116, Partl
g Reduction in taxes available for credit and gross income from all 7 See Instructions for
sources (attach schedule) , L. . g Form 1116.
- ) ] V See page 9 of Partner's
18  Section 53(e)(2) expenditures: a Type & _______ . ... / Instractions for Schedule K-1
b Amount . 18b (Form 1065),
19 Tax-exempt mterest income 19 Form 1040, line 8b
— |20 Other tax-exempt income . 20
19 See pages 9 and 10 of
£ |21 Nondeductible expenses . . . 21 P ataetions far
O |22 Distributions of money {cash and marketable securmes) 22 Schedule K-1 (Form 1065).
23 Distributions of property other than money 23
24  Recapture of low-income housing credit:
a From section 42(j)(5) partnerships 24a } . .
Form 8611, line 8
b Other than on line 24a. L . . . 124D " e
25 Supplemental information required to be reported separately to each partner (attach additional schedules if more space is

Schedule K-1 (Form 1065) 2000
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ExHiBiT 1.5 - BLank ScHepuLe K-1 (Form 1120S), Pace 1)

SCHEDULE K-1]  Shareholder's Share of Income, Credits, Deductions, etc. OMB No. 1545-0130
(Form 11209) > See separate instructions.
Department of the Traasury For calendar year 2000 or tax year 2@00
internal Revenue Service beginning , 2000, and ending , 20
Shareholder’s identifying number b Corporation’s identifying number »
Shareholder's name, address, and ZIP code Corporation's name, address, and ZIP code
A Shareholder's percentage of stock ownership for tax year (see instructions for Schedule K-1). . . . . . .» ... %
B Internal Revenue Service Center where corporation filed its return B> s
C Tax shelter registration number (see instructions for Schedule K-1) , . FE N
D _Check applicable boxes: ) [ Final K1 (2 O Amended K-1
(a) Pro rata share items {b} Amount th(ec)a;%:?“?‘ 430%?:‘?1?2;6‘;":
1 Ordinary income (loss) from trade or business activities . . . 1 See pages 4 and 5 of the
2 Net income (loss) from rental real estate activites . . . . . L_2 Shareholder's Instructions for
3 Net income (loss) from other rental activities . . . . . . . 3 Schedule K-1 (Form 11205).
4  Portfolio income {loss): %
anterest. . . . . . . 4 . e e e e . . . @ Sch. B, Part |, line 1
Z| b Ordinarydwidends . . . . . . . . .. . ... . [ Sch. B, Part Il tine 5
S| ¢ Royaties . . . A I Sch. E, Part|, line 4
; d Net short-term capstal galn (Ioss) O K. Sch. D, line 5, col. (f)
E e Net long-term capital gain (lossk
§ (1) 28%rategainfloss) . . . . . . . . . . . . . [ Sch. D, line 12, col. (g)
= (2) Total for year. . . . P - Sch. D, line 12, cot. (f)
f Other portfolio income {loss) (attach scnedule) e e e - At {Enter on applicable fine of your return.)
See Shareholder's Instructions
5 Net section 1231 gain (loss) {other than due to casualty or theft) 5 for Schedule K-1 (Form 11208).
6  Other income (loss) fattach schedule) . . . . . . . . . 6 (Enter un applicable fine of your relrn.)
g 7 Charitable contributions (attach schedule). . . . . . . . 7 Sch. A, line 15 or 16
S| 8 Section 179 expense deduction . . . . . L8 See page 6 of the Shareholder's
8| 9 Deductions related to portfolio income {loss) (attach schedule) ) Instructions for Scheduie K-1
& |10 Other deductions {attach scheduie) . . . . . . . . . . | 10 {Form 11205).
; 7| 11a Interest expense on investment debts , . . 11a Form 4952, line 1
2E| b (1) Investment income included on lines 4a, 4b, 4c and 4f above  [116(1) } See Shareholder's Instructions
2= (2) Investment expenses included on line9above . . . . . [11b() for Schedule K-1 (Form 1120S).
12a Credit for alcoholused as fuel . . . . . ., . ., . . . |12a Form 6478, fine 10
b Low-income housing credit: %
(1} From section 42()5) partnerships for property placed in \
service before 1990. . . . . ... [12)
{2) Other than on line 12b(1) for property placed in service before
1990 . . . . . B £ 1. €] _
I (3) From section 426)(5) partnershrps for propeny placed in } Form 8586, line 5
‘g service after 1988 . . . . . . . coe . . {1260
S (4) Other than on line 12b(3) for property placed in service after
1989 . . . . . ... {1200 /
¢ Qualified rehabilitation expendltures related to rental rea! estate
activities . . . . O .1 £ )
d Credits (other than credlts shown on lines 12b and 12¢) related See page 7 of the Shareholder’s
1o rental real estate activities . . . . . . . . . . . . |12 } Instructions for Schedule K-1
e Credits related to other rental activities. . . . . . . . . [12e {Form 11205).
13 Othercredits © . . . . o . . . .. . ... . m 13 )
For Paperwork Reduction Act Notice, see the Instructions for Form 1120S. Cat. No. 11520D Schedule K-1 {Form 1120S) 2000

1-14



SMALL BUSINESS TAX WORKSHOP « WORKBOOK LESSON

ExHiBiT 1.5 - BLank ScHepuLe K-1 (Form 1120S), Pace 2)

Schedule K-1 (Form 1120S) {2000) Page 2
(c) Form 1040 filers enter the

(a} Pro rata share items (b) Amount amount in column (b) on:
- g 14a Depreciation adjustment on property placed in service after 1986 | 14a ) See page 7 of the
§ Z!| b Adjusted gainorloss . . . S A L) Shareholder's
§5| ¢ Depletion {other than oil and gas) .. ... 4 Instrucuons_for
ge Schedule K-1 (Form
%g| d (1) Gross income from oil, gas, or geothermal propemes L. [adt) 1120S) and
bl (2) Deductions allocable to oil, gas, or geothermal properties . Instructions for
=| e Other adjustments and tax preference items (attach schedule) . Form 6251
15a Name of foreign country or U.S. possession b 1
b Gross income sourced at shareholder level . . . . . .
c Foreign gross income sourced at corporate level:
(1) Passive .
(2) Listed categories (artach schedule)
% (3) General limitation
s d Deductions allocated and appomoned at shareholder Ievel
= (1) Interest expense. o 15d(1) Form 1116, Part |
[ e e e
% (2) Other . . . 1509
] e Deductions allocated and appomoned at corporate Ievel to forelgn
b source income:
(1) Passive . . L 1se
(2) Listed categones (attach schedule) N (|
(3) General limitation . . B .
f Total foreign taxes (check one): » (] Paid [J Accrued . . |15Ff Form 1116, Part Ii
g Reduction in taxes available for credit and gross income from all See Instructions for
sources f{attach schedule) . . . . . . . . . . . . . |1 Form 1116
16  Section 59(e)(2) expenditures: a Type » % See Sharehalder's Instructions
b Amount , . . I | - for Schedule K-1 (Ferm 1120S).
17 Tax-exemptinterestincome . . . . . . . . . . . . (W Form 1040, line 8b
o | 18 Other tax-exemptincome . . . . . . . . . . . . . |18
g 19 Nondeductible expenses . . . . . . .. 19 See pages 7 and 8 of the
20 Property distributions (including cash) other than dividend 20 ggﬁ;mdirf (Flmt%c}g)nog). for
distributions reported to you on Form 1099-DIV | .o
21 Amount of loan repayments for "Loans From Shareholders” . . | 21
22  Recapture of low-income housing credit:
a From section 42()(5) partnerships . . . . . . . . . . |22a ;
b Other tenon b L . . . 22w }Fo""aan'""es

23  Supplemental information required to be reported separately to each shareholder (attach additional schedules if more space is
needed):

Supplemental Information

® Schedule K-1 (Form 1120S) 2000
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S Corporation Files An S corporation files Form 1120S, U.S. INcoME TAX RETURN FOR

Form 11208 AN S CORPORATION, and pays tax on any items that are not passed
through to shareholders. The S corporation gives each share-
holder a Schedule K-1 (Form 1120S), SHAREHOLDER’S SHARE OF
IncoMmE, CrebITS, DEDUCTIONS, ETC. (See Exhibit 1.5 on pages 1-14
and 1-15.) The shareholder uses the Schedule K-1 to complete
Schedule E (Form 1040), and any other forms and schedules the
shareholder must file with his or her individual return. Refer to the
Instructions for Form 1120S for more information.

Corporation Files Either A corporation files either Form 1120, U.S. CORPORATION INCOME

Form 1120 or 1120-A Tax RETURN, or the short Form 1120-A, U.S. CORPORATION SHORT-
ForMm IncoME Tax RETURN, and pays tax on its income. A
corporation’s owners are shareholders and are generally employ-
ees. If the corporation paid dividends during the year, it gives each
shareholder a Form 1099-DIV, STATEMENT FOR RECIPIENTS OF
DiviDEnDs AND DisTRIBUTIONS. It gives each employee a Form W-2,
WaGE AND Tax StateMENT. The shareholders and employees use
these forms to complete their individual returns. Publication 542
shows a filled-in Form 1120 and a filled-in Form 1120-A.

Self-Employment Tax Self-employed people (sole proprietors) and partners in a partner-
ship pay self-employment tax in place of the social security tax

that is withheld from an employee’s wages. Paying self-employ-
ment tax provides social security coverage.

You are subject to self-employment (SE) tax if you have $400 or
more of net earnings from self-employment income. In 2001, the
tax rate for self-employment tax is 15.3%. The 15.3% rate is a
total of 12.4% social security (old age, survivors and disability
insurance) plus 2.9% for Medicare (hospital insurance).

| Income passed through to shareholders of an S Corporation is
(I MPORTANT! not subject to self-employment tax.

Note: In 2000, the maximum net earnings subject to the social
security portion was $76,200. In 2001 it is $80,400.
There is no maximum limit on the amount subject to
the 2.9% Medicare portion.

If you receive wages in 2001 from which social security and
Medicare taxes are withheld, subtract those wages from the
maximums to figure how much self-employment income is subject
to the taxes. For example, in 2001 you receive wages of $50,000
from your employer and net $35,000 in self-employment income.
You would first subtract your wages, $50,000, from the social
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Estimated Tax

security maximum, $80,400. Only $30,400 of your self-employ-
ment income is subject to the 12.4% social security portion of the
self-employment tax.

If you have income subject to self-employment tax, figure the tax
on Schedule SE (Form 1040), SELF-EmpLOYMENT TAX. If you have
more than one business, use one Schedule SE and combine the
profits and losses from all of your businesses. You must file
Schedule SE if:

* your net earnings from self-employment are $400 or more,
or

* you had church employee income of $108.28 or more. If
you are a member of the clergy or a religious worker, you
may not have to pay self-employment tax if you meet
certain exemption requirements.

Schedule SE is shown later in this lesson. For more information,
see Publication 533, SELF-EMPLOYMENT TAX.

Many sole proprietors, partners and S corporation shareholders
must pay estimated taxes during the year. To determine if you
must pay it, estimate your taxable income for the year. Include
your self-employment income and all other taxable income.
Also estimate how much of your income will be subject to
withholding.

Your estimated tax is the amount by which the total of your
estimated income tax and self-employment tax exceeds the tax
you expect to have withheld from your wages, if any. You do
not have to pay estimated tax if you reasonably expect your
estimated tax to be less than $1,000.

Use the worksheet that comes with
Form 1040-ES, ESTIMATED TAX FOR
InDIvVIDUALS, to see if you must pay
estimated tax and, if so, to figure
the amount. Corporations figure
their estimated tax on Form 1120-

W (Worksheet), EsTIMATED Tax

FOR CORPORATIONS.
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Net Profit or Loss

Gross Receipts or
Sales

Cost of Goods Sold

Gross Profit

After you report income on your return, the next steps reduce the
amount on which you will pay tax. The basic way to determine
profit or loss is much the same for each type of business organiza-
tion.

Income — Expenses = Net profit or loss

You will use this formula with some slight changes to determine
your profit or loss on your tax return. This workbook expands the
formula by discussing gross receipts and cost of goods sold, both
of which are used in determining gross profit.

Gross receipts or sales are the income that a business receives
from sales of its products or services. Gross receipts less returns
and allowances equal net sales. In the example illustrated in this
lesson, John’s Furniture Store sold $48,000 worth of furniture and
had no returns or allowances. Therefore, the store had $48,000 in
both gross receipts and net receipts.

Cost of goods sold is the cost to a business to buy or make the
product that it sold. It would be easy to figure the cost of goods
sold if you sold all your merchandise during the year. However,
some of your sales will probably be from inventory that you
carried over from earlier years and you will probably have inven-
tory left unsold at the end of the year.

To figure the cost of goods sold, add the cost of goods purchased
or manufactured during the year (less the cost of any merchandise
withdrawn for personal use) to the value of the inventory on hand
at the beginning of the year, and subtract the value of your inven-
tory at the end of the year. This can be stated:

Beginning inventory + Purchases - Ending inventory =
Cost of goods sold

For example, John’s Furniture Store had an inventory of $12,000
at the beginning of the year, purchased furniture costing $26,000
during the year and had an ending inventory of $9,800. The cost
of goods sold was $28,200 ($12,000 + $26,000 — $9,800 =
$28,200).

Gross profit equals the net receipts (the balance of gross re-
ceipts less returns and allowances) less the cost of goods sold.
John’s Furniture Store had gross (and net) receipts of $48,000
and the cost of goods sold was $28,200. The store’s gross
profit was $19,800 ($48,000 — $28,200 = $19,800).
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Business Expenses

Net Profit or Loss

Business expenses are the ordinary and necessary expenses that
are incurred in the operation of a business. The cost of business
property that has a life of more than 1 year, such as a truck or a
building, is not considered a current business expense. That cost is
usually deducted on your tax return over a number of years as
depreciation (discussed later). John’s Furniture Store had a total
of $11,000 in current business expenses and depreciation.

Net profit or loss is the amount by which the gross profit and any
other income for a period is more (or less, in the case of a loss)
than the business expenses and depreciation for the same period.
John’s Furniture Store had a gross profit of $19,800 and business
expenses of $11,000. The store’s net profit was $8,800 ($19,800
- $11,000 = $8,800).

A filled-in Schedule C and SE, the forms for a sole proprietorship,
are shown as examples. (See Exhibits 1.8, 1.9 and 1.10.) The
same principles apply to forms for other types of business organi-
zations. After you determine income, you must determine ex-
penses, which is the other item in the formula for computing profit
or loss.

Note: You may be able to file the shorter Schedule C-EZ if
you meet certain requirements. For more information,
see Schedule C-EZ and Exhibit 1.11 on page 1-23.
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ExniBiT 1.8 - ScHepuLE C, Pa. 1, JoHN MARTIN ExAmPLE

SCHEDULE C

Profit or Loss From Business
(Form 1040)

(Sole Proprietorship)

» Partnerships, joint ventures, etc., must file Form 1065 or Form 1065-B.

Depanment of the Treasury

OMB No. 1545-0074

2000

Attachment

Internal Revenue Service {99} | P Attach to Form 1040 or Form 1041.  » See Instructions for Schedule C (Form 1040). Sequence No, 09
Name of propristor \:7_0 H /l/ /}7 ”7 ﬁ IQT//[/ Socxzi secumy number fSN) L7L
A Principal business %rofessmn including pr uct or service (see pag?J of the instructions} B Enter cod pagss C-7&8
TALL R | TUR #1110
o Business nam 0 separate business_name, Ieave blank. D Employer 1] number {EIN), if any
OHN'S FUuRNITURE MART /1di0l /ol ]ol] O]
E Business address (including suite or room no.) » _____ .Q _3 Vﬂ L‘-E‘/ ...... .,._. g = g = e mmmmmmn i mm e
City, town or post office, state, and ZIP code LAKXE CiT /4] D AT 35
l
F Accounting method: {1} [J cash {2) WAccrual (3) O other (SPECITY) PP et e ee v e mmeaaanas
G Did you “materially participate” in the operation of this business during 20007 If "No," see page C-2 for limit an losses  _[{ Yes [No
H  If you started or acquired this business during 2000, check here . .. L O
Bl income
1 Gross receipts or sales. Caution, If this income was reported to you on Form W-2 and the 'Statutory L’Z y
employee” box on that form was checked, see page C-2 and check here D 1 ) ﬂ 0 0 00
2 Returns and allowances 2
3 Subtract line 2 from line 1 . . 3 [_/‘ §, 00|00
4 Cost of goods sold (from fine 42 on page 2) . L4 / 0
§  Gross profit. Subtract line 4 from fine 3 .. . . § / q ,1 f g O 00
6  Other income, including Federal and state gasoline or fuel tax credlt or refund (see page C 2) - - 8
7 Gross income. Add lines 5 and 6 . > 17| 19, §00 |00
EZEXI  Expenses. Enter expenses for business use of your home only on fine 30, !
8 Advertising . . . |8 A 0O [00] 15 pension and profit-sharing plans %
9 Bad debts from sales or [ 5"0 20 Rent or lease (see page C-4):
) 9 ao I . . 20
services {see page C-3) . . a Vehicles. machinery, and equipment . a
10 Car and truck expenses b Other business property . |20b
(seepage C-3) . . . . . |10 2,1 000 |0 21 Repairs and maintenance . . | 21 200 (00
11 Commissions and fees . . [ 11 22 Supplies (not included in Part 1y .. | 22
12 Depletion . .12 23 Taxes and licenses . 23 { 4 2300 |00
13 Depreciation and section 179 24 Travel, meals, and entertamment
expense deduction (not included aTravel , . . . 24a
in Part IIl} {see page C-3) . . |13 200 |00 bMeals  and
14 Employee benefit programs entertainment
(other than on fine 19) . , . |14 c Eﬂl“ff nondeducl-
15  Insurance (other than health) . | 15 l y 000 |p0 gxfdesr::ﬁmaz’;;
16 Interest: {see page C-5) .
a Mortgage (paid to banks, etc) . | 162 d Subtract line 24¢ from line 246 . | 24d
b Oter. . . . . .|k 25 Utiies . . . |2 S 00|00
17 Legal and professuonal 26 Wages (less employmem credits) . | 28 57 g oo oo
services . . . . . . . |17 27 Other expenses {from fine 48 on -
18 Officeexpense ., . . . .| 18 300 lop paged . . . . . . . |27 5 oL 00
28 Total expenses before expenses for business use of home. Add lines 8 through 27 in columns  ,, » 28 l l / oo 0O oo
29 Tentative profit (loss). Subtract line 28 fromlne7 . . . . . . . . . . . . . . . . 29 Xl 4 ?OO 00
30 Expenses for business use of your home. AttachForm 8829 ., . . . . . . . . . . . . 30
31 Net profit or (joss). Subtract line 30 from line 29.
® If a profit, enter on Form 1040, line 12, and also on Schedule SE, line 2 (statutory employees, y O O
see page C-5). Estates and trusts, enter on Form 1041, line 3, 31 2 / 00
® If a loss, you must go to line 32.
32 If you have a loss, check the box that describes your investment in this activity (see page C-5).

o If you checked 32a, enter the loss on Form 1040, fine 12, and also on Schedule SE, line 2
{statutory employees, see page C-5). Estates and trusts, enter on Form 1041, line 3.
o |f you checked 32b, you must attach Form 6198.

32a ] All investment is at risk.

32b ] Some investment is not
at risk.

For Paperwork Reduction Act Notice, see Form 1040 instructions. Cat. No. 11334P

Scheduie C (Form 1040) 2000
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ExHiBir 1.9 - ScHepuLe C, PG. 2, JoHN MARTIN ExampLE

Schedule C (Form 1040} 2000 Page 2
eIl  Cost of Goods Sold {see page C-6)
33 Method(s) used to
value closing inventory: a m Cost b [J Lower of cost ar market ¢ [J Other (attach explanation)
34  Was there any change in determining quantities, costs, or valuations between opening and closing inventory? if
"Yes,“attachexplanation . . . . . . . . . . . 4 e e e e e e e e e e e e, BN Yes O no
35 Inventory at beginning of year. If different from last year's closing inventory, attach explanation . ., | 35 / 2/1 200 00
36 Purchases less cost of items withdrawn for personatuse . . . . . . . . . . . . ..l 38 2o 4 000 00
37  Cost of labor. Do not include any amounts paid toyourself . ., . . . . . . . . . . ..l37
38 Materialsand supplies . . . . . . . . . . . . . 0 . . e e u. )38
39 Othercosts . . . . . . . . . . e e e e e e e e LS
40 Addlines35through39 . ., . . . . . . . . . . . . . . . ... .. | 3 ?’1 0060 o
41 Inventoryatend ofyear . . . . . . 4 4 4 e e e e e e e e e e e e q/ §Foo |00
42 Cost of goods sold. Subtract fine 41 from line 40. Enter the result here and on page 1, line4 . .. | 42 2?; A 00 (oY

CIgd'l  Information on Your Vehicle. Complete this part only if you are claiming car or trufk expenses on
line 10 and are not required to file Form 4562 for this business. See the instructions for line 13 on page
C-3 to find out if you must file.

43 When did you place your vehicle in service for business purposes? (month, day, year) » 0 @/Q’7//7?é

44  Of the total number of miles you drove your vehicle during 2000, enter the number of miles you used your vehicle for:

a Business ...... %5&0 .............. b Commuting ..... //5‘00 .............. ¢ Other ,7,10 00 ....................
45 Do you (or your spouse) have another vehicle available for personaluse?. . . . . . . . . . . . . ﬂ Yes O no
46  Was your vehicle available for use during off-duty hours? ., ., . . . . . . . . . . . . . . . BI’ Yes O Ne
47a Do you have evidence to support your deduction? . . ., . . . . . . . . . . . . . . . . [M Yes 0O ne

b If "Yes,” is the evidence written? . . . . - EX Yes [J No

Other Expenses. List below business ex;;enses not includeé c;n I.ines 8-26 br iine 30.

DuEs. AND _Pubrichallons 50 |oo

48  Total ather expenses. Enter hereand onpage 1, line27 . . . . . . . . . . . . ..| 48 5—0 o0
Schedute C (Form 1040) 2000

()
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SCHEDULE SE Self-Employment Tax

OMB No 1645-0074

TEAN P INACTIA ™"

040 2000
(Form 1 ’ > See Instructions for Schedule SE (Form 1040).

Department of the | reasury Attachment
fntemal Revenue Service (39 » Attach to Form 1040, Sequence No. 37
Name of

Social security number of person

with self-employment income » /,2/3 w i/ 23 "’

Who Must File Schedule SE
You must file Schedule SE if:

Long Schedule SE) of $400 or more or

# You had net earnings from self-employment from other than church employee income (iine 4 of Short Schedule SE or line 4c of

® You had church employee income of $108.28 or more. Income from sesvices you performed as a minister or a member of a
religious order is not church employee income. See page SE-1.

Note. Even if you had @ 10ss or @ small amount of income from self-employment, it may be to your benefit to file Schedule SE and

use either "optional method” in Part Il of Long Schedule SE. See page SE-3.

Exception. if your only seif-employment income was from earnings as a minister, member of a religious order, or Christian Science

practitioner and you filed Form 4361 and received IRS approval not to be taxed on those earnings, do not file Schedule SE. Instead,

write "Exempt-Form 4361" on Form 1040, line 52.

May | Use Short Schedule SE or Must | Use Long Schedule SE?

T

Did You Receive Wages or Tips in 20007

—

No
4 ;

Ara you & minister, member of a refigious order. or Chyistian
Science practitionar who recelved IRS approval not to be taxed
on eamings trom these sources, but you owe seil-employment
tax on other eamings?

No

Are you using one of the optional methods to figure your net
eamings {see page SE-3j?

No

Did you receive church employee income reported on form

W-2 of $108.28 or mora?
¢No

You May Use Short Schedule SE Below

Il

Yes
b
Yes Was the total of your wages and tips subject to social securiky Yes
—— oruaiaudreﬁfmmmphnywnumni@uom——b
self-employment more than $75.2007
Yes » 'No
N2 ] Did you recelve lips subject 1o social security of Medicare tax | Yes o
- that you did not repart o your employes? ha
Yos ’
r
-—D{ You Must Use Long Schedule SE on the Back I

Section A—Short Schedule SE. Caution: Read above to see if you can use Short Schedule SE.

Net farm profit or {loss) from Schedule F, line 36, and farm partnerships, Schedule K-1 (Form
1065), line 15a .

2 Net profit or (loss) from Schedule C, line 31; Schedule G-EZ, line 3; Schedule K-1 (Form 10865),
fine 153 {other than farming): and Schedule K-1 (Form 1065-B), box 9. Ministers and members
of religious orders. see page SE-1 for amaunts to report on this line. See page SE-2 for other

NCOMEROIEPON . . . . . . . . . .. i . e e e e
3 Combinelipes tand2 . . . . . . e -

4 Net earnings from self-employment Multnply hne 3 by 92 35% (9235) lf less than $400,
do not file this schedule; you do not owe self-empioyment tax , . . R &
5 Self-employment tax. If the amount on line 4 is:
® 376,200 or less, muitiply line 4 by 15.3% (.153). Enter the result here and on
Form 1040, line 52.

* More than $76,200, multiply tine 4 by 2.9% (.029). Then, add $9,448.80 to the
resuit. Enter the total here and on Form 1040, Ine 52.

6 Deduction for one-half of sell-employment tax. Muitiply iine & by
50% (.5). Enter the resu't here and on Form 1040, line 27 ,

1e| 622 100)

For Paperwork Reduction Act Notice, see Form 1040 mstructions. Car. No. 113687

Schedule SE (Form 1040} 2000
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ExniBiT 1.11 -BLANK ScHepuLe C-EZ

SCHEDULE C-EZ Net Profit From Business Fua e 13500
(Form 1040) {Sole Proprietorship) 2@00
» Partnerships, joint ventures, etc., must file Form 1065 or 1065-B.
Department of the Treasury . R Attachment
internal Revenue Service  (99) » Attach to Form 1040 or Form 1041. P See instructions on back. Sequence No. 09A

Name of proprietor Social security number {SSN}

BTl General information

® Had business expenses of $2,500 or —» ® Had no employees duting the year.
less. ® Are not required to file Form 4562
You May Use req o e rorm 455z,
. thod of ting. Depreciation and Amortization, for
Schedule C-EZ Use the cash method of accounting this business. See the instructions
Instead of o Did not have an inventory at any for Schedule C, line 13, on page
Schedule C time during the year. And You: C-3 to find out if you must file.
Only If You: ® Did not have a net l0ss from your * Do not deduct ?xpenshes for
business. business use of your home.
) @ Do not have prior year unallowed
® Had only one business as a sole passive activity losses from this
proprietor. business.
A Principat business or profession, including product or service B Enter code from pages C-7 & 8
> | || ]|
C  Business name. If no separate business hame, leave blank. D Empioyer 1D number (EIN), if any
E  Business address (including suite or room no.). Address not required if same as on Form 1040, page 1.

City, town or post office, state, and ZIP code

XAl rigure Your Net Profit

1

2

Gross receipts. Caution: /f this income was reported to you on Form W-2 and the "Statutory
employee” box on that form was checked, see Statutory Employees in the instructions for
Schedule C. line 1, on page C-Zand checkhere . . . . . . . . . . . . ..» 1

Total expenses. If more than $2,500, you must use Schedule C. See instructions. . . . . |2

Net profit. Subtract line 2 from line 1. If less than zero, you must use Schedule C. Enter on
Form 1040, line 12, and also on Schedule SE, line 2. (Statutory employees do not report this
amount on Schedule SE, line 2. Estates and trusts, enter on Form 1041, lne 3) . . . . . 3

X  Information on Your Vehicle. Complete this part only if you are claiming car or truck expenses on line 2.

4 When did you place your vehicle in service for business purposes? (month, day, year} » SRR OO S .
5 Of the total number of miles you drove your vehicle during 2000, enter the number of miles you used your vehicle for:
a Business ... .............. b Commuting _..........o ... C Other ..o,
6 Do you {or your spouse) have another vehicle avaifable for personaluse?., . . . . . . . . . . OYes [OnNo
7 Was your vehicle available for use during off-dutyhours? ., . . . . . . . . . . . . . . . OYes OONo
8a Do you have evidence to support your deduction? . . . . . . . . . . . . . . . .. . OYes Ono
b If "Yes "is the evidence written? . . . . . . . . . . . . . . . . . . .. ... .[ves Cno
For Paperwork Reduction Act Notice, see Form 1040 instructions. Cat. No. 143740 Schedule C-EZ (Form 1040) 2000
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Business Deductions and Credits

Travel,
Transportation and
Entertainment
Expenses

Both deductions and credits lower your tax. Deductions are
subtracted from income, and credits are subtracted from tax.

The work opportunity credit (Form 5884) and the welfare-to-
work credit (Form 8861) are of particular interest to those who
already have, or are thinking about having, employees. The work
opportunity credit provides an incentive to hire individuals from
targeted groups that have a particularly high unemployment rate
or other special employment needs. The amount of the credit
depends on when the individual began working for you, generally
before January 1, 2002. For more information, see Lesson 5, Tax
Incentives for Employers.

The welfare-to-work credit is a credit that you can take for
qualified wages you pay to qualified long-term family assistance
recipients who started working for you after December 31, 1997
and before January 1, 2002. For more information, see Lesson 5,
Tax Incentives for Employers.

You must receive certification from your state employment secu-
rity agency before claiming either credit. Submit Form 8850, Pre-
SCREENING NOTICE AND CERTIFICATION REQUEST FOR THE WORK
OPPORTUNITY AND WELFARE-TO-WORK CREDITS, no later than 21 days
after the employee begins working for you.

Travel expenses are the ordinary and necessary expenses you
incur in traveling away from home In the course of your trade or
business. These expenses include the cost of public transportation,
operating and maintaining your car, meals and lodging and other
related expenses.

Transportation expenses are the ordinary and necessary expenses
of getting from one workplace to another, in the course of your
business or profession, while you are not away from home.

Business entertainment expenses are deductible only if they are
ordinary and necessary expenses of carrying on your trade or
business and you can prove them.

For more information, see Publication 334 and Publication 463,
TrRAVEL, ENTERTAINMENT, GIFT AND CAR EXPENSES.
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Car Expenses

Business Use of Your
Home

Retirement Plans

If you use a car for business only, you may base your deduction
on the full cost of operating it. If you use the car for both business
and personal purposes, you must divide your expenses between
those uses on the basis of mileage. Do not include commuting to
and from work as business mileage.

You may take a deduction for your actual business expenses for
the car, or use a standard mileage rate. Under either system,
parking fees and tolls are deductible. Actual business expenses
include gas, oil, repairs, insurance, depreciation, tires and license
plates. In 2001, the standard mileage rate is 34.5¢ per business
mile.

For more information, refer to Publication 463 and Publication
946, How TO DEPRECIATE PROPERTY.

If you use part of your home in your business, you may be able to
claim part of the expenses of maintaining your home as a business
expense. These expenses include mortgage interest, insurance,
utilities, repairs and depreciation. The business use of your home
must meet certain requirements before you can take any of these
expenses as business deductions. Special rules apply if you use
part of your home as a day care center or to store inventory.

If you are self-employed, use Schedule C (Form 1040) and Form
8829, ExpeENSES FOR BusiNEss USE orF Your HoME, to deduct your
expenses for business use of your home. An employee must use
Schedule A (Form 1040), to itemize this deduction. For more
information, see Publication 587, BUSINESS USE oF YourR HOME,
and Lesson 4 in this workbook.

If you establish a retirement arrangement for yourself or any
employees you have, you may be able to take a deduction for your
contributions to the plan. The plans discussed here are popular
among people with small businesses.

As a plan for yourself, you can establish a traditional individual
retirement arrangement (IRA) or the new Roth IRA. If you are a
sole proprietor or a member of a partnership, you can have a self-
employed plan. You are not taxed on certain amounts you pay into
the plan, or on the plan’s earnings, until they are distributed to
you in future years. If you have employees, you usually include
them in your plan.

If you have employees, they can set up simplified employee
pensions (SEPs). A SEP is a kind of IRA that was designed for
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Health Insurance
Deduction for the
Self-Employed

Business Start-Up
Costs

Depreciation and
Section 179
Deduction

Depreciation of Business
Property

small employers and has very few administrative burdens or costs.
You make the contributions for your employees and deduct
certain payments you make to it.

Generally, you can set up a savings incentive match for employees
called a SIMPLE plan if you have 100 or fewer employees and
meet several other requirements. Under this plan, the employer
makes contributions to employees’ IRAs. The two types of plans
are the SIMPLE IRA and SIMPLE 401 (k).

For more information, see Publication 590, INDIVIDUAL RETIREMENT
ARRANGEMENTS (IRAs) AND QUALIFIED PLANS and Publication 560,
RETIREMENT PLANS FOR SMALL BUSINESs (SEP, SIMPLE AND QUALI-
FIED PLANS).

You may be able to deduct 60% of the amount you paid for
medical insurance for yourself and your family. You deduct this
amount on line 28 of Form 1040 (2000). For more information,
see Chapter 7 in Publication 535, BusINEss EXPENSES.

Start-up costs are those expenses that you have in connection
with setting up an active trade or business, or for investigating
the possibility of creating or acquiring an active trade or
business. Generally, you can amortize these costs over a 60-
month period. For more information, see Publication 535.

If you buy business property that has a life of more than 1 year,
you may deduct its cost or other basis over a number of years.
This practice is called depreciation. Do not depreciate land,
inventory and property you placed in service and disposed of in
the same year.

You can depreciate property that meets all of the following basic
requirements:

* the property must be used in business or held for the
production of income,

¢ the property must have a determinable useful life which
must be longer than one year, and

* the property must be something that wears out, decays,
gets used up, becomes obsolete or loses value from natural
causes.

1-26



SMALL BUSINESS TAX WORKSHOP « WORKBOOK LESSON f

Section 179 Deduction

The method for depreciating most tangible property placed in
service after 1986 is called the Modified Accelerated Cost Recov-
ery System (MACRS). Note: Tangible property is any property
that can be seen or touched, like buildings, cars, machinery or
equipment. MACRS is discussed in detail in Publication 946.

You can choose to deduct a limited amount (for 2000, up to
$20,000; for 2001 and 2202, up to $24,000) of the cost of certain
depreciable property in the year you buy it for use in your busi-
ness. This deduction is known as the “section 179 deduction.”
Use Form 4562, DEPRECIATION AND AMORTIZATION, to figure your
section 179 deduction. Publication 946 explains what costs you
can and cannot deduct, how to figure the deduction and when to
recapture the deduction.

For more information on credits and deductions, see Publication
535, or the specific publication for the deduction or credit you
want to take. (See Tax Publications and Forms at the end of this
lesson.)
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ExHiBiT 1.11 - ProFIT oR Loss AnD DisTRiBUTION OF INcoME COMPARISON
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ExniBiT 1.12 - Business REQUIREMENTS AT A GLANCE

LESSON f

If you’re a:

You may be liable for:

Use form:

Sole Proprietor
or single
member LLC

Income Tax 1040, Sch. C'or C-EZ
Self-employment tax 1040, Sch. SE
Estimated tax 1040-ES

Employment taxes:

» Social security, Medicare, income (941

tax withholding
* Federal Unemployment (FUTA) Tax

* Depositing employment taxes

940 or 940-EZ

81092

Partnership
or LLC

Annual return of income

1065, Sch. K-1

Employment taxes

Same as sole proprietor

Partner in a
partnership
(individual)

Income tax

1040 and Sch. E?

Self-employment tax

1040 and Sch. SE

Estimated tax

1040-ES

Corporation or
S Corporation

Income tax

1120 or 1120-A (corp.)
1120S (S Corporation)

Estimated tax

1120-W (corp. only and 8109)

Employment taxes

Same as sole proprietor

S Corporation

shareholder

Income tax

1040 and Sch. E?

Estimated tax

1040-ES

' File a separate schedule for each business.
2Do not use if you deposit taxes electronically.
3 Various other schedules may be needed.
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Tax Publications and Forms

AIl'IRS forms and publications can be downloaded from the
INTERNET at www.irs.gov/prod/forms_pubs/index.html or
ordered free by calling 1-800-829-3676. Or, you can buy a CD-
ROM of current and prior year tax forms and publications from
the National Technical Information Service (toll free at 1-877-
233-6767 or on-line at www.irs.gov/cdorders. You can also get
forms via fax. (From your fax machine dial 703-368-9694.) (See
page 1 in the Introduction for more information.)

The following are the most popular business publications and
related forms:

Publication 1, Your RiGHTS AS A TAXPAYER
Publication 15, Circular E, EMPLOYER’S Tax GUIDE

Forms 940, 941

Publication 15-A, EMPLOYER’S SUPPLEMENTAL TAX GUIDE
Publication 15-B, EMPLOYER’S Tax GUIDE TO FRINGE BENEFITS
PusLicatioN 15-T, NEw WiTHHOLDING TABLES FOR 2001 (For
WAaGES Pab AFTER JUNE 30, 2001)

Publication 51, Circular A, AGRICULTURAL EMPLOYER’S TAX GUIDE

Form 943
Publication 225, FARMER’S TAX GUIDE

Forms 1040 (Schedules A, D, F, J, SE), 4136, 4562, 4684,
4797, 6251

Publication 334, Tax GUIDE FOR SMALL BUSINESS

(For InprvipuaLs WHo Use ScHEDULE C or C-EZ)

Form 1040 (Schedules C, C-EZ)

Publication 378, FUEL Tax CREDITS AND REFUNDS

Forms 720, 4136, 8849

Publication 463, TRAVEL, ENTERTAINMENT, GIFT AND CAR
EXPENSES

Forms 2106, 2106EZ

Publication 505, Tax WITHHOLDING AND ESTIMATED TaXx
Forms 1040-ES, 2210, 2210F, W-4, W-4P

Publication 509, Tax CALENDARS FOR 2000

Publication 510, Excise TAXES FOr 2000

Forms 11-C, 637, 720, 730, 6197, 6627

Publication 533, SELF-EMPLOYMENT Tax

Form 1040 (Schedule SE)

Publication 534, DEPRECIATING PROPERTY PLACED IN SERVICE
BEFORE 1987
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Form 4562
Publication 535, BUSINESS EXPENSES
Publication 536, NET OPERATING LLOSSES

Form 1045
Publication 537, INSTALLMENT SALES

Form 6252
Publication 538, AccouNTING PERIODS AND METHODS
Publication 541, PARTNERSHIPS

Form 1065 (Schedule K-1)
Publication 542, CORPORATIONS

Forms 1120, 1120-A
Publication 544, SALES AND OTHER DISPOSITIONS OF ASSETS

Form 1040 (Schedule D), 4797, 8824

Publication 547, CASUALTIES, DISASTERS AND THEFTS

(BusiNEss & NoN-BUSINESS)

Publication 551, BAsIS OF ASSETS

Publication 552, RECORDKEEPING FOR INDIVIDUALS

Publication 553, HicHLIGHTS OF 2000 Tax CHANGES
Publication 556, EXAMINATION OF RETURNS, APPEAL RIGHTS AND
CLAIMS FOR REFUND

Publication 557, Tax-EXEMPT STATUS FOR Y OUR ORGANIZATIONS

Forms 990, 990-EZ, 990-PF, 1023, 1024
Publication 560, RETIREMENT PLANS FOR SMALL BUSINESS

Forms 5305-SEP, 5304-SIMPLE, 5305-SIMPLE and 5500EZ
Publication 564, MutuAL FuND DISTRIBUTIONS

Forms 1040, (Schedules B, D), 1099-DIV
Publication 575, PENSION AND ANNUITY INCOME

Forms 1040, 1040A, 1099-R, 4972

Publication 583, STARTING A BUSINESS AND KEEPING RECORDS
Publication 587, BusiNess USE oF Your HoME

(IncLuDING UsE BY DAY-CARE PROVIDERS)

Form 8829
Publication 590, INDIVIDUAL RETIREMENT ARRANGEMENTS (IRAS)
(IncLubpiNG RotH IRAS AND EpucatioN IRAS)

Forms 1040, 1040A, 1099-R, 5329, 8606

Publication 594, THE IRS CoLLEcTION PROCESS

Publication 595, Tax HiGHLIGHTS FOR COMMERCIAL FISHERMEN
Forms 1040 (Schedule C), 1099-MISC

Publication 598, Tax oN UNRELATED BUSINESS INCOME OF
ExeEMPT ORGANIZATIONS

Form 990-T

Publication 908, BANKrRUPTCY TAX GUIDE
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Forms 982, 1040, 1041
Publication 910, GUIDE TO FREE TAX SERVICES
Publication 911, DIRECT SELLERS

Form 1040 (Schedules C, SE)
Publication 925, PAssIvE AcTIviITY AND AT-Risk RULES

Form 8582
Publication 939, GENERAL RULE FOR PENSIONS AND ANNUITIES
Publication 946, How 10 DEPRECIATE PROPERTY

Form 4562
Publication 947, PracTiCE BEFORE THE IRS AND POWER OF ATTORNEY

Forms 2848, 8821
Publication 1244, EMPLOYEE’S DAILY RECORD OF TIPS AND
REPORT TO EMPLOYERS

Forms 4070, 4070-A

Publication 1518, Tax CALENDAR FOR SMALL BUSINESS
Publication 1542, PEr DiEM RATES

Publication 1544, ReporTING CASH PAYMENTS OF OVER $10,00
(RECEIVED IN A TRADE OR BUSINESS)

Form 8300
Publication 1546, THE TAXPAYER ADVOCATE SERVICE OF THE IRS
Publication 1853, SMALL BUSINESS TALK
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Lesson 2

Employment Taxes

Introduction

Objectives

This lesson introduces federal
employment taxes. It briefly
explains your responsibilities as
an employer to withhold and
pay these taxes, and it gives
other related information.
Employment taxes represent the
income tax and social security
and Medicare taxes (FICA
taxes) withheld from the wages
of an employee plus the
employer’s share of social
security taxes and employer-

LESSON 2

paid federal unemployment (FUTA) taxes. The withheld
(employee’s) portion of employment taxes is referred to as “trust
fund” taxes.

At the end of this lesson you will be able to:

1. Determine an employer’s responsibility for Income tax
withholding, social security and Medicare (FICA) taxes and
federal unemployment (FUTA) taxes.

2.  Determine the need for various forms related to employ-
ment taxes.

3.

Determine the need for forms related to non-employee/
miscellaneous payments.
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Employer Identification Number (EIN)

When you start or buy a business, you may need to apply for an
EIN to identify the tax returns of your business. If you don’t
already have an EIN, you need to get one if you:

* pay wages to employees,

* are required to withhold taxes for nonwage payments,
* have a self-employed retirement plan,

* operate your business as a corporation, partnership or

* file any of these tax returns:

- employment,

excise,
- fiduciary or

- alcohol, tobacco and firearms.

Note: If you are a sole proprietor with no employees and none
of the listed filing requirements, you do not need an
EIN. If you need a number solely to identify your
IMPORTANT! business’s bank account, do not apply for an EIN but
use your social security number (SSN) instead. This will
save both you and the IRS paperwork and unnecessary
correspondence.

Form SS-4 If you have not applied for an EIN and you are required to have
one, you should obtain Form SS-4, ApPLICATION FOR EMPLOYER
IpENTIFICATION NUMBER, from the IRS. (See Exhibit 2.1.) The
completed application should be mailed to the Internal Revenue
Service Center where you file your federal tax returns.

Use your EIN on all the items you send to the IRS and SSA.

iy
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You should have only one EIN for yourself as a sole proprietor.
For example, if you operate more than one sole proprietorship,
you must use the same number for each. If you take over another
employer’s sole proprietorship, do not use that employer’s EIN. If
you have an EIN, use it. If not, apply for one.

Once you have received an EIN, you can use it from one year to
the next. If you change your business from a sole proprietorship,
for example, to a corporation or partnership, apply for a new EIN.
If you haven’t received your number by the time a return is due,
write “Applied for” and the date applied for in the EIN space.

Note: Each separate partnership and corporation must have
its own EIN.

Fill out the SS-4 with the information requested in each box that
applies.

Because it takes several weeks to receive an EIN after the Form
SS-4 is filed, apply for your EIN well before your tax returns are
due. You may be able to obtain an EIN sooner by telephone or
fax. See the instructions for Form SS-4 and Publication 1635,
UNDERSTANDING YOUR EIN, for more information.
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ExHiBiT 2.1 - BLANK Form SS-4

com S$S-4 Application for Employer Identification Number

. {For use by employers, corporations, partnerships, trusts, estates, churches,
{Rev. April 2000) government agencies, certain indivﬁiuals, and others. See instructions.) !
Department of the Treasury OMB No. 1545-0003
Internat Revenue Service » Keep a copy for your records.

1 Name of applicant (legal name) (see instructions)

EIN

2 Trade name of business (if different from name on line 1) 3 Executor, trustee, "care of” name

4a Mailing address (street address) {room, apt., or suite no.) S5a Business address (if different from address on lines 4a and 4b)

4b City, state, and ZIP code §b City, state, and ZIP code

6 County and state where principal business is located

Please type or print clearly.

7 Name of principal officer, general partner, grantor, owner, or frustor—SSN or ITIN may be required (see instructions) »

8a Type of entity (Check only one box.) (see instructions)
Caution: If appficant is a limited liability company, see the instructions for line 8a.

O sole proprietor {SSN) H 5 [ Estate (SSN of decedent)
| Partnership [ Persanat service corp. [ Plan administrator (SSN)
O remic [ National Guard O other corporation (specify) »
O stateslocal government [ Farmers’ cooperative O Trust
[ Church or church-controlied organization O Federal government/military
O other nonprofit organization (specify} » (enter GEN if applicable)
[ Other (specify) »
8b If a corporation, name the state or foreign country | State Foreign country

(if applicable) where incorporated

9 Reason for applying {Check only one box.) (see instructions) [ Banking purpose {specify purpose) »

[ stanied new business (specify type) »___________ O Changed type of organization (specify new type} »
O Purchased going business
O Hired employees {Check the box and see fine 12)) O Created a trust (specify type) »
[] Created a pension plan (specify type) » [ Other (specity) »
10 Date business started or acquired {month, day, year) (see instructions) 11 Closing month of accounting year (see instructions)

12  First date wages or annuities were paid or will be paid (month, day, year). Note: /f applicant is a withholding agent. enter date income will

first be paid to nonresident alien. (month, day, year) . . . . . . . . . . . .»
13 Highest number of employees expected in the next 12 months. Note: /f the applicant does not | Nonagricultural | Agricultural | Household
expect to have any employees during the period, enter -0-. (see instructions) . . . ..»
14 Principal activity (see instructions) P
15 Is the principal business activity manufacturing? . . . . . . . . . . . . . . . . . . . . I Yes O ~o
If “Yes,” principal product and raw material used >
16  To whom are most of the products or services sold? Please check one box. [ Business {wholesale)
O Public {retait) [ Other (specify) » [ nra
17a Has the applicant ever applied for an employer identification number for this or any other business? , , . . .[J Yes [ no

Note: If "Yes, ” please complete lines 17b and 17c.

17b  If you checked "Yes” on line 17a, give applicant's legal name and trade name shown on prior application, if different from line 1 or 2 above.
Legal name » Trade name »

17¢  Approximate date when and city and state where the application was filed. Enter previous employer identification number if known.
Approximate date when filed (mo., day, year)| City and state where filed Previous EIN

Under penalties of perjury, | declare that | have examined this application, and to the best of my knowledge and belief, 1t is true, corvect, and complete. | Business telephone number (include area code)

{ )

Fax telephone number (include area code}

Name and title (Please type or print clearly.) » ( )
Signature P Date »
Note: Do not write below this line. For official use only.
Please leave Geo. Ind. Class Size Reason for applying
blank »
For Privacy Act and Paperwork Reduction Act Notice, see page 4. Cat. No. 16055N Form SS-4 (Rev. 4-2000)
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Employer/Employees

It is important to know whether you are considered an employer
for tax purposes. A person or organization may be an employer
for purposes of one kind of tax but not for another. A person who
works for you may be classified as a common-law employee, a
statutory employee or an independent contractor. The classifica-
tion of the person determines which forms you must file or which
taxes you must pay and deposit requirements. For more information
on these classifications, see Publication 15-A, EMPLOYER’S SUPPLE-
MENTAL TAX GUIDE.

Generally, anyone who performs services for you is your em-
ployee if you can control what will be done and how it will be
done. This is so even when you give the employee freedom of
action. What matters is that you have the right to control the
details of how the services are performed. Publication 15-A has
more information on how to determine whether an individual
providing services is an independent contractor or an employee.

To get a determination from the IRS as to whether or not a worker is
an employee, file Form SS-8, DETERMINATION OF EMPLOYEE WORK
Status FOR PURPOSES OF FEDERAL EMPLOYMENT TAXES AND INCOME TAX
WitHHOLDING, with your district IRS office.

EMPLOYER

EMPLOYEES:
e Common Law

e Statutory

INDEPENDENT
CONTRACTOR
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Independent
Contractors

An independent contractor performs services for you, but is not
under your direct control. Generally, people in business for them-
selves are not employees. For example, doctors, lawyers, veteri-
narians, construction contractors and others in an independent
trade in which they offer their services to the public are usually
not employees. However, whether such people are employees or
independent contractors depends on the facts in each case. The
general rule is that an individual is an independent contractor if
you, the employer, have the right to control or direct only the
result of the work and not the means and methods of accomplish-
ing the result.

See Publication 15-A for more information.
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Form W-4

To know how much federal income tax to withhold from an
employee’s wages, you should have a Form W-4, EMPLOYEE’s
WITHHOLDING ALLOWANCE CERTIFICATE, on file for each employee.
The amount to be withheld is determined by the employee’s gross
wages and the information submitted by the employee on Form
W-4. (See Exhibit 2.2.)

This information includes:
* employee’s marital status;
* number of withholding allowances claimed;
* employee’s request to have additional tax withheld or
* employee’s claim to exemption from withholding.

Ask each new employee to give you a signed Form W-4 by his or her
first day of work. This certificate is effective with the first wage
payment and will last until the employee files a new certificate.

If an employee does not give you a Form W-4, withhold tax as if the
employee were a single person who has claimed no withholding
allowances. If not enough tax is withheld and your employee has not
provided a Form W-4 or has claimed an exemption from withholding,
he or she may be subject to penalties. An employee who claims
exemption from withholding must renew his or her status by filing a
new Form W-4 with you by February 15 of each year.

Note: Student status does not automatically exempt the
employee from income tax withholding.

Generally, Forms W-4 are for your records. They need not be sent
to IRS unless:

* the employee claims more than 10 withholding allowances
or

* the employee normally earns more than $200 per week
and claims exemption from withholding on Line 7.

For more information on withholding, see Publication 505, Tax
WITHHOLDING AND EsTiMATED TAx. You can help your employees
determine whether they are having the right amount of income tax
withheld by ordering copies of Publication 919, How Do I Apjust
My Tax WITHHOLDING?
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ExniBIT 2.2 - BLANK Form W-4, PacE 1

consider making estimated tax payments using

income, or two-garner/two-job situations. Com-
Farm 1040-ES, Estimated Tax for individuals.

Form W-4 (2001)

Purpose. Complete Form W-4 so your employer
can withhold the correct Federal income tax
from your pay. Because your tax situation may
change, you may want to refigure your withhold-
ing each year.
Exemption from withholding. If you are
exempt, complete only Jines 1, 2, 3. 4, and 7,
and sign the form to validate it. Your exemption
for 20{?1 expires February 18, 2002.
Note: You cannat claim exemption from withhold-
ing if (1) your income exceeds $750 and includes
more than $250 of uneamed income fe.g., inter-
est and dividends} and (2} another person can
claim you as a dependent on their tax return.
Basic instructions. If you are not exempt, com-
lete the Personal Allowances Worksheet
elow. The worksheets on page 2 adjust your

plete all worksheets that apply. They will help
you figure the number of withholding allowances
you are entitled to claim. However, you may
claim fewer (or zero) allowances.

Head of household. Generally, you may claim
head of houschold filing status on your tax
retrn only if you are unmarried and pay more
than 50% of the costs of keeping up a home for
yourself and your dependent(s) or other qualify-
ing individuals. See line E below.

Tax credits. You can take projected tax credits
into account in figuring your allowable number of
withholding allowances. Credits for child or
dependent care expenses and the child tax
credit may be clamed using the Personal
Allowances Worksheet below. See Pub. 919,
How Do | Adjust My Tax Withholding? for infor-
mation on converting your other credits into
withholding allowances.

Otherwise, you may owe additional tax.

Two eamers/two jobs. If you have a workin

spouse or more than one job, figure the total
number of allowances you are entitled to claim
on all jobs using worksheets from only one Form
W-4, Your withholding usually will be most accu-
rate when afl allowances are claimed on the
Form W-4 for the highest ﬁaylng job and zero
allowances are claimed on the others.

Check your withholding. After your Form W-4
takes effect, use Pub. 919 to see how the dollar
armount you are having withheld compares to
your pro[]ecled total tax for 2001. Get Pub. 919
especially if you used the Two-Earner/Two-Job
Warksheet on page 2 and your earnings exceed
$150,000 (Single) or $200, DgD {Married).

Recent name change? If your name on line 1 dif-
fers from that shown on your social security card,

withholding aliowances based on  itemized call 1-800-772-1213 for a new social security card.

Nonwage income. If you have a large amount of
deductions, certain credits, adjustments to

nonwage income, such as interest of dividends,

Personal Allowances Worksheet {Keep for your records.)

A Enter “1” for yourself if no one else canclaimyou as adependent . . . . . . . . . . . . . . . . - A ____
® You are single and have only one job; or
B Enter "1"if: ® You are married, have only one job, and your spouse does nat work; or .. B

® Your wages from a second job or your spouse’s wages (or the total of both} are $1.000 or less.
C Enter "1" for your spouse. But, you may choose to enter -0- if you are married and have either a working spouse or

more than one job. (Entering -0- may help you avoid having too little tax withheld.} . . . . . . . . . . . . €C
D Enter number of dependents (other than your spouse or yourself) you will claim on your tax return . . | | - D
E Enter 1" if you will file as head of household on your tax return (see conditions under Head of household above) . E
F  Enter "1” if you have at least $1,500 of child or dependent care expenses for which you planto claima credit . . F ——

(Note: Do not include child support payments. See Pub. 503, Child and Dependent Care Expenses, for details)
G Child Tax Credit (including additional child tax credit):

e It your total income wilt be between $18,000 and $50,000 ($23,000 and $63,000 if maried), enter "1” for each eligible child.

® If your total incarmne will be between $50,000 and $80,000 ($63,000 and $115,000 if married), enter "1 if you have two

eligible children, enter “2” if you have three or four eligible children, or enter 3" if you have five or more eligible children. G
H  Add lines A through G and enter total here. {Note: This may be different from the number of exemptions you claim on your tax return)  » H
@ If you plan to itemize or claim adjustments to income and want to reduce your withholding, see the Deductions
and Adjustments Worksheet on page 2.

¢ If you are single, have more than one job and your combined earnings from all jobs exceed $35,000, or if you

For accuracy,

complete all
woﬁgheets are married and have a working spouse or more than one job and the combined earnings from all jobs exceed
that apply. $60,000, see the Two-Earner/Two-Job Worksheet on page 2 to avoid having too little tax withheld.

® if neither of the above situations applies, stop here and enter the number from line H on line 5 of Form W-4 below.

Cut here and give Form W-4 to your employer. Keep the top part for your records.

OMB No. 1545-0010

Form W"4

Department of the Treasury
Internal Revenue Service

Employee’s Withholding Allowance Certificate

» For Privacy Act and Paperwork Reduction Act Notice, see page 2.

2001

1 Type or print your first name and middle initial Last name 2 Your social security number
Home address {number and street of rural route} 3 [ single [ married [ Married, but withnald at higher Single rate,
Note: If married, but legally separated, or spouse is a nonresident alien, check the Single box.
City or town, state, and ZIP code 4 I your last name differs from that on your social security card,
check here. You must call 1-800-772-1213 for a new card. P D
5 Total number of allowances you are claiming {from line H above or from the applicable worksheet on page 2) 5
6  Additional amount, if any, you want withheld from each paycheck . . . . . . . . . . . . . . 61%

7  Iclaim exemption from withholding for 2001, and | certify that | meet both of the following conditions for exempuon:
@ Last year | had a right to a refund of all Federal income tax withheld because | had no tax liability and
® This year | expect a refund of all Federal income tax withheld because | expect to have no tax liability.
If you meet both conditions, write “Exempt” here . . . . P

Under penalies of perjury, | certify that | am entitled to the number of withholding allowances claimed on this certificate, or | am entitled to claim exempt status.
Employee’s signature
(Form is not valid

unless you sign it) P Date »
8  Employer's name and address {Employer: Complete lines 8 and 10 only if sending to the IRS.} 8 Office code |10 Employer identification number
{optional)

Cat. No. 10220Q
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ExHiBiT 2.2 - BLANK FORM W-4, PAGE 2

Form W-4 {2001) Page 2

Deductions and Adjustments Workshest

Note:  Use this worksheet only if you plan to itemize deductions, claim certain credits, or daim adjustments to income on your 2007 tax return.
1 Enter an estimate of your 2001 ftemized deducticns. These include qualifying home mortgage interest,
charitable contributions, state and local taxes, medical expenses in excess of 7.5% of your income, and
miscellaneous deductions. {For 2001, you may have to reduce your itemized deductions if your income

is over $132,950 ($66,475 if married filing separately). See Worksheet 3 in Pub. 919 for details) . . . 1 %
$7.600 if married filing jointly or qualifying widow(er}
$6,650 if head of household ; . . 2 3
2 Enter:

$4,550 if single

$3,800 if married filing separately
Subtract line 2 from line 1. If fine 2 is greater than line 1, enter -0- . e e e e
Enter an estimate of your 2001 acjustments to income, including alimony, deductible IRA contributions. and student loan interest
Add lines 3 and 4 and enter the total {Include any amount for credits from Worksheet 7 in Pub. 919.)
Enter an estimate of your 2001 nonwage income (such as dividends or interest)
Subtract line 6 from line 5. Enter the result, but not lessthan -0- . . . . | |
Divide the amount on line 7 by $3.000 and enter the result here. Drop any fraction
Enter the number from the Personal Allowances Worksheet, line H, page 1

10 Add lines 8 and 9 and enter the total here, If you plan 1o Lse the Two-Earner/Two-Job Worksheet, also
enter this total on line 1 below. Otherwise, stop here and enter this total on Form W-4, line 5, page 1 . 10

Two-Earner/Two-Job Worksheet

Note: Use this warksheet only if the instructions under fine H on page 1 direct you here.

1  Enter the number from line H, page 1 (or from line 10 above if you used the Deductions and Adjustments Worksheet} 1

2 Find the number in Table 1 below that applies to the lowest paying job and enter it here -

3 [fline 1 is more than or equal to line 2, subtract line 2 from fine 1. Enter the result here {if zero, enter

-0-} and on Form W-4, line 5, page 1. Do not use the rest of thisworksheet . . . . . . . . . 3
Note: Ifline 1is less than line Z, enter -0- on Form W-4, line 5, page 1. Cormnplete lines 4-9 below ta calculate
the additional withholding amount necessary to avoid a year end tax bifl.

Enter the number from line 2 of this worksheet . . . .. 4
Enter the number from #ine 1 of this worksheat , . e e e s _
Subtract line 5 from line 4 e e e e e e e e e e e e e s s e e .. 8
Find the amount in Table 2 below that applies to the highest paying job and enter it here . . .
Multiply line 7 by line 6 and enter the result here. This is the additional annual withholding needed . . 8 %
Divide line 8 by the number of pay periods remaining in 2001. For example, divide by 26 if you are paid
every two weeks and you compiete this form in December 2000. Enter the result here and on Form W-4,
line &, page 1. This is the additional amount to be withheld from each paycheck ... . 9 3

Table 1: Two-Earner/Two-Job Worksheet

|65 |00 oo 1A

WO~ W
[ -V - I I P

(=TT - I R

Married Filing Jaintly All Others
If wages fram LOWEST Enter on If wages from LOWEST Enter an it wages fram LOWEST Enter on ff wages from LOWEST Enter on
paying job are- line 2 above  paying job are- ling & abowe | paying job are- fine 2 above  paying job are- line: 2 above
S0 -%4000 , . , .0 42,001 - 47000 ., . ., 8 $0 - $6.000 . . 0 65001 - 80000 ., . . .B
4,001 - 8000 L1 47000 - 55000 . , , @ 6001 - 12000 . | 80,001 -105000 . . . .9
8,001 - 14,000 .2 55,001 - 65000 ., . . 10 12,001 -17.000 . . 2 W00 andover . . . W
14,009 -1%000 . . ., . 3 65001 - 7000 . . . 1N 17,001 - 22,000 . . 3
19,000 - 25000 , , , , 4 70,001 - 90000 . . ., 12 22,001 - 28.000 | . 4
25001 - 32,000 . .5 90,001 - 105000 . . . 13 28,001 - 40,000 . .8
32,000 - 35,000 . . 8 105001 - 115000 . . | 14 40,001 - 50.000 . . 6
38,001 - 42000 . .7 M5001andover, . . . 15 50,001 - 65,000 . . . 7
Table 2: Two-Earner/Two-Job Worksheet
Married Filing Jointly All Others
If wages from HIGHEST Enter on ¥ wages from HIGHEST Enter on
paying job are- line 7 above paying job are- line 7 above
50 - $50.000 $440 50 - 830,000 . . $440

50,001 - 100000 . ., ., 800 30,001 - 60000 . . . 800

100,001 -130,000 |, . . 900 60,001 - 120000 . . . 900

130,001 - 250,000 1,000 120,001 - 220,000 1,000

250,001 and over, 1,100 270,001 and over . 1,100

Privacy Act and Paperwork Reduction Act Notice. We ask for the
information on this form to cary out the Internal Revenue laws of the United
States. The Internal Revenue Cede requires this information under sections
3402{)(24A) and 6109 and their reguiations. Failtwe o provide a property
completed form will result in your being treated as a single person who
claims no withhelding allowances; providing Iraudulent information may
al50 Subjoct you to penalties. Routine uses of s information include giving
it to the Department of Justice for civil and criminal litigation, to cities, states,
and the District of Columbia for use in administering their tax laws, and using
it in the National Directory of New Hires.

You are not required to provide the information requested on a form that is
subject to the Paperwork Reduction Act unless the form displays a valid OMB

cantrol number. Books or records refating to a form or its instructions must be
retained as long as their conterts may become material in the administration
of any Internal Revenue law. Generally, tax returns and retun information are
confidential, as required by Code section 6103.

The time needed to complete this form will vary depending on individual
circumstances. The estimated average time is: Recordkeaping, 46 min.;
Learning about the law or the form, 13 min.; Preparing the form, 59 min. If
you have comments concerning the accuracy of these time estimates or
suggestions for making this form simpler, we would be happy to hear from
you. You can write to the Tax Forms Committee, Western Area Distribution
Center, Rancho Cordova, CA 85743-0001. DO NOT send the tax form to this
address. Instead, give it to your employer.
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Form I1-9

You must verify that each new employee is legally eligible to work in
the United States. Both you and the employee must complete the
Immigration and Naturalization Service (INS) Form I-9, EMPLOYMENT
ELiGBILITY VERIFICATION. (See Exhibit 2.3.) You can get the form from
INS offices, by calling 1-800-829-3676 or by visiting the INS Web
site at www.ins.usdoj.gov. Call the INS at 1-800-375-5283 for more
information about your responsibilities.

ExHiBiT 2.3 - BLANK Form 1-9

U.S. Department of Justice OMB No. 1115-0136

Immigration and Naturalization Service Emleloz::ﬁnt Ellﬁ:bﬂity Verification

Please read ir i ly before pleting this form. The instructions must be available during pletion
of this form. ANTI-DISCRIMINATION NOTICE: It is illegal to discriminate against work eligible individuals.
Employers CANNOT specify which document(s) they will accept from an employee. The refusal to hire an
individual because of a future expiration date may also constitute illegal discrimination.

Section 1. Employee Information and Verification. To be completed and signed by employee at the time employment begins.
Print Name:  Last First Middle Initial Maiden Name

Address (Street Name and Number) Apt. # Date of Birth (month/day/year)

City State Zip Code Social Security #

| am aware that federal law provides for
imprisonment and/or fines for false statements or
use of false documents in connection with the
completion of this form.

| attest, under penalty of perjury, that | am (check one of the following):
[J A citizen or national of the United States
[J A Lawful Permanent Resident (Alien # A
3 An alien authorized to work until ___ [/
(Alien # or Admission #)

Employee’s Signature

| Date (month/day/year)

Preparer and/or Translator Certification. (To be completed and signed if Section 1 is prepared by a person
other than the employee.) | attest, under penalty of perjury, that I have assisted in the completion of this form and that to the

best of my knowledge the information is true and correct.

Preparer's/Translator’s Signature

Print Name

Address (Street Name and Number, City, State, Zip Code)

l Date (month/day/year)

Section 2. Employer Review and Verification. To be completed and signed by employer. Examine one docurnent from List A OR
examine one document from List B and one from List C, as listed on the reverse of this form, and record the title, number and expiration date, if any, of the
do

List A OR List B AND List C
D title:
Issuing authority:
D #:
Expiration Date (if any): —/— 1 PR A Y A
Document #:
Expiration Date (ifany): _ ( [
CERTIFICATION - 1 attest, under penalty of perjury, that | have the d p by the above-named

employee, that the above-llsted documem(s) appear to be genuine and to relate to the employee named, that the

fyear) __1__1

began
is ehglble to work in the Umted States (State employment agencies may omit the date the employee began

employment.)

and that to the best of my knowledge the employee

Signature of Employer or Authorized Representative Print Name

Title

Business or Organization Name

Address (Street Name and Number, City, State, Zip Code)

Date (month/day/year)

Section 3. Updating and Reverification. To be

and signed by

A. New Name (if applicable)

’ B. Date of rehire (month/day/year) (if applicable)

C. If employee's previous grant of work authorization has expired, provide the information below for the document that establishes current empioyment

eligibility.
Document Title: Document #:

Expiration Date (if any): /.

| attest, under penany of perjury, that to Lhe best of my knowledge, this employee is eligible to work in the United States, and if the employee presented

| have appear to be genuine and to relate to the individi

Signature of Employer or Authorized Representative

l Date (month/day/year)

Form I-9 (Rev. 11-21-81)N Page 2
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Information You do not withhold income tax or social security and Medicare

Returns taxes from, or pay social security and Medicare taxes or federal
unemployment tax, on amounts you pay an independent contrac-

tor/nonemployee. Generally, if you pay at least $600 during the

Form 1099-MISC year to an independent contractor/nonemployee for services
(including parts and materials) performed in the course of your
business, you must furnish a Form 1099-MISC (Miscellaneous
Income) to that person by January 31 of the following year. (See
Exhibit 2.4.)

Note: Do not report payments to corporations on Form 1099-

MISC unless you are reporting payments for legal
services to attorneys.

ExniBiT 2.4 - BLANK Form 1099-MISC

9595 Ovoin [ CORRECTED
PAYER'S name, street address, city, state, and ZIP code 1 Rents OMB No. 1545-0115
$ 2@01 . Miscellaneous
2 Royatties Income
$ Form 1099-MISC
3 Other income 4 Federdl income tax withheld c opy A
$ For

RECIPIENT'S identification
number

PAYER'S Federal identification
number

Fishing boat proceeds 6 Medical and heatth care payments | Internal Revenue
s

Service Center

$ [ Fite with Form 1096.

RECIPIENT'S name

payments in

dividends or interest For Privacy Act

and Paperwork

$ $ Reduction Act
Street address (including apt. no.) 9 Payer made direct sales of |10 Crop insurance proceeds Notice, see the
$5.000 or more of consumer| 2001 General
products to 4 buyer -
recipient) for resale > ||| § Instructions for
City, state, and ZIP code Forms 1099,
1098, 5498,
.{13 Excess golden parachute | 14 Gross proceeds paid 10 and W-2G.
payments an attorney
Ll |s
15 16 State tax withheld 17 State/Payer’s state no. 18 State income
TSRS SUSSRUOUUURUUI & TSR
3$ $
Form 1099-MISC Cat. No. 14425) Department of the Treasury - Internal Revenue Service
Do Not Cut or Separate Forms on This Page ~— Do Not Cut or Separate Forms on This Page

You will need the social security number or EIN of an indepen-
dent contractor in order to complete Form 1099-MISC. If the
independent contractor is a sole proprietor, their SSN is pre-
ferred. Always ask the independent contractor to complete Form
W-9, REQUEST FOR TAXPAYER IDENTIFICATION NUMBER AND CERTI-
FICATION, before beginning work. (See Exhibit 2.5.) If you do
not obtain an SSN or EIN before you pay the contractor, you
must withhold income tax from the payment. This is called
backup withholding. Backup withholding rules require that
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31% (30.5% after August 7, 2001) of the payment be withheld.
Report the backup withholding on Form 945, ANNUAL RETURN OF
WiTHHELD FEDERAL INCcOME TAX, discussed in Lesson 3.

ExuiBiT 2.5 - BLAnK Form W-9

rom -9 Request for Taxpayer Give form to the

(Rev. December 2000} e - ' - requester. Do not
epatmnt of o Troosty Identification Number and Certification ond 10 the IRS.

Internal Revenue Service

Name (See Specific instructions on page 2.)

Business name, if different from above. {See Specific Instructions on page 2.}

Check appropriate box: D Individual/Sole proprietor D Corporaticn D Partnership I:] Other P eeeice————————

Address (number, street, and apt. or suite no.) Requester’s name and address (optional)

Please print or type

City. state, and ZIP code

Taxpayer Identification Number (TIN) List account number(s) here (optional)

Enter your TIN in the appropriate box. For

individuals, this is your social security number Sogial security number
(SSN). However, for a resident alien, sole
proprietor, or disregarded entity, see the Part | I | 'I' | 'I' l 1 |
instructions on page 2. For other entities, it is your ml For U.S. Payees Exempt From
employer identification number (EIN). If you do not or Backup Withholding (See the
have a number, see How to get a TIN on page 2.
Note: If the account is in more than one name, see
the chart on page 2 for guidelines on whose number | 4’ | | I I l |
to enter. >

Lll Certification

Under penalties of perjury, | certify that:
1. The number shown on this form is my cosrect taxpayer identification number (or | am waiting for a number to be issued to me), and

2. 1 am not subject to backup withholding because: (a) | am exempt from backup withholding, or (b) | have not been notified by the Internal
Revenue Service (IRS) that | am subject to backup withholding as a result of a failure to report all interest or dividends, or (c) the IRS has
notified me that | am no longer subject to backup withholding, and

3. fama U.S. person (including a U.S. resident alien).

Certification instructions. You must cross out item 2 above if you have been notified by the IRS that you are currently subject to backup
withholding because you have failed to report all interest and dividends on your tax return. For reat estate transactions, item 2 does not apply.
For mortgage interest paid, acquisition or abandonment of secured property, canceliation of debt, contributions to an individual retirement
arrangernent (IRA), and generally, payments other than interest and dividends, you are not required to sign the Centification, but you must
provide your correct TIN. (See the instructions on page 2.)

Employer identification number instructions on page 2.)

Sign Signature of
Here U.S. person » Date »

-~ S -

Form W-2 Generally, by January 31, you must furnish a copy of Form W-2,
WAGE AND TAX STATEMENT, to each employee to whom you paid
wages during the year. (See Exhibit 2.6.)

Form W-2 must show total wages and other compensation paid
(even if not subject to withholding); total wages subject to social
security and Medicare taxes; allocated tips (if any); amounts
deducted for income, social security and Medicare taxes; and the
total advance earned income credit payment. In all cases, you must
give each of your employees the statement by January 31 following
the end of the calendar year covered. If not computer-generated,

2-12



SMALL BUSINESS TAX WORKSHOP « WORKBOOK LESSON 2

every effort should be made to ensure that Forms W-2 provided to
employees are legible.

If employment ends before the close of the year, the employee
may request the form earlier. You must give the employee a Form
W-2 within 30 days of the employee’s request or final payment,
whichever is later.

You should keep any undeliverable employee copies of Form W-2
(Copies B and C) as part of your records for 4 years.

ExHiBIT 2.6 - BLANK Form W-2

a Control number ! For Official Use Only »
g ee2ee voa [] OMB No. 1545-0008

b Employer identification number A 1 Wages, tips, other compensation Federal income tax withheld "Ts‘

© Employer's name, address, and ZIP code 3 Social security wages Social security tax withheld

§ Medicare wages and tips Medicare tax withheld

7 Social security tips Allocated tips

d Employee’s social security number Advance EIC payment Dependent care benefits

e Employee’s first name and initial g Last name Nonqualified plans 2a See instructions for box 12

f Employee’s address and ZIP code
18 sue  Employer’s state ID number

16 State wages, tips, efc. 5,

[ a1$ = L .

w Wage and Tax E D U ].' Department of the Treasury—Internal Revenue Sesvice

Form - Statement For Privacy Act and Paperwork Reduction
Copy A For Social Security Administration—Send this entire Act Notice, see separate instructions.

page with Form W-3 to the Social Security Administration;
photocopies are not acceptable. Cat. No. 10134D

Do Not Cut, Fold, or Staple Forms on This Page — Do Not Cut, Fold, or Staple Forms an This Page

2-13



SMALL BUSINESS TAX WORKSHOP « WORKBOOK LESSON 2

Income Tax

Tipped Employees

-3

All Employees

The wages you pay your employees generally are subject to
income tax withholding if their wages for any payroll period are
more than the dollar amount of their withholding allowances for
that period. The amount to be withheld is figured separately for
each payroll period. Wages include all pay you give an employee
for services performed. The pay may be in cash or in other forms.
It includes salaries, vacation allowances, bonuses, commissions
and fringe benefits not excluded by law. It does not matter how
payments are measured or paid. Wages paid in any form other
than money (such as goods, lodging and meals) are measured by
the fair market value. See Publication 15, EMPLOYER’S Tax GUIDE
(Circular E) for more information about income tax withholding
and requirements to deposit withheld taxes.

Tips your employees receive are generally subject to withholding.
Each employee who receives at least $20 in tips in a month must
report to you all tips they receive. This report must be made by the
10th day of each month following the month in which the tips are
received. Tips that an employee receives directly from customers and
tips that charge customers add to the bill and you pay to the em-
ployee must be reported. Your employee reports the tips on Form
4070, EmrLoYEE’S REPORT OF T1PS TO EMPLOYER, or a similar form. See
Publication 1244, EMPLOYEE’S DAILY RECORD OF T1Ps AND REPORT TO
EmpLOYER, which includes Form 4070, for more information.

Note: There are special tip reporting requirements for large food
and beverage establishments. These businesses provide
food and beverages for consumption on the premises,
tipping is customary, and they usually employ more than
10 employees on a typical business day. These rules affect
only the reporting requirements.

The income tax to be withheld is figured on gross wages before
any deductions are made for social security and Medicare taxes,
pension, union dues, insurance, etc. You may figure the withhold-
ing by different methods, the most common of which are the
percentage method and the wage bracket tables method.
Publication 15 contains the applicable tables and instructions
for using both of these withholding methods, and it gives more
information on reporting and withholding requirements on
wages and tip income.
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Social Security and Medicare Taxes

Under the Federal Insurance Contributions Act (FICA), you must
withhold social security and Medicare taxes from wages that you
pay your employees each payroll period.

Generally, meals, lodging, clothing, services and other payments in
kind are subject to social security and Medicare taxes, as are
wages paid in cash. However, meals are not taxable wages if
furnished for the employer’s convenience and on the employer’s
premises. Lodging is not taxable if furnished for the employer’s
convenience, on the employer’s premises and as a condition of
employment.

You, as an employer, must withhold and deposit the employee’s
part of the taxes and pay a matching amount. The social security
tax is withheld from the employee’s gross wages until the
employee’s cumulative wages for the year reach the wage base
limit. Any wages above the wage base limit are not subject to
social security tax withholding. However, there is no wage base
limit for Medicare tax; all covered wages are subject to Medi-
care tax.

For 2001, the limit for wages subject to social security tax is
$80,400. The social security tax rate is 6.2% for the employee and
6.2% for the employer (12.4% total). The Medicare tax rate for
the employee is 1.45% and 1.45% for the employer (2.9% total).
This means that in 2001 you are to withhold employee social
security and Medicare taxes at the total rate of 7.65% (6.2% up to
$80,400 plus 1.45% for all wages) and pay, or deposit, 15.30%
(the total of the employee share and the employer’s matching
share of 7.65%).

Federal Unemployment Tax

The Federal Unemployment Tax Act (FUTA) provides for the
states and the Federal Government to cooperate in establishing
and administering an unemployment tax program. Most employers
pay both a federal and a state unemployment tax. The federal
unemployment program was enacted to encourage the states to
provide payment to workers who have lost their jobs. Only the
employer pays FUTA tax; it is not deducted from an employee’s
wages.

For 2001, federal unemployment tax is figured on the first $7,000
you pay to each employee during the year. See Publication 15
and the INsTRUCTIONS FOR Form 940 for more information.
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Successor
Employer

Earned Income
Credit (EIC)

If you acquired all or substantially all of the property used in the
business of another employer, you may, in figuring the wage limit
for social security and federal unemployment tax purposes, in-
clude the wages that employer paid to the employees who con-
tinue to work for you.

The EIC is a tax credit for certain workers whose earned income
is below a certain level. Because it is a “credit,” the EIC is sub-
tracted from the amount of tax owed. Even workers who have not
filed a tax return in the previous year, because their wages were
below the minimum income-level requirements to file, may be able
to get the credit — but only if they file a tax return. Therefore,
you must notify each employee who worked for you at any time
during the year, and from whom you did not withhold any income
tax, about the EIC. You will meet the notification requirements by
giving the employee either Notice 797, PossiBLE FEDERAL REFUND
Duk 10 THE EARNED INcOME CREDIT (EIC); your own written
statement as long as it has the exact wording of Notice 797; or the
official IRS Form W-2, WaGE aND TAx STATEMENT, which contains
a statement on the back of Copy C. Exception: You do not need
to notify those employees who claimed exemption from withhold-
ing on Form W-4, EMPLOYEE’S WITHHOLDING ALLOWANCE CERTIFI-
CATE.

An employee who expects to earn less than $28,281 in 2001 and
has a qualifying child can receive advance payments of up to 60%
of the maximum credit for one qualifying child. For 2001, this is
$1,457. To claim the advance EIC, eligible employees should fill
out a Form W-5, EARNED INcOME CREDIT ADVANCE PAYMENT CER-
TIFICATE and return it to you. (See Exhibit 2.7.) You use the ad-
vance EIC tables in Publication 15 each payroll period to figure
the correct amount of advance payment to include in the
employee’s pay. The advance payment first reduces the withheld
income tax and then the employee and employer social security
and Medicare taxes, thereby reducing your total tax liability.

Reminder: Do not continue advance EIC payments to an
employee on wages of $28,281 or more in 2001.

For more information, see Publication 15.

Note: In 2001, an employee’s advance EIC payments are
limited to a total of $1,457, although the credit may
be more. They will have to claim any additional
amount of EIC on their tax return.
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ExuiBiT 2.7 - BLANK Form W-5

+ WORKBOOK

2001 Form W-5

Department of the Treasury
Internal Revenue Service

Instructions
Purpose

Use Form W-5 if you are eligible to get part of the
earned income credit {(E{C) in advance with your pay
and choose to do so. See Who Is Eligible To Get
Advance EIC Payments? below. The amount you can
get in advance generally depends on your wages. if
you are married, the amount of your advance EIC
payments also depends on whether your spouse has
filed a Form W-5 with his or her employer. However,
your employer cannot give you more than $1,457
throughout 2001 with your pay. You will get the rest of
any EIC you are entitled to when you file your tax
return and claim the EIC.

If you do not choose to get advance payments, you
can still claim the EIC on your 2001 tax return,

What Is the EIC?

The EIC is a credit for certain workers. It reduces the
tax you owe. it may give you a refund even if you do
not owe any tax.

Who Is Eligible To Get Advance EIC
Payments?

You are eligible to get advance EIC payments if all
three of the following apply.

1. You expect to have at least one qualifying child. If
you do not expect to have a qualifying child, you may
still be eligible for the EIC, but you cannot receive
advance EIC payments. See Who Is a Qualifying
Child? on page 2.

2. You expect that your 2001 earned income and
modified AG! (adjusted gross income) will each be less

than $28,281. Include your spouse’s income if you plan

to file a joint return. As used on this form, earned
income does not include amounts inmates in penal
institutions are paid for their work or workfare
payments (defined on this page). For most people,
modified AGI is the total of adjusted gross income
plus any tax-exempt interest. But see the 2000 revision
of Pub. 596, Earned income Credit, for information
about how to figure your 2001 modified AGI if you
expect to receive nontaxable payments from a
pension, annuity, or an IRA; or you plan to file a 2001
Form 1040.

3. You expect to be able to claim the EIC for 2001,
To find out if you may be able to claim the EIC, answer
the questions on page 2.

Workfare payments. These are cash payments certain
people receive from a state or local agency that
administers public assistance programs funded under
the Federal Temporary Assistance for Needy Families
{TANF) program in return for certain work activities
such as (a) work experience activities {including work
associated with remodeling or repairing publicly
assisted housing) if sufficient private sector
employment is not available or (b) community service
program activities.

How To Get Advance EIC Payments

If you are eligible to get advance EIC payments, fill in
the 2007 Form W-5 at the bottom of this page. Then,
detach it and give it to your employer. If you get
advance payments, you must file a 2001 Federal
income tax return,

You may have only one Form W-5 in effect at cne
time. If you and your spouse are both employed, you
should file separate Forms W-5.

{Continued on page 2)

9~ Give the lower part to your employer; keep the top part for your records. =
____________________________________________________________________ [ = Tot

Form W - 5

Department of the Treasury
internal Revenue Service

Earned Income Credit Advance Payment Certificate
» Use the current year's certificate only.
P Give this certificate to your employer.
» This certificate expires on December 31, 2001.

OMB No. 1545-1342

2001

Print or type your full name

Your sacial security number

Note; /f you get advance payments of the eamned income credit for 2001, you must file a 2007 Federal income tax return. To get advance
payments, you must have a qualifying child and your filing status must be any status except married filing a separate return.

1 | expect to be able to claim the earned income credit for 2001, | do not have another Form W-5 in effect with any
other current employer, and | choose to get advance EiCpayments . . . . . . . . . . . . . . .

Do you expect to have a qualifying child?

If you are married, does your spouse have a Form W 5 m effect for 2001 W|th any employer‘7 L. -

Yes| No

2
3 Are you married? .
4
U

nder penalties of perjury, | declare that the information | have furnished above is, to the best of my knowledge, true, correct, and comple[e

Signature »

Date »

Cat. No. 10227P

LESSON 2
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Form W-3 and
Form 1096

Each year, you must file Form W-3, TRANSMITTAL OF WAGE AND
Tax STATEMENTS, in order to transmit Copy A of Forms W-2 to
the Social Security Administration by the last day of February
after the calendar year for which the Forms W-2 are prepared.
The Social Security Administration will process these forms and
provide the IRS with the income tax data that it needs from those
forms. The mailing address for the forms is on the W-3.

Note: The totals on the Form W-3 you file each year should
equal the totals from all Forms 941 filed for the year.

Form 1096 is used to transmit copies A of Forms 1099, 1098,
5498 and W-2G to the Internal Revenue Service. You must file
Form 1096 with each type of return by February 28. If you file
electronically, you may file by March 31.

FEBRUARY

In completing all transmittal documents (Forms W-3 and 1096)
and information returns, you must use the same taxpayer identifi-
cation number regardless of whether you file transmittals from
more than one location. (See Exhibits 2.8 and 2.9.)

Use the same name on transmittals and information returns that
you use on the income tax return or other returns you file under
the same taxpayer identification number.

If information returns are prepared at different business locations,
or if you are engaged in business with a “doing business as” (dba)
name, there must be two name lines. The first name line contains
the primary name (name shown on the income tax return). The
second name line identifies the specific business location or is the
“dba” name.
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Example 1 A business has two different locations:

Able Industries EIN: 10-0101010
Shareholder Relations Dept.

333 Main Street

Mapleville, MO 33333

Able Industries EIN: 10-0101010
Western Office

222 Metropolitan Avenue

Miliville, UT 22222

Example 2 The following taxpayers have “dba” names:

John Oak

Maple City Auto Repair
123 Main Street

Maple City, NC 11111

Jane Apple

Hometown Accounting Service
25 Cherry Street

Rosewood, OR 99999
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ExxiBiT 2.8 - BLANK Form W-3

DO NOT STAPLE OR FOLD

“a Control number

For Official Use Only »
33333 OMB No. 1545-0008

b 941 Military 943 1 Wages, tips, other compensation

Federal income tax withheld
Kind Hshid. Medicare  Third-part $
g;yer CT41 emp. goevg, emp.  sick 23 Y 3’ Social security wages Soclal security tax withheld
0 gl
¢ Total number of Forms W-2 d Establishment number 5 Medicare wages and tips Medicare tax withheld
$
e Employer identification number 7 Sacial security tips Aliocated tips
$
f Employer's name 9 Advance EIC payments Dependent care benefits
$
11 Nonqualified plans Deferred compensation
13  For third-party sick pay use only

14 Income tax withheld by payer of third-party sick pay

16 State wages, lips, elc. 117 State income tax

g Employer’s address and ZIP code
h  Other EIN used this year

15 State Employer’s state ID number

S el

Under penalties of perjury, | declare that | have examined this return and accompanying documents, and, to the best of my knowledge and belief,
they are true, correct, and complete.

Signature » “Title » “Date »

rom W -3 Transmittal of Wage and Tax Statements c00L e s

Send this entire page with the entire Copy A page of Form(s) W-2 to the Social Security Administration.
Photocopies are not acceptable.

Do not send any payment (cash, checks, money orders, etc.) with Forms W-2 and W-3.

An Item To Note ‘Where To File

Separate instructions. See the separate 2001 Instructions Send this entire page with the entire Copy A page of Form(s) W-2
for Forms W-2 and W-3 for information on completing this to: .

form. -

Social Security Administration
Purpose of Form Data Operations Center

Use this form to transmit Copy A of Form(s) W-2, Wage and Wilkes-Barre, PA 18769-0001
Tax Statement. Make a copy of Form W-3, and keep it with

Copy D (For Empioyer) of Form{(s) W-2 for your records. Use "18769-0002." If you use an IRS approved private defivery
gz;m[_.gvrﬁ‘ g’?lr-;hies %(;rir:;:tﬁ);ggr. !lf:|}l{e0qull:g1fi}?l'l'l-§]3 :gfrr':(s')f \7VIT'2yon service, add "ATTN: W-2 Process, 1150 E. Mountain Dr." to the
. " i . address and change the ZIP code to "18702-7997.” See
magnetic media or electronically, do not file Form W-3. Circular E, Employer's Tax Guide (Pub. 15), for a list of IRS

approved private delivery services.

Note: Jf you use "Certified Mail” to file, change the ZIP code to

When To File

File Form W-3 with Copy A of Form(s) W-2 by
February 28, 2002.

“For Privacy Act and Paperwork Reduction Act Notice, see the 2001 Instructions for Forms W-2 and W-3.

“Cat. No. 10159Y

@
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ExHiBiT 2.9 - BLANK Form 1096

Do Not Stapie l:l E’ ':I :l

OMB No. 1545-0108

o 1096 Annual Summary and Transmittal of
Department of the Troasury U.S. Information Returns _ 2@01
Internal Revenue Service

| FILER'S name -

Street address (including room or suite number)

City, state, and ZIP code

i

Name of person to contact Telephone number For Official Use Only
( )
Fax number E-mail address
( )
T Employer identification number | 2 Social security number 3 Total number of 4 Federal income tax withheld | 5 Totat amount reported with this Form 1096
forms 3 $
Enter an "X” in only one box below to indicate the type of form being filed. If this is your final return, enter an "X" here . . ..» []
W-26 1098 1098-E 10881 1099-A 1009-8 1099-C | 1099-DV | 1099-G | 1099-NT | 1008-LTC | 1099-MISC | 1099-MSA | 1089-010
32 g1 84 83 80 79 85 91 86 92 v3 95 94 96
1089-PATR | 1099-R 1099-S 5498 5498-MSA
97 98 7% 28 27

Please return this entire page to the Internal Revenue Service. Photocopies are not acceptable.

Under penalties of perjury, | declare that | have examined this return and accompanying documents, and, to the best of my knowledge and befief, they are true,
correct, and compiete,

Signature » Title » Date »

H When to file. File Form 1096 with Forms 1099, 1098, or W-2G b
Instructions February 28, 2002, File Form 1096 with Forms 5498 by May 31,
Purpase of form. Use this form to transmit paper Forms 1099, 2002.

1088, 5498, and W-2G to the Internal Revenue Service. Do not R
use Form 1096 to transmit magnetic media. See Form 4804, Where To File
Hgggg'igglllﬁffillgr:ot:;aiggl?yRemms Reported fS(Ialnd all information returns filed on paper with Form 1096 to the
) oliowing:

Who must file. The name, address, and TIN of the filer on 9 L ., .
this form must be the same as those you enter in the upper If your principal business, Use the foilowing
left area of Form 1099, 1098, 5498, or W-2G. A filer includes a °'.f:j°e OF agency, or 'esf’a‘ Internal Revenue
payer, a recipient of mortgage interest payments (including residence in the case of an Service Center
points) or student loan interest, an educational institution, a individual, is located in address
broker, a barter exchange, a creditor, a person reporting real - -
estate transactions, a trustee or issuer of any individual
retirement arrangement or a medical savings account (MSA) Alabama, Arizona, Florida, Georgia,
(including a Medicare+Choice MSA), and a lender who acquires Louisiana, Mississippi, New Mexico, Austin, TX 73301
an interest in secured property or who has reason to know that Texas
the property has been abandoned. ) Arkansas, Connecticut, Kentucky,
Preaddressed Form 1096. If you received a preaddressed Form Maine, Massachusetts, New Hampshire, o
1096 from the IRS with Package 1099, use it to transmit paper New York, Ohio, Rhode Island, Vermont, Cincinnati, OH 45999
Forms 1099, 1098, 5498, and W-2G to the Internal Revenue West Virginia
Service. If any of the imprinted information is incorrect, make
corrections on the form. lilincis, Indiana, lowa, Kansas,

. ; I j . i Michigan, Minnesota, Missouri, :
ggzﬁag:?‘ll ‘;gg-no longer receive an IRS -prepared label with your Nebraska, North Dakota, OKlahoma, Kansas City, MO 64999

If you are not using a preaddressed form, enter the filer's South Dakota, Wiscansin

name, address (including room, suite, or other unit number), and
TIN in the spaces provided on the form.

For more information and the Privacy Act and Paperwork Reduction Act Notice, Cat. No. 144000 Form 1096 (2001)
see the 2001 General Instructions for Forms 1099, 1098, 5498, and W-2G.
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Correcting Forms W-2 and W-3

If there is an error on Forms W-2 or W-3, correct by filing
Form W-2c¢, CorRRECTED WAGE AND TAX STATEMENT and Form
W-3c¢, TRANSMITTAL OF CORRECTED OF CORRECTED WAGE AND TAX
STATEMENTS.

Filing on Magnetic Media or Electronically

Generally, the Social Security Administration will accept magnetic
media or electronic records of Copy A of Forms W-2 or W-3 with
‘ prior approval. See the separate INSTRUCTIONS FOR FOrM W-2 or

&1 999 W-3 for details about required magnetic media filing. If you file
250 or more Forms W-2 or 1099, you must file them on magnetic
media or electronically. The 250 requirement applies separately for
each type of information return and separately for each type of
corrected return. When filed electronically, the due date is March 31
instead of February 28 to submit the forms.

The IRS encourages filers to transmit information returns electroni-
cally because it is generally more cost effective and easier than paper
or magnetic media. To participate in the program, filers must submit a
Form 4419, APPLICATION FOR FILING INFORMATION RETURNS M AGNETI-
CALLY/ELECTRONICALLY, at least 30 days before the due date of the
return(s) for current year processing.

Information The IRS operates a centralized call site to answer questions about

. reporting on Forms W-3, W-2, 1096 and 1099 and other informa-

Reporting tion returns. If you have questions related to reporting on infor-

Call Site mation returns, call (304) 263-8700 (not toll-free), Monday
through Friday, 8:30 A.m. to 4:30 p.m. (EST).
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The following is a list of nine penalties that may be assessed for not
complying with certain filing and payment requirements:

Penalties

1. Failure to file.
2. Failure to pay.
3. Dishonored check.
4

Failure to timely file an information return with IRS or
SSA.

5. Failure to timely furnish a copy of any information return to
the payee.

6. Failure to file a partnership return.

7. Failure to make Federal Tax Deposits on time in an autho-
rized government depository.

8. Failure to furnish specific information on an information return,
such as including taxpayer identification numbers.

9. Failure to collect and/or pay over Trust Fund taxes (Trust
Fund Recovery Penalty).

10. Failure to make deposits electronically if required to do so.

Putting It All Together

¢ were introduced to the
following subjects:

In this lesson you: correct errors on Forms

e briefly studied em- W-2 and W-3;

ployment taxes; o federal income tax (with-

e reviewed the Em- held from employees);
ployer Identification * social security and Medi-
Number (EIN); care taxes (withheld from

* learned the definitions employees and paid by
of “employee” and employers) and federal
“independent contrac- unemployment taxes;
tor” for tax purposes; * successor employer and

* learned about Forms ¢ Earned Income Credit.

W-4, 1-9 and informa-
tion Forms 1099-
MISC, W-9 and W-2;

¢ Jearned about Forms W-3
and 1096 and how to

read about transmitting
Forms W-3, W-2, 1096
and 1099 on magnetic
media or electronically
and

learned about 10 penalties
that may be assessed for
not complying with
certain filing and payment
requirements.
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Exercises Do the following exercises to put it all together:

Exercise 1

Bill Bean started a dry cleaning business and hired two employees.
What form does he use to get an employer identification number?

Exercise 2

What form will your employee complete and give to you for you
to determine how much income tax to withhold?

Exercise 3

(A) What are the social security tax and Medicare tax rates on an
employee’s salary in 2001?

(1) Social security tax rate %
(2) Medicare tax rate %

(B) What is the employer’s share of each?

(C) Whatis the 2001 wage base limit for social security?
$

(D) What is the limit for Medicare?

Exercise 4

(A) What form will you give to each employee to show wages
paid, social security, Medicare and income taxes withheld?

(B) When is it due to the employee?

Exercise 5

What form will you give an unincorporated independent contrac-
tor to whom you paid $600 or more for services in the course of
your trade or business?

Exercise 6
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If you make payments to an unincorporated independent
contractor who does not give you his or her identifying num-
ber, at what rate will you withhold taxes on the
payments?_ %

Exercise 7

Mary Smith, your employee, wants advance payments of earned
income credit added to her wages. What form should she com-
plete and give to you?

Exercise 8

What forms will you use to correct a Form W-2 that is in
error? and

(Answers found on page A-1.)
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Notes
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Lesson 3

Part I: Form 941, Employer’s
Quarterly Federal Tax Return

Introduction If you are an employer who is required to withhold income or
social security and Medicare taxes, you must file a return
reporting the amounts withheld. Form 941, EMPLOYER’S QUAR-
TERLY FEDERAL TAx RETURN, is used for this purpose. However,
other forms are used in certain circumstances. (See Exhibit 3.1
on page 3-4.)

If you are a sole proprietor and file Form 941 for business
employees, you may include household employees on the form.
Also, if you operate a farm for profit and file Form 943,
EMPLOYER’S ANNUAL TAX RETURN FOR AGRICULTURAL EMPLOYEES,
for your agricultural employees, you may include farm house-
hold workers on that form.

Form 945, ANNUAL RETURN OF WITHHELD FEDERAL INCOME
TAX, is used to report income tax withheld from non-payroll
payments, such as pensions, IRAs, gambling winnings and
backup withholding.

Publication 15, EmpLOYER’S TAx GuDE (Circular E), explains
the rules and methods for withholding, paying, depositing and
reporting federal income tax, social security and Medicare taxes
and federal unemployment (FUTA) tax on wages, tips and fringe
benefits. It also explains who is an employee, what are taxable
wages and what are taxable tips.

Publication 15-A, EMPLOYER’S SUPPLEMENTAL TAX GUIDE,
provides specialized information supplementing the basic
employment tax information provided in Circular E, such as a
more detailed discussion on the employment tax treatment of
fringe benefits and information on how to report third-party
sick pay.

Publication 15-B, EMPLOYER’S TAX GUIDE TO FRINGE BENEFITS,
contains detailed information on fringe benefits and their exclusion
and valuation rules.

Publication 15-T, New WITHHOLDING TABLES FOR 2001 (For
WaGES PAD ArTER JUNE 30, 2001), reflects changes due to the
recent tax cut bill.
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Objectives

References

At the end of this lesson, you will be able to:
1. Determine Form 941 deposit requirements.

2. Prepare a Form 941.

Publication 15, EMpLOYER’S Tax Guipt (Circular E), Publication
15-A, EMPLOYER’S SUPPLEMENTAL TAX GUIDE, Publication 15-B,
EmpPLOYER’S Tax GUIDE TO FRINGE BENEFITS AND Publication 15-T,
NEw WITHHOLDING TABLES FOR 2001 (ForR WAGES PAID AFTER JUNE 30,
2001).

Due Dates for Filing Form 941

Form 941 is due by the last day of the month after each quarter
ends. The return filing dates are listed below:

Due Dates for Filing Form 941

Quarter Ends Due Date
January, February, March Mar. 31 Apr. 30*
April, May, June June 30 July 31*
July, August, September Sept. 30 Oct. 31*
October, November, December Dec. 31 Jan. 31*

*If the due date for a return falls on a Saturday, Sunday or
legal holiday, the due date is the next business day.

3-2



SMALL BUSINESS TAX WORKSHOP « WORKBOOK LESSON 3

If you paid the quarterly tax payments in full, you are allowed
an additional 10 days to file the return. For example, your return
for the quarter that ends on June 30 would be due on August 10
instead of July 31.

Do not file more than one
Form 941 per quarter and do
not report more than one
calendar quarter on a return.

Seasonal employers are not
required to file for quarters
when they regularly have no tax
liability because they have paid
no wages. To alert the IRS that
you will not have to file a return
for one or more quarters during
the year, check the seasonal employer box above line 1 on Form 941
each time you file. The IRS will mail two Forms 941 to you once a
year after March 1. The preprinted name and address information will
not include the date the quarter ended. You must enter that date when
you file the return.

If you are not a seasonal employer, but you receive a preaddressed
Form 941 for a quarter in which you have no employees or may have
temporarily stopped paying salaries, file a return anyway. This ensures
that you will continue to receive Form 941 from the service center.

If you cease to do business or pay wages, you need to file a final
return. The instructions for Form 941 give information on how to
file if you sell, transfer or merge your business with another
business.

Always use the preaddressed form mailed to you. If you do not
receive a preaddressed form, print or type your name and address
exactly as shown on the previous return unless the information
has changed.

The date your quarter ends and your EIN must also be shown. If
you have not yet received notification of your EIN, write “Ap-
plied for” and the date you applied in the space provided for the
EIN.
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ExuiBiT 3.1 - BLank Form 941, EmPLOYER’S QUARTERLY FEDERAL TAx RETURN

rom 941 Employer’s Quarterly Federal Tax Return

{Rev, January 2001) » See separate instructions for information on completing this return.
Department of the Treasury )
intetnal Revenue Service Please type or print.

Enter state ) OMB No. 1545-0029
code for state I_ Name (as distinguished from trade name) Date quarter ended _‘

in which T
deposits wer

ma%eSIoilyEi:fe Trade name. if any Employer identification number FF
different from O

state in Address (number and street) City. state. and ZIP code FP
address to

theright » I_T_.l !
(see page T
2 of

instructions).
L _

If address is
different
from prior
return, check
here » L L
6 7 8 8 8B 8 8 8 8 8 9 8 9 9§ 9 10 10 10 10 10 10 10 10 10 10

If you do not have to file returns in the future, check here B [ ]  and enter date final wages paid b

If you are a seasonal employer, see Seasonal employers on page 1 of the instructions and check here P
1 Number of employees in the pay period that includes March 12th . P[ 1 I

IRS Use

2 Total wages and tips, plus other compensation . ., e e e e e e e e e e 2
3 Total income tax withheld from wages, tips, and sick pay . o e e . 3
4 Adjustment of withheld income tax for preceding quarters of calendar year e e e . 4
5 Adjusted total of income tax withheld (line 3 as adjusted by line 4—see instructions) . 5
6 Taxable social security wages, . . . . |.6a x 12.4% (124) = [ 6b
Taxable social security tips. . . . . . |.8¢ x 12.4% (124) = | 6d
7 Taxable Medicare wages and tips . . . L7a x 29% (029 = | b
8 Total social security and Medicare taxes {add lines 6b, 6d, and 7b). Check here if wages
are not subject to social security and/or Medicare tax. . . . A 8
9 Adjustment of social security and Medicare taxes (see mstrucnons for required explanation)
SickPay$__ =+ FractionsofCemts $__ + Other $ = 9
10 Adjusted total of social security and Medicare taxes {line 8 as adjusted by line 9—see
NStructions) . . . L L . . s s e e e e e e e e e e e e e e e e L o
11 Totaltaxes (add lines5and10) . . . . . . . . . . . . .. ... ....|11
12 Advance earned income credit (EIC) payments made to employees , . . . . 12
13 Net taxes (subtract line 12 from line 11). If $2,500 or more, this must equal lme 17
column (d} below [or line D of Schedule B (Form 941} . ., . . . . . . . . . . |13
14 Total deposits for quarter, including overpayment applied from a prior quarter. . . . . . [14
15 Balance due (subtract line 14 from line 13). Seeinstructions . . . . . . . . . . . L18

16 Overpayment. If line 14 is more than line 13, enter excess here P $
and check if to be: O Applied to next return  or O Refunded.

e All filers: If line 13 is less than $2,500, you need not compiete line 17 or Schedule B (Form 941).

e Semiweekly schedule depositors: Complete Schedule B (Form 941) and checkhere. . . . . . . . . . ..» O

¢ Monthly schedule depositors: Complete line 17, columns (a} through (d), and check here. O

17 Monthly Summary of Federal Tax Liability. Do not complete if you were a semiweekly schedule depositor.
{a) First month tiability {b) Second month liability {c} Third month liability {d) Totat liability for quarter

S- tnder penalties of perjury, | declare that | have examined this return, including accompanying schedules and statements, and to the best of my knowledge
Ign and belief, it is true, correct, and complete.

Print Your
Here Signature » Name and Title » Date »
For Privacy Act and Paperwork Reduction Act Notice, see back of Payment Voucher. Cat, No. 170012 Form 941 {Rev. 1-2001)
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Form 941 Complete the state code boxes if you made your deposits in a
state other than that shown in your address on Form 941. Enter
the state code for the state where you made deposits in the box
provided in the upper left corner of the form. Enter code “MU” in
the box if you deposit in more than one state. If you deposit in
the same state as shown in your address, do not make an
entry. If you deposited electronically (discussed on page 3-10) do
not make an entry here.

Complete lines 1 through 17, if applicable. Specific Form 941 line
entries are discussed below. More complete information on these
line entries is contained in the instructions for Form 941.

Line 1.
Make an entry for the pay period including March 12, on the Ist
quarter (January—March) return only.

Line 2.

Enter the total of: all wages paid, tips reported, taxable fringe
benefits provided and other compensation paid to your employ-
ees, even if you do not have to withhold income tax or social
security tax on it. Do not include contributions to employee plans
that are excluded from the employee’s wages (e.g., section 401(k)
and 125 plans).

Line 3.
Enter the income tax you withheld on wages, tips, taxable fringe
benefits and certain other payments.

Line 6a.

Taxable social security wages. Enter the total wages subject to
social security taxes that you paid your employees during the
quarter. Also include any sick pay and taxable fringe benefits
subject to social security taxes. Stop reporting when an
employee’s wages (including tips) reach the wage base
($80,400 in 2001). Multiply by the applicable percentage
printed on the line.

Line 6c¢.

Taxable social security tips. Enter all tips your employees reported
during the quarter, until tips and wages for an employee reach the
wage base amount ($80,400 in 2001). Do this even if you were
not able to withhold the employee social security tax. See the
Form 941 instructions for details on how to make an adjustment
for uncollected social security tax on tips.
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Line 7a.

Taxable Medicare wages and tips. Report all wages and tips,
including any sick pay and taxable fringe benefits subject to
Medicare tax. There is no limit on the amount of wages subject to
Medicare.

Line 8.
Total social security and Medicare taxes. Check the box if none of the
wages are subject to social security or Medicare taxes.

Line 9.

Adjustment of social security and Medicare taxes. A fractions-of-
cents adjustment is the small difference that may occur between
net taxes (line 13) and total deposits (line 14), because of round-
ing to the nearest cent each time you computed payroll. This
rounding occurs when you figure the amount of social security
and Medicare taxes to be withheld from each employee’s wages.

To determine if you have a fractions-of-cents adjustment, multiply
the total wages and tips for the quarter by the applicable percent-
age and compare these amounts with the total social security and
Medicare taxes actually withheld from your payroll records. The
difference, positive or negative, is your fractions-of-cents adjust-
ment.

See Publication 15 for instructions on other adjustments.

ExniBir 3.2 - Form 941, ScHepuLe B, EmPLOYER’S RECORD OF FEDERAL
Line 12.
Enter any advance EIC payments made to employees.

Line 13.
Net taxes. Make sure the line equals line 17, column (d) below (or
line D of Schedule B (Form 941)). (See Exhibit 3.2 on page 3-7.)

Note: If line 13 is $2,500 or more, check the appropriate box
below Line 16 indicating your depositor status.
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Tax LiasiLiTy

LESSON 3

SCHEDULE B
(FORM 941)
{Rev. November 1938)

Department of the Treasury 515
internal Revenue Service

Employer’s Record of Federal Tax Liability

» See Circular E for more information about employment tax returns.

» Attach to Form 941 or 941-SS.

OMB No. 1545-0029

Name as shown an Form 941 (or Form 941-55)

Employer identification number

Date quarter ended

You must complete this schedule if you are required to deposit on a semiweekly schedule, or if your tax liability on
any day is $100,000 or more. Show tax liability here, not deposits. (The IRS gets deposit data from FTD coupons or

C_Total tax fiability for third month of quarter .

... W |C

EFTPS.}
A. Daily Tax Liability—First Month of Quarter
1 8 15 22 29
2 ] 16 23 30
3 : 10 : 17 : 24 31 :
4 ‘ 11 18 25 E
5 12 19 26
6 : 13 : 20 . 27 .
7 14 21 l 28 :
A__Total tax liability for first month of quarter . e e e e e e e e . LW
B. Daily Tax Liability—Second Month of Quarter
: s s L
2 9 16 23
3 : 10 17 24
4 11 18 25
: e e s
6 1;3 20 27
7 : 14 - 21 28
B Total tax liability for second month of quarter . e e e . >
C. Daily Tax Liability—Third Month of Quarter
1 : 8 15 E 22
2 9 16 23
3 10 17 24
4 11 18 25 ‘f
5 12 19 26
5] 13 20 ' 27
7 ' 14 ‘ 21 ‘ 28

D Total for quarter {add lines A, B, and C). This shouid equal

ling 13 of Form 941 [or line 10 of Form 941-SS) » [D

For Paperwork Reduction Act Notice, see page 2.

Cat. No. 119870

Schedule B (Form 941) (Rev. 11-98}
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Monthly Summary of Federal Tax Liability

Report on line 17 your employment
tax liability for each month based on
the date the corresponding wages
were paid, not when the payroll
period ends. If your total taxes

for the quarter are $2,500 or

more, you must instead com-

plete the a separate Schedule

B, EMPLOYER’S RECORD OF

FeDERAL TAx LiABILITY, page 3- |
7 (Exhibit 3.2). TAX

Tax liability is income tax

withheld plus both the employee and employer shares of social
security and Medicare taxes, minus any advance earned income
credit (EIC) payments.

Filing by Other Methods

for Business

You may be able to file Form 941 by phone if you meet certain
criteria. On-line filing through a personal computer is also an
option.

Reporting Agents who file Forms 941 for groups of taxpayers can
file them electronically or on tape. See Lesson 6 and Publication
15-A for details.

Now that you have covered the background information, you will
learn how deposits are made, how information is entered on the
form and how the tax due is figured.

Depositing Requirements

In general, you must deposit income tax withheld and both the
employer and employee social security and Medicare taxes (minus
any advance EIC payments) using the Electronic Federal Payment
System (EFTPS) or by mailing or delivering a check, money order
or cash to an authorized financial institution or Federal Reserve
bank with Form 8109, FEDERAL Tax Derosit CourPoN. Some
taxpayers are required to deposit using EFTPS.
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Payment With Return  You may make a payment with Form 941 instead of depositing
it if your net tax liability (reduced by any advance earned
income credit) during the quarter (line 13 of Form 941) is less
than $2,500. (Exhibit 3.3 below.) See Publication 15 for
exceptions.

ExuiBIT 3.3 - Form 941, PAYMENT VOUCHER

______________ ¥__ _ Detach Here and Maif With Your Payment v Form 941-V (2001)
£ OMB No. 1545-0074
£ 941 _v Payment Voucher
Department of the Treasu § 2@0 1
‘"&’ml Rovonue Servion 'Y(gg » Do not staple or attach this voucher to your payment.
1 Enter the first four letters of your last name | 2 Enter your employer identification number | 3 Enter the amount of the payment
{business name if corporation or partnership)
Y/ .
% | | | w s $
4 Tax period 5 Enter your business name {individual name if sole proprietor)
st 3rd
Quarter Quarter Enter your address
2nd 4th Enter your city, state, and ZIP code
Quarter Quarter
When to Deposit There are two deposit schedules — monthly or semiweekly — for

determining when you deposit social security, Medicare and
withheld income taxes. These schedules tell you when a deposit is
due after a tax liability arises (e.g., when you have a payday).

Lookback Period Your deposit schedule for a calendar year is determined from the
total taxes (not reduced by any advance EIC payments) reported
on your Forms 941 (line 11) in a four-quarter lookback period. The
lookback period for Form 941 filers begins July 1 and ends June 30.
(See Exhibit 3.4.) If you reported $50,000 or less of taxes for the
lookback period, you are a monthly schedule depositor; if you
reported more than $50,000 you are a semiweekly schedule
depositor.

ExniBiT 3.4 — LooksBAck Periob FOR CALENDAR YEAR 2001

Lookback Period for Calendar Year 2001
Lookback Period

1999 2000 2001
July 1 Oct.1 | Jan. 1 April 1 Calendar Year
Sept. 30 | Dec. 31 | Mar. 31 | June 30 Jan.—Dec.
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Monthly Deposit Schedule Under the monthly deposit schedule, deposit Form 941 taxes on
payments made during a month by the 15" day of the following
month.

Note to new employers: During the first calendar year of your
business, your tax liability for each quarter, in the lookback
period, is considered to be zero. Therefore, you are a monthly
schedule depositor for the first calendar year of your business
unless the $100,000 Next-Day Deposit rule (discussed on page
3-11) applies.

Semiweekly Deposit You are a semiweekly schedule depositor for a calendar year if the

Schedule total taxes on Form 941 (line 11) during your lookback period
were more than $50,000. If the payday falls on Wednesday,
Thursday and /or Friday, you must deposit the Form 941 taxes no
later than the following Wednesday. (See Exhibit 3.5 below.) If
the payday falls on Saturday, Sunday, Monday and/or Tuesday,
deposit by Friday.

ExHiBIT 3.5 — SEMIWEEKLY DEPOSIT SCHEDULE

Semiweekly Deposit Schedule
IF the day falls on a... THEN deposit taxes by the following...
Wednesday, Thursday Wednesday
and/or Friday
Saturday, Sunday, Friday
Monday and/or Tuesday

Application of The terms “monthly schedule depositor” and “semiweekly sched-
Monthly and ule depositor” do not refer to how often your business pays its

. employees or even how often you are required to make deposits.
Semiweekly These terms identify a set of deposit rules you must follow when
Schedule employment tax liability occurs and are based on the date wages

are paid.
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$100,000 Next-Day If you accumulate a tax liability (reduced by any advance EIC
Deposit Rule payments) of $100,000 or more on any day during a deposit

period, you must deposit the tax by the next banking day, regard-
less of whether you are a monthly or semiweekly schedule deposi-
tor. The term deposit period refers to the period during which tax
liabilities are accumulated for each required deposit due date. For
monthly schedule depositors, the deposit period is a calendar
month. If you are a monthly depositor and become subject to the
rule, you become a semiweekly depositor for the remainder of the
year and all of the following year.

How To Deposit The two methods of depositing employment taxes are by
EFTPS and by using Federal Tax Deposit (FTD) coupons
(Form 8109).

You are required to make electronic deposits using EFTPS of all
your tax liabilities in 2001 if your total deposits of all federal
depository taxes were more than $200,000 in 1999. For more
details, see Publication 15 and Lesson 6.

If you are not required to use EFTPS, you can make your re-
quired deposits at an authorized financial institution or Federal
Reserve bank (FRB) using FTD coupons. (See Exhibit 3.6 on
Depositing Employment Taxes page 3-12). The IRS will issue you a book of coupons 5 to 6
weeks after you receive your EIN.

“ r \

- VEFTPSZJ Note: Even if you are not required to make electronic tax

) o deposits, you may voluntarily participate in EFTPS.
To enroll, call 1-800-945-8400 or 1-800-555-4477.

7 An employer may be penalized for using the wrong deposit

FTD s method. Always ensure your deposits are timely because late deposits
are subject to penalties. Check with your local depository or FRB
for information concerning their cutoff time (exact hour they start
dating deposits as received on their next banking day).
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ExxiBiT 3.6 — BLank Form 8109, FeperaL Tax Deposit Couron

momornsmsnmouor Darken arty e Decica: only one|
DOLLARS TYPE OF TAX TAX PERIGD

w (7] (IO [ob-fos
O NP 1120 O ateer
mnoﬁmmaﬂm NUMBER —p m e 7 oau'rdu

oA ST Nasme o, e &noﬁ% & e
2 N aal@ e
& Mo 35
city
State P
FOR BANK USE IN MICR ENCODING
Telephone b ( )
Federa! Tax Deposit Coupon
Form 8109-B (Rev. 12-2000)
Example Smith Enterprises, Inc.

EIN: 10-1614316
1512 Poplar St.
Inn, MI 48200

Period Number of Gross *FICA *Employer’s Income Tax
Ending Employees Wages Withheld FICA Withheld
1/31/01 4 $4,800 $367.20 $367.20 $400.00
2/28/01 4 4,750 363.38 363.38 406.00
3/31/01 3 4,200 321.30 321.30 340.00
Quarterly Totals $13,750 $1,051.88 $1,051.88 $1,146.00
*Social security and Medicare taxes referred to as FICA.

Smith Enterprises, Inc., as a monthly depositor, must deposit

each month’s taxes by the 15th of the following month

($1,134.40 by February 15; $1,132.76 by March 15 and

$982.60 by April 16**). If the total taxes for all three months
**Note: April 15, 2001 is a of the quarter had been less than $2,500, then they could have
Sunday. Refer to calendar in  been deposited or paid with the Form 941 to be filed by April
back of the workbook. 30, 2001.

(Exhibit 3.7 on page 3-12 uses this information to complete
Form 941.)
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ExHiBIT 3.7 — Form 941, EmPLOYER’S QUARTERLY FEDERAL TAX RETURN

LESSON 3

6 7 8 8 8 8 8 8 &8 8 9

9 9 9 9 10 10 10

Fom </ % 1 il e At St
(Rev. January 2001} » See separate instructions for information on completing this return.
Department of the Treasury .
Intemnal Revenue Service Please type or print.
Enter state OMB No. 1545-0029
code for state |—_ Name (as distinguished from trade name) Date quarter ended —I
in which SMITH ENTERFRISES TVE.  3-31-200I1 T
eposits were
maF:Se 'cmly ?f Trade name, if any Employer identification number FF
different from 1o~ /é/’-/‘ 2/6 FD
state in Address (number and street) City. state, and ZIP code Fp
address to
theright » II] !
9
(see page ISl (VPLAR ST TN, Mz 45200 T
instructions). L _J
LI B R R R A A A 2 3 3 3 3 3 3 3 3 4 4 4 5 5 §
iIf address is b T
different =}
from prior 0
return, check &
here » I B

¢ 1 10 10 10 10 10

If you do not have to file returns in the future, check here » [ | and enter date final wages paid »
If you are a seasonal employer, see Seasonal employers on page 1 of the instructions and check here »

1 Number of employees in the pay period that includes March 12th . | 1 | N

2 Total wages and tips, plus other compensation ., .
3 Total income tax withheld from wages, tips, and sick pay
4

Adjustment of withheld income tax for preceding quarters of calendar year e e e e e

Adjusted total of income tax withheld (line 3 as adjusted by line 4—see olrgtrucnons)

2 | 3750 oo
3 JNEZ»5]
4

s | 1Y oo

x 12.4% (.124) =

<

bl (7085 ¢

x 12.4% (124) =

6d

6 Taxable social security wages . . . . . | 6a
Taxable social security tips . . . . . . 6c
7 Taxable Medicare wages and tips . . . L[7a L CHAY)

o [x 2.9% (029) =

7b 2495 775

are not subject to social security and/or Medicare tax .
SickPay$___ + Fractions of Cents §
NSIFUCHONS) . . . v v v v v e e e e e e e

11 Total taxes (add lines 5and 1Q) . . . . .

13  Net taxes {subtract fine 12 from line 11). If $2,500 or more,
column (d) below (or line D of Schedule B (Form 941))

15 Balance due (subtract line 14 from ling 13). See instructions

8 Total social security and Medicare taxes (add lines 6b, 6d, and 7b). Check here if wages

9 Adjustment of social security and Medicare taxes (see mstructxons for required explanation}

10 Adjusted total of social security and Medicare taxes {fine 8 as adjusted by line 9—see

12 Advance earned income credit (EIC) payments made to employees . . . . -

14 Total deposits for guarter, including overpayment applied from a prior quarter, . . . . .

16 Overpayment. If line 14 is more than line 13, enter excess here » $
and check if {o be: D Applied to next return  or D Refunded.

® All filers: If line 13 is less than $2,500, you need not complete line 17 or Schedule B (Form 941).

e Semiweekly schedule depositors: Complete Schedule B (Form 941) and check here .

¢ Monthly schedule depositors: Complete line 17, columns (a) through (d), and check here.

s | A3 |75

+ Other $ =

P T R S T S S T

10| A3

1| 3a¥9 |76

12

this must equal Ilne 17

3| 32¢9 76

1| 3249 76

15

]
X

17 Monthly Summary of Federal Tax Liability. Do not compiete if you were a sermiweekly schedule depositor.

{a) First month tiability (b} Second month jiability

{c} Third monith liability

{d} Total liabiiity for quarter

113% 40 /32, 76

¥R &0

32 %9, 7%

S'gn and belief, it is true. correct, and complete.
Here . W l ¢ 5{ Print Your

Signature » . Name and

tUnder penalties of perjury, | declare that | have examined this return, including accompanying schedules and statements, and to the best of my knowledge

Title»”ELE/\I S))7/ﬂ1,m Date » /3/200/

For Privacy Act and Paperwork Reduction Act Notice, see back of Payment Voucher. Cat. No. 190017

Form 941 (Rev. 1-2001)
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Deposit Penalties Deposits not made in a timely manner may be subject to penalties.
For amounts not properly or timely deposited, the penalty rates

are:
* 2% - Deposits made 1 to 5 days late.
* 5% - Deposits made 6 to 15 days late.
* 10% - Deposits made 16 or more days late.

* 10% - Deposits made at an unauthorized financial institu-
tion, paid directly to the IRS or paid with your tax return.
See Publication 15 for exceptions.

* 10% - Amounts that are subject to electronic deposit
requirements but not deposited using EFTPS.

* 15% - Amounts still unpaid more than 10 days after the
date of the first notice the IRS sent asking for the tax due
or the day on which you receive notice and demand for
immediate payment, whichever is earlier.

COrrecting Errors made in figuring taxes in an equier quar.ter can be cor-
rected on a current Form 941 by making an adjustment to the

Form 941 current quarter’s taxes. Circular E describes in detail how to
correct errors to income tax withholding, social security and
Medicare taxes.

Note: You may not adjust or claim a refund or credit for
any overpayment of income tax that you withheld or
deducted from an employee in a prior year. But see
Circular E for information on administrative error
adjustments.

summary In this lesson, you studied:
e Form 941 and its due dates,

* deposit requirements,
* the method of depositing taxes due and

e some of the sections and lines of Form 941.

Remember: Form 941 is a quarterly return, but deposits may be
|
[I MPORTANT! required on a monthly or semiweekly schedule.
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Exercises
Exercise 1 Green for Ever, Inc.
EIN: 10-1234567
925 Fern Ave.
Augusta, GA 32599
Pay Number Gross *Social *Medicare Income
Date of Wages Security Tax Tax
Employees Tax Withheld Withheld Withheld
4/6/01 2 $2,050 $127.10 $29.73 $163.00
4/20/01 3 3,805 235.91 55.17 285.00
5/4/01 4 5,545 343.79 80.40 356.00
5/18/01 4 5,975 370.45 86.64 373.00
6/1/01 4 5,050 313.10 73.23 328.00
6/15/01 3 4,405 273.11 63.87 467.00
Totals $26,830 $1,663.46 $389.04 $1,972.00
*Employer must match these amounts.

First, figure the amount and date of deposits (the company is a
monthly depositor). Then complete a Form 941
(Exhibit 3.8) using the information provided.

Deposit dates and amounts are:

Total deposits $

(Answers are found on pages A-2 and A-3.)
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ExHiBiT 3.8 - BLank Form 941, EmpLOYER’S QUARTERLY FEDERAL TAX RETURN FOR EXERCISE 1

o 941 Employer’s Quarterly Federal Tax Return

{Rev. January 2001) » See separate instructions for information on completing this return.
Department of the Treasury .
internal Revenue Service Please type or print.

Enter state o OMB No. 1545-0029
code for state I_ Name (as distinguished from trade name) Date quarter ended _‘

in which T
deposits wer

ma%eSloilyEi!fe Trade name. if any Employer identification number FF
different from D

state in Address (number and street) City. state, and ZIP code FP
address to

the right » E !
(sei page T

instructions).
L _

If address is
different
from prior
returnr, check
here » —_— L
6 7 8 8 8 8 8 § 8 B 9 %9 9 g5 9 10 0 10 10 10 10 10 10 10 10

If you do not have to file returns in the future, check here B [_]  and enter date final wages paid b

If you are a seasonal employer, see Seasonal employers on page 1 of the instructions and check here b
1 Number of employees in the pay period that includes March 12th . P[ 1 |

IRS Use

2 Total wages and tips, plus other compensation . . , . . . . . . . . . . . . . 2
3 Total income tax withheld from wages, tips, and sick pay . . . . e e e . 3
4 Adjustment of withheld income tax for preceding quarters of calendar year e e e e 4
§ Adjusted totai of income tax withheid (ine 3 as adjusted by line 4—see instructions) . . 5
6 Taxable social security wages ., . . . . |.6a x 12.4% (124) = [ 6b
Taxable social security tips, . . . . . |.8C x 12.4% (124) = | 6d
7 Taxable Medicare wages and tips . . . LIa x 29%(029 =| 7b
8 Total social security and Medicare taxes (add lines 6b, 6d, and 7b). Check here if wages
are not subject to social security and/or Medicare tax. . . . A 8
9 Adjustment of social security and Medicare taxes (see mstrucuons for required explanation)
SickPay$s_ = FractionsofCems $§ __ + Other $ = 9
10 Adjusted total of social security and Medicare taxes (line 8 as adjusted by line 9—see
P M M L
11 Total taxes (addlines5and 10} . . . . . . . . . . . . . . . .. ... .1
12 Advance earned income credit (EIC) payments made to employees , . . . .. 112
13 Net taxes (subtract iine 12 from line 11). If $2,500 or more, this must equal lme 17,
column (d) below (or line D of Schedule B (Form941)) . . . . . . . . . . . . |13
14 Total deposits for quarter, including overpayment applied from a prior quanter. . . . . . |14
15 Balance due (subtract line 14 from line 13). Seeinstructions . . . . . . . . . . . L1%

16 Overpayment. If line 14 is more than line 13, enter excess here B §
and check if to be: 4 Applied to next return  or O refundea.

® All filers: If line 13 is less than $2,500, you need not complete line 17 or Schedule B (Form 941).

® Semiweekly schedule depositors: Complete Schedule B (Form 941) and checkhere,, . . . . . . . . . ..» ]

® Monthly schedule depositors: Complete line 17, columns (a) through (d), and check here. . |

17 Monthly Summary of Federal Tax Liability. Do not complete if you were a semiweekly schedule depositor.
{a) First month fiability (b) Second month liability {c} Third month liability {d) Totat liability for quarter

S- tinder penalties of perjury, | declare that | have examined this return, including accompanying schedules and statements, and to the best of my knowledge
Ign andi belief, it is true, correct, and complete.

Print Your
Here Signature » Name and Title » Date »
For Privacy Act and Paperwork Reduction Act Notice, see back of Payment Voucher. Cat. No. 170012 Form 941 (Rev. 1-2001)
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Exercise 2

In May 2001, you decide to employ your 16 year-old son* to
assist you in your yard service business, Glenn’s Landscaping (a
sole proprietorship). You are advised to have him complete a
Form W-4, which he does, showing no (0) withholding allowances
and single filing status. It is agreed that he will earn $5.00 per
hour and be paid every two weeks. He had worked 36 hours when
it came time to make out his first paycheck. Using Publication 15
as a reference, answer the following:

How much should you withhold from his check?

*Social Security Tax $
Medicare Tax $
Federal Income Tax $

*See page 28 (Family Employees) of Publication 15.

(Answers are found on page A-2.)
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Exercise 3 Paul’s Auto Shop, Inc.
EIN 10-9876543

425 Auto Strip Dr.
Cando, LA 88877

Pay Number Gross *Social *Medicare  Income Tax AEIC
Date of Wages Security Tax Withheld  Payments
Employees Tax Withheld  Withheld Before AEIC

10/5/01 20 $30,025 $1,861.55 $435.36 $5,980.00 $45.00
10/19/01 20 29,826 1,849.12 432.48 5,726.00 36.00
11/2/01 18 27,500 1,705.00 398.75 5,335.00 28.00
11/16/01 18 28,845 1,788.39 418.25 5,576.00 14.00
11/30/01 20 26,214 1,625.27 380.10 5,433.00 20.00
12/14/01 20 30,025 1,861.55 435.36 5,980.00 45.00
12/28/01 20 30,025 1,861.55 435.36 5,980.00 45.00
12/28/01 (Bonus) 20 4,000 248.00 58.00 155.00 3.00
Totals $206,460  $12,800.43  $2,993.66  $40,165.00  $236.00
*Employer must match these amounts.

First, figure the amount and date of deposits (the corporation is a
semiweekly depositor). Then complete a Form 941 and a Sched-
ule B (Exhibit 3.9), using the information provided.

Deposit dates and amounts are:

Total deposits $

(Answers are found on pages A-2 and A-4.)
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ExuiBiT 3.9 - BLaNk Form 941, EmpPLOYER’S QUARTERLY FEDERAL TAx RETURN FOR EXERCISE 3

o 941 Employer’s Quarterly Federal Tax Return

{Rev. January 2001) » See separate instructions for information on completing this return.
Department of the Treasury )
internal Revenue Service Please type or print.

Enter state o OMB No. 1545-0029
code for state I_ Name (as distinguished from trade name) Date quarter ended _‘

in which T
deposits wer

ma%:loily?fe Trade name. if any Employer identification number FF
different from D

state in Address (number and street) City. state. and ZIP code FP
address to

the right » E !
(see;- page T

instructions).
L _

If address is
different
from prior
return, check
here » _— L]
6 7 8 8 B 8 8 § 8 8 9 % 9 9 9 10 W0 10 10 10 10 10 10 10 10

If you do not have to file returns inthe future, check here B [_]  and enter date final wages paid b

If you are a seasonal employer, see Seasonal employers on page 1 of the instructions and check here P>
1 Number of employees in the pay period that includes March 12th . P[ 1 |

IRS Use

2 Total wages and tips, plus other compensation . . , . . . . . . . . . . . . . 2
3 Total income tax withheld from wages, tips, and sick pay . . . . e e e . 3
4  Adjustment of withheld income tax for preceding quarters of calendar year e e e . 4
§ Adjusted total of income tax withheid (line 3 as adjusted by line 4—see instructions) . . 5
6 Taxable social security wages ., . . . . |.6a x 12.4% (124) = | 6b
Taxable social security tips, . . . . . |.8C x 12.4% (124) = | 6d
7 Taxable Medicare wages and tips . . . LI8 x 29%(029 = | 7b
8 Total social security and Medicare taxes (add lines 6b, 6d, and 7b), Check here if wages
are not subject to social security and/or Medicaretax. . . . . . . . . . ..» 8
9 Adjustment of social security and Medicare taxes (see instructions for required explanation)
SickPay$__ *FractionsofCets $__ + Other § = 9
10 Adjusted total of social security and Medicare taxes (line 8 as adjusted by line 9—see
MSTUCHONS) . . . v 4 v . e e e e e e e e e e e e e e e e oL 0
11 Total taxes (add lines5and 10} , . . . . . . . . . . . . . . ... ... N
12 Advance earned income credit (EIC) payments made to employees , . . . . |12
13 Net taxes (subtract line 12 from line 11). If $2,500 or more, this must equal lme 17
column (d) below {or line D of Schedule B (Form®41)) . . . . . . . . . . . . |13
14 Total deposits for quarter, including overpayment applied from a prior quarter. . . . . . |14
15 Balance due (subtract line 14 from line 13). See instructions . . . . . . . . . . . LIS

16 Overpayment. If line 14 is more than line 13, enter excess here P §
and check if to be: D Applied to next return  or D Refunded.

® All filers: If line 13 is less than $2,500, you need not complete line 17 or Schedule B (Form 941).

® Semiweekly schedule depositors: Complete Schedule B (Form 941) and checkhere, . . . . . . . . . ..» ]

® Monthly schedule depositors: Compiete line 17, columns (a) through (d), and check here. O

17 Monthly Summary of Federal Tax Liability. Do not complete if you were a semiweekly schedule depositor.
{a) First month fiability ) Second month fiability {c} Third month lability {d) Total liability for quarter

S- Under penalties of perjury, | declare that | have examined this return, including accompanying schedules and statements, and to the best of my knowledge
Ign and belief, it is true, correct, and complete.

Print Your
Hefe Signature » Name and Title » Date »
For Privacy Act and Paperwork Reduction Act Notice, see back of Payment Voucher. Cat. No. 170012 Form 941 (Rev. 1-2001)

3-19



SMALL BUSINESS TAX WORKSHOP « WORKBOOK LESSON 3
- - - -~ -

ExHiBiT 3.9 - BLANK ScHepuLE B, Form 941, EmpLOYER’S RECORD OF FEDERAL TAX LIABILITY FOR EXERCISE 3

ﬁ__%’;{ﬁgi—% B Employer’'s Record of Federal Tax Liability

{Rev. November 1998) » See Circular E for more information about employment tax returns. OMB No. 1545-0029
Department of the Treasury ]' 5 1’

fnternal Revenue Service » Attach to Form 941 or 941-SS.

Nare as shown on Form 941 (or Form 941-SS) Employer identification number | Date quarter ended

You must complete this schedule if you are required to deposit on a semiweekly schedule, or if your tax liability on
any day is $700,000 or more. Show tax liability here, not deposits. (The IRS gets deposit data from FTD coupons or

EFTPS.)
A. Daily Tax Liability—First Month of Quarter

1 8 15 22 29
2 : g 16 23 30
3 : 10 17 24

4 11 18J7 25

5 ' 12 19 26

[ 13 20 27

7 14 21 28

A_Total tax liability for first month of quarter . . . . . . . . . e e e e e
B. Daily Tax Liability—Second Month of Quarter

1 i s 15 22 29
2 9 16 23 30
3 10 17 24

4 1 18 25

5 12 19 i les

6 : 13 20 27

: 14 21 28
B _Total tax liabifity for second month of quarter . . . . . . . . .
C. Daily Tax Liability—Third Month of Quarter

1 i s i s 22

2 9 16 23

3 , 10 17 24

4 1 A 25

3 12 18 26

8 13 20 27

7 14
C _Total tax liability for third month of quarter

D_Total for quarter (add lines A, B, and C). This should equal line 13 of Form 941 {or line 10 of Form 941-SS) » [ D |

For Paperwork Reduction Act Notice, see page 2. Cat. No. 11967Q Schedule B (Form 941) (Rev. 11-98)
General Instructions Example B. Employer B is a semiweekly
schedule depositor. It has paydays every
Purpose of form. Use Schedule B other Friday. It accumulated a $20,000

(Form 941) to report your tax liability employment tax liability on each of the
(income tax withheld plus both employee following pay dates: 1/8/99; 1/22/99;
and employer social security and 2/5/99; 2/19/99; 3/5/99; and 3/19/98.
Medicare taxes minus any advance Since Employer B is a semiweekly
earned income credit payments) on a schedule depositor, it is required to
daily basis. Form 941-SS filers report record its tax liabilities on Schedule B
only employee and employer social (Form 941). Employer B must record the

security and Medicare taxes. Do not $20,000 liabilities on lines 8 and 22 of
show Federal tax deposits. Deposit part A (First Month of Quarter); lines 5
information is obtained from the deposit and 19 of part B (Second Month of
coupons (Form 8109) or from the Quarter); and fines 5 and 19 of part C
Electronic Federal Tax Payment System (Third Month of Quarter)

(EFTPS). '
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Lesson 3

Part Il: Form 940, Employer’s Annual
Federal Unemployment (FUTA) Tax

Return

Introduction

Objectives

References

The Federal Unemployment Tax Act (FUTA) provides for states
and the federal government to cooperate in establishing and
administering the unemployment tax program. The program
provides for payments of unemployment compensation to workers
who have lost their jobs.

The various states create the actual employment insurance sys-
tems. The federal government approves the state laws and pays
the administrative costs of the state programs.

Under this dual system, the employer is first subject to a tax levied
by the state. This tax then becomes a credit against a separate
federal tax. However, you may be exempt from state tax but still
have to pay the federal tax.

The federal unemployment (FUTA) tax is reported on Form 940,
EmMpPLOYER’S ANNUAL FEDERAL UNEMPLOYMENT (FUTA) TAX RETURN
or Form 940-EZ, EMPLOYER’S ANNUAL FEDERAL UNEMPLOYMENT
(FUTA) Tax rReturN. Both forms cover one calendar year and are
generally due by January 31 of the following year. (See Exhibits
3.10 and 3.11 on pages 3-26 through 3-31.)

At the end of this lesson, you will be able to:

1. Define employer, employee and wages subject to FUTA.
2. Figure the FUTA tax due.

3. Figure the deposits for FUTA taxes.

4.  Complete Form 940-EZ.

Publication 15, EMpLOYER’S Tax GuipE (Circular E) and Publica-
tion 15-A, EMPLOYER’S SUPPLEMENTAL TaX GUIDE.
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Who Are
Employers?

Who Are
Employees?

What Are FUTA
Wages?

In general, you are an employer for FUTA tax purposes and must file
and pay FUTA tax if, during the current or preceding year, you:

* paid wages of $1,500 or more in any calendar quarter to
employees (other than farm workers or household work-
ers) or

* had one or more employees (other than farm workers or
household workers) at any time in each of any 20 or more
weeks (calendar).

The 20 weeks do not have to be consecutive. Count all regular,
temporary and part-time employees, and count employees on
vacation or sick leave.

You may be liable for the state unemployment tax and not liable
for the FUTA tax. Conversely, you may be exempt from state tax
and still have to pay the federal tax. The definition of employer
under state laws may differ from the definition under federal law.

Note: the term “employer” as used here refers to a person who
is an employer for FUTA tax purposes only. It is pos-
sible not to be an employer for FUTA tax purposes and
still be an employer for social security and Medicare tax
purposes or for purposes of withholding income tax.

The rules used for purposes of social security and Medicare tax
also apply in determining who are common-law employees for
purposes of FUTA tax.

For FUTA tax, as for social security and Medicare taxes, there are
statutory employees and non-employees in addition to common-
law employees.

Refer to the charts of special classes of employment in Publication
15 to see which employees are covered by, or are exempt from,
FUTA tax.

As with wages for income tax withholding and social security and
Medicare tax purposes, FUTA wages generally include money and other
forms of payment to employees. For other exceptions, refer to Publica-
tion 15 or Publication 15-A.
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LESSON 3

Wages Not Paid
In Money

Employee Taxes
Paid by
Employer

Figuring
FUTA Tax

Example

Credit for
Contributions to
States

If you pay your employees in some medium that is neither cash nor a
readily negotiable instrument (such as a check), you are said to pay
them ““in kind.” Payments in kind may be in the form of goods,
lodging, food, clothing or services. Generally, wages paid in kind are
treated the same way as wages paid in money. The value of a wage
payment in kind is its fair market price on the day the payment is
made.

Generally, if you pay an employee’s liability for social security and
Medicare taxes without deducting the tax from the employee’s
pay, you must include the amount of the payment in the
employee’s wages for purposes of the FUTA tax.

The FUTA tax is figured on the first $7,000 in wages paid to each
employee during the year. The tax is imposed on you as the
employer. You must not collect it or deduct it from the wages you
pay your employees.

The current FUTA tax rate is 6.2%. Generally, you can take a credit
against your FUTA tax for amounts you paid into state unemploy-
ment funds. This credit cannot be more than 5.4% of taxable FUTA
wages. If you are entitled to the maximum 5.4% credit, the FUTA
tax rate after the credit is 0.8%.

In November 2000, you hired Alice Green, and paid her $3,500 in
wages before the year ended. All $3,500 was subject to the FUTA
tax. The first $7,000 you pay her in 2001 is also subject to the
tax. Alice’s total wages for 2001 reached $7,000 in mid-March.
None of the wages you pay her for the remainder of the year are
subject to the FUTA tax.

In July, Alice quits her job, and you hire someone to replace her.
The first $7,000 you pay Alice’s replacement in 2001 is also
subject to the FUTA tax.

Contributions are payments that a state requires an employer to
make to its unemployment fund for the payment of unemployment
benefits. However, contributions do not include:

Any payments deducted or deductible from your employees’ pay.

Penalties, interest or special administrative taxes not included in
the contribution rate the state assigned to you.

Voluntary contributions paid to get a lower assigned rate.

You may receive an additional credit if you have a state experi
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[IMPORTANT!

State
Experience Rate

Successor
Employer

Depositing
the Tax

ence rate lower than 5.4% (.054). This applies even if your rate
changes during the year. This additional credit is equal to the
difference between actual payments and the amount you would
have been required to pay at 5.4%.

The total credit allowable may not be more than 5.4% of taxable
FUTA wages.

Note: Credit for state contributions you make after the due
date for filing Form 940 may not be more than 90% of
the amount that would have been allowable if you had
paid the amounts by the due date.

Your state experience rate is the rate at which the state taxes your
payroll for state unemployment purposes. This rate may be adjusted
from time to time based on the number and length of claims for
unemployment compensation that your former employees make
against the fund. If you do not know your rate, contact your state
employment security agency.

If you have been granted an experience rate lower than the maximum
credit of 5.4% by a state for all or part of the year, you are still
allowed the full credit. However, you cannot take credit for any state
taxes for which you are liable and do not pay.

If you acquire substantially all the property used in the business
(or a unit of the business) of a previous employer who was subject
to this tax, you may count, for purposes of the $7,000 annual
limit, the wages the previous employer paid during the year to the
employees who continue to work for you.

If, at the end of any calendar quarter, you owe, but have not yet
deposited, more than $100 in FUTA tax, you must make a deposit
by the last day of the next month. If the accumulated tax at the
end of any of the first three quarters is $100 or less, do not de-
posit the amount; instead, add it to the tax for the next quarter.

To figure your tax for each quarter, multiply .8% (.008) by the
part of the first $7,000 of each employee’s annual FUTA tax
wages that you paid during the quarter.
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When to Deposit Deposit the FUTA tax by the last day of the first month after the
quarter ends.

If your liability for the fourth quarter (plus any amount not
deposited from any earlier quarter) is over $100, deposit the
entire amount by the due date (January 31) of Form 940 or
Form 940-EZ. If it is $100 or less, you can either make a
deposit or pay the tax with your Form 940 or 940-EZ by
January 31.

How to Deposit If your FUTA tax liability for any calendar quarter in 2001 is more
than $100 (including any FUTA tax carried forward from an earlier
quarter), you must deposit the tax using EFTPS or in an autho-
rized financial institution using Form 8109, FEpERAL TAx DEpOSIT
Coupon.

Example Tim Tower has two employees. In each quarter of 2001, George is
paid wages of $3,000 and Mark is paid wages of $2,000. Tim’s FUTA
tax liability for each of the first and second quarters is $40 ($5,000 x
.008). He is not required to deposit after the first or second quarter
because his liability at the end of the second quarter is $80 (not more
than $100). During the third quarter, Tim paid wages of $3,000
subject to FUTA tax. Only $1,000 of George’s wages is taxable
because $6,000 was paid in the first two quarters. All of Mark’s
wages are taxable because he has not reached the $7,000 level.
Tim’s tax liability for the third quarter is $24 ($3,000 x .008).
His liability through the third quarter is $104 ($40 for each of
the first and second quarters plus $24 for the third). He must
deposit $104 by October 31, 2001.

In the fourth quarter, none of George’s wages are subject to FUTA
but $1,000 of Mark’s is taxable. Tim should pay $8. ($1,000 x
.008) with Form 940 or 940-EZ.
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ExniBiT 3.10 — BLANk Form 940, EmpLoYER’s ANNUAL FEDERAL UNEmPLOYMENT (FUTA) Tax ReTurN, PAGE 1

] 940 Employer’'s Annual Federal OMB No. 75450028
om Unemployment (FUTA) Tax Return
Department of the treasury R . R . . 2@00
Internal Revenue Service {99) » See separate Instructions for Form 940 for information on completing this form.
T
[ Name {as distinguished from trade name) Calendar year 1 FF
FD
Trade narme, if any FP
I
Address and ZIP code Employer identification number T
L I T
A Are you required to pay unemployment contributions to only one state? (If "No," skip questions BandC) . [ Yes [0 No
B Did you pay alt state unemployment contributions by January 31, 20017 {(1) If you deposited your total FUTA
tax when due, check “Yes" if you paid all state unemployment contributions by February 12, 2001. (2) If a 0%
experience rate is granted, check "Yes.” (3) If “No,” skip question C)) , .. . . O ves O No
C  Were all wages that were taxable for FUTA tax also taxable for your state’s unemp!oyment tax7 . . O ves O No

If you answered "No” to any of these questions, you must file Form 940. If you answered "Yes" to afl the
questions, you may file Form 940-EZ, which is a simplified version of Form 940. (Successor employers see
Special credit for successor employers on page 3 of the instructions) You can get Form 940-EZ by calling
1-800-TAX-FORM (1-800-829-3676) or from the IRS Web Site at www.irs.gov.

If you will not have to file returns in the future, check here (see Who Must File in separate instructions), and

complete and sign the return . O
If this is an Amended Return, check here . [
Al Computation of Taxable Wages
1 Total payments (including payments shown on fines 2 and 3) during the calendar year for
services Of @MPIOYEES . . . . . . . L 0 b h e e e e e e e e e ey e . 1
2 Exempt payments. {Explain all exempt payments, attaching additional
sheets if necessary.) P
2
3 Payments of more than $7,000 for services. Enter only amounts over the
first $7,000 paid to each employee. (See separate instructions.) Do not
include any exempt payments from line 2. The $7.000 amount is the
Federal wage base. Your state wage base may be different. Do not use /
your state wage limitation, , . R - /

4  Total exempt payments (add tines 2 and 3) .
5 Total taxable wages (subtract line 4 from line 1) |

2

4
5

27 7
Be sure to complete both sides of this form, and sign in the space provided on the back.

For Privacy Act and Paperwork Reduction Act Notice, see separate instructions. Cat. No. 112340 Form 940 (2000)

v,

DETACH HERE

rom 940-\ Form 940 Payment Voucher |_OMB No. 15450028
ﬁ;ﬁi{"@bﬁ,{u‘i‘i@ﬁ;“” Use this voucher only when making a payment with your return. 2©00

Complete boxes 1, 2, 3, and 4. Do not send cash, and do not staple your payment to this voucher. Make your check or money order payable to the
"United States Treasury”. Be sure to enter your employer identification number, "Form 940", and “2000" on your payment.

1 Enter the first four letters of your last name 2 Enter your employer identification number. 3 Enter the amount of your payment.
(business name if partnership or corporation).

vz | | | v $

instructions for Box 1 4 Enter your business name (individual name for sole proprietors)

~-Individuals (sole proprietors, trusts, and estates}—
Enter the fiest four letters of your last name.

—Corporations and partnerships—Enter the first four
characiers of your business name {omit “The" if Enter your city. state, and ZIP code
followed by more than ene word).

Enter your address
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ExtiBiT 3.10 — BLank Form 940, EmpLoYER’s ANNUAL FEDERAL UNEmMPLOYMENT (FUTA) Tax ReTurN, PAGE 2

Form 940 {2000)

Page 2

Tax Due

or Refund

1
2

Gross FUTA tax. Multiply the wages from Part |, line 5, by .062 .
Maximurn ¢redit. Multinly the wages from Pan |, line 5, by 054,

o

.. 1
| iz 0

3

Computation of tentative credit (Note: All taxpayers must complete the apj

piicable columns.)

{a)
Name
of
state

state contribution retu

{b}
State reporting humber(s)
as shown on employer's.

€}
Taxable payroll

s {as defined in state

{d)
State experience rate petiod

(e
State ex-

act)

From

perience

To rate

4]
Contriputions
rate had been 5.4%
{col. {c} x .054)

@
Conttbutions

yable at experience
rate {col. {c) x col. (&}

) [}
Additional credit Contribytions
{col. {f) minus cokig)).| paid to state by
if O or less, snrer -0-.| 940 cdue date

3a

4
5

6

«® -

Totals .

»

3b Total tentative credit {add line 3a, columns (0} and (i) only—for late payments also see the

7

N
A\

instructions for Part I, line 6 . > 3b
7

Credit: Enter the smaller of the amount from Part il, line 2 or line 3b; or the amaount from the

worksheet in the Part |l, line 6 instructions . - i
Total FUTA tax (subtract line 6 from line 1), If the result is over $100 also complete Part m .- 7
Total FUTA tax deposited for the year, including any overpayment applied from a prior year . . 8
Balance due (subtract line 8 from line 7). Pay to the "United States Treasury”. If you owe more

than $100, see Depositing FUTA Tax on page 3 of the separate instructions > Ll
Overpayment (subtract line 7 from tine 8). Check if it is to be: [J Applied to next return

or [[] Refunded .» |10

line 7 is

over $100. See

Record of Quarterly Federal Unemployment Tax Llablhty (Do not |nc|ude state liability) Complete only if
page 6 of the separate instructions.

Quarter

First (Jan. 1-Mar. 31}

Second (Apr. 1-June 30)

Third {July 1-Sept. 30}

Faurth {Oct. 1-Dec. 31}

Total for year

Liability for quarter

Signature »

Title {Owner, etc.) »

Date

»

Uinder penalties of perjury, | declare that | have examined this return, including accampanying schedules and statements, and, to the best of my knowledge and betief, it is
true, correct, and complete, and that no part of any payment made 10 a state unemployment fund claimed as a cradit was, or is to be, deducted from the payments to employees.

®

Form 940 (2000)
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ExniBir 3.11 — BLank Form 940-EZ, EmpLoYER’S ANNUAL FEDERAL UNEmPLOYMENT (FUTA) Tax RETURN

940-E7 Employer’s Annual Federal | oms No. 15451110
Form
Unemployment (FUTA) Tax Return
Department of the Treasury 2@00
intemnal Revenue Service ~ {99) » See separate Instructions for Form 940-EZ for information on completing this form.
T
I_Nz;me {as distinguished from trade name)} Calendar year _—l FF
FD
Trade name, if any FP
|
Address and ZIP code Employer identification number T

— |

Answer the questions under Who May Use Form 940-EZ on page 2. If you cannot use Form 940-E£Z, you must use Form 940.

A Enter the amount of contributions paid to your state unemployment fund. (See separate instructions) , , . I
B (1) Enter the name of the state where you have to pay contributions ., ., , . N
(2) Enter your state reporting number as shown on your state unemployment tax rewrn »

If you will not have to file returns in the future, check here (see Who Must File in separate instructions), and complete and sign the return. » []
If this is an Amended Return, check here . . T PP o

Taxable Wages and FUTA Tax

1 Total payments (including payments shown on lines 2 and 3) during the calendar year for services of employees 1
2 Exempt payments. (Explain all exempt payments, attaching additional sheets
if necessary.) »
______________________ 2
3 Payments of more than $7,000 for services, Enter only amounts over the first $7,000
paid to each employee. Do not include any exempt payments from line 2. (See
separate instructions.} The $7,000 amount is the Federal wage base. Your state wage
base may be different, Do not use your state wage limitation . . . . ., . 3 7
4 Towalexemptpayments faddfines2and3) . . . . . . . . . . . . . . .. ... 4
5 Total taxable wages (subtract line 4 fromline 1) , . . . . N € 5
6 FUTA tax. Multiply the wages on line 5 by .008 and enter here. {If the resull is over 5100 also complete Part 11.) 6
7 Total FUTA tax deposited for the year, including any overpayment applied from a prior year - 7
8 Balance due (subtract line 7 from line ). Pay to the “United States Treasury” . . . . . . . . . P 8
if you owe more than $100, see Depositing FUTA tax in separate instructions.
9 Overpayment (subtract line 6 from line 7). Check if it is to be: [] Applied to next return or  [] Refunded » 9
Record of Quarterly Federal Unemployment Tax Liability (Do not include state liability) Complete only if line 6 is over $100.
Quarter First (Jan. 1 - Mar, 31) Second {Apr. 1 - June 30) Third {July 1 - Sept. 30} Fourth (Oct. 1 - Dec. 31) Total for year
Liability for quarter

Under penatties of perjury, | declare that | have examined this return, including accompanying schedules and statements, and, to the best of my knowledge and belief, it is
trug, correct, and complete. and that no part of any payment made to a state unemployment fund claimed as a credit was, or is to be, deducted from the payments to employees.

Signature » Title (Owner, etc.} » Date »

For Privacy Act and Paperwork Reduction Act Notice, see separate instructions. Cat. No. 10983G Form 940-EZ {2000}
DETACH HERE

rom 940-EZ(V) Form 940-EZ Payment Voucher OMB Mo 15851110
f&mﬂﬁﬂfﬁﬂ" Use this voucher only when making a payment with your return. 2@00

Complete boxes 1. 2, 3, and 4. Do not send cash, and do not staple your payment to this voucher. Make your check or money order payable to the
"United States Treasury”. Be sure to enter your employer identification number, “Form 940-EZ", and "2000” on your payment.

1 Cnter the first four letters of your tast name 2 Enter your employer identification number. 3 Enter the amount of your payment.
{business name if partnership or corporation).

7/ s

instructions for Box 1 4 Enter your business name {individual name for sole proprietors)

—Individuals {sole proprietors, trusts, and estates}—
Enter the first four letters of your last name. Enter your address

—Corporations and partnerships—Enter the first four
characters of your business name (omit "The" if
followed by more than one word).

Enter your city, state, and ZIP code
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Forms 940 and 940-EZ Filing Requirements
You can file Form 940-EZ instead of Form 940 if you :

* paid unemployment taxes (“‘contributions”) to only one
state,

* paid all state unemployment taxes by January 31, 2002
(February 11, if you deposited all FUTA tax when due) and

* all wages that were taxable for FUTA tax purposes were
also taxable for your state’s unemployment tax.

For example, if you paid wages to corporate officers (these
wages are subject to FUTA tax) in a state that exempts these
wages from its unemployment taxes, you cannot use Form

940-EZ.

Form 940-EZ

Lines A and B You must complete lines A and B and Part L. If your FUTA tax
(line 6) is over $100, you must also complete Part II.
Line A.

Enter the amount of your state unemployment contributions. If
you are lucky enough to have been given a state experience rate of
0% enter “0% rate” in the space.

Line B(1).

Enter the state where you pay unemployment contributions.

Line B(2).

Enter your state reporting number.

Part I. Line 1.
Taxable Wages and Enter the total payments made during the year for services of

FUTA Tax employees.
Line 2.
Enter payments that are exempt for FUTA purposes, see Publication
15 (under Special Rules for Various Types of Services and Pay-
ments). Do not enter payments over $7,000 for each employee.

Line 3.
Enter the amount of taxable payments that were over the $7,000
you paid each employee.

Line 6.
Compute the FUTA tax by multiplying the wages on Line 5 by
.008.
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Line 7.
FUTA tax deposited.

Line 8.
Balance due.

Line 9.
Overpayment.

Part Il. Complete this part only if your FUTA tax on line 6 is over $100.
Your quarterly FUTA tax liability is figured by multiplying the
Record of Q_ual_'t_erly wages subject to FUTA tax within the $7,000 limit by .008. The
FUTA Tax Liability total must match line 6 in part 1.

Remember, this is your tax liability based on when you paid the
wages and not on when the deposits were made.

Sue Martin owner of Martin’s Fabric Shop has two employees,

Example of whom she paid each Friday. She meets all the filing requirements
Completed for Form 940-EZ. She made contributions of $352.00 to the state
Form 940-EZ of Virginia and her state unemployment number is VA94371.

Form 940-EZ has been completed using the following information
(See Exhibit 3.12 on page 3-33):

y A\

————

N!

((

|

)

Employee 1% 2nd 3rd 4t Total
John $3,600 $3,900 $3,900 $4,200 $15,600
Mary $5,400 $5,850 $5,850 $6,300 $23,400
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ExniBir 3.12 - Form 940-EZ, Sue MARTIN ExampLE

Employer's Annual Federal OMB No. 1545-1110
o 940-EZ ploy oo e
Unemployment (FUTA) Tax Return
Department of the Treaswry 2@00
internal Revenue Service (99} P See separate Instructions for Form 940-EZ for information on completing this form.
T
Ndmtga‘s d)stlngmshed from trade na Calendar year _I FF
MIART : FD
Trade name, if any 12 "'3"",?000 P
mﬁﬁer,u 's FRABRIC SHOP ,
Address and ZIP code Employer identification number T
107

D INOUNTAIN ST
Soutt /ORT, VA R 77!1

Answer the questions under Who May Use Form 940-EZ on page 2. If you cannot use Form 940-EZ, you must use 3Form 940.
S

B2 lfzzz23%] |

A Enter the amount of contributions paid to your state unermployment fund. (See separate instructions.} . . . . loo
B (1) Enter the name of the state where you have 1o pay contributions ., . ., . e e e
(2) Enter your state reporting number as shown on your state unemployment tax return » vrA 9 '{-3 ’7 I
If you will not have to file returns in the future, check here {see Who Must File in separate instructions), and complete and sign the return. » []
If this is an Amended Return, check here , . S PP N
Taxable Wages and FUTA Tax
1 Total payments (including payments shown on lines 2 and 3) during the calendar year for services of employees 1 Xz D0 |00
2 Exempt payments. (Explain all exempt payments, attaching additional sheets
ifnecessany.) P it
-------------------------------------------------------------------------------- 2
3 Payments of more than $7,000 for services. Enter only amounts over the first $7,000
paid to each employee. Do not include any exempt payments from line 2. (See
separate instructions.} The $7,000 amount is the Federal wage base. Your state wage
base may be different. Do not use your state wage limitation . . . .| . | 3 25 000 _po Z
4 Total exempt payments fadd lines2and 3) , ., . . ., . . e . 4 < 5 o0 oo
5 Total taxable wages (subtract line 4 from line 1) . . . . . . . I 5 /¥ oo |oo
6  FUTA tax. Multiply the wages on line 5 by .008 and enter here. (If the result is over $100 also complete Part It 6 12 |oo
7 Total FUTA tax deposited for the year, including any overpayment applied from a prior year ., ., ., , b {{ 2— o
8 Balance due (subtract line 7 from line 6). Pay to the "United States Treaswry ” ., ., . . . . . . . W 8
If you owe more than $100, see Depositing FUTA tax in separate instructions.
9 Overpayment (subtract line 6 from line 7). Check if it is to be: a Applied to next return or [:] Refunded » ]
Record of Quarterly Federal Unemployment Tax Liability (Do not include state liability.) Complete only if line 6 is over $100.
Quarter First {Jan. 1 - Mar. 31) Second (Apr. 1 - June 30) Third (July 1 - Sept. 30) Fourth {Oct. 1 - Dec. 31) Total for year
Liabifity for quarter ’72. op L0, 00 IFE P

Under penalfties of perjury. | declare that | have examined this return, including accompanying schedules and statements, and, to the best of my knowledge and belief. it is
trug, correct, and complete, and that no part of any payment made to a state unemployment fund claimed as a credit was, or is to be, deducted from the payments to employees.

Signature » AL{_(/M\/ Title (Owner, etc) »  OUMEAS Date » //3[ /300/ -

1 4
For Privacy Act and Paperwork Reduction Act Notice, see separate instructions. Cat. No. 10883G Form 940-EZ (2000)
DETACH HERE

Form 940.51(\]) Form 940-EZ Payment Voucher OMB No. 15451110
}?,f;’imé’,fi‘iml‘” Use this voucher only when making a payment with your return. 2@00

Complete boxes 1, 2, 3, and 4. Do not send cash, and do not staple your payment to this voucher. Make your check or money order payable to the
"United States Treasury”. Be sure to enter your employer identification number, “Form 940-EZ", and “2000” on your payment.

1 Enter the first four letters of your last name 2 Enter your employer identification number, 3 Enter the amount of your payment.
(business name if partnership or corporation).

/N s

Instructions for Box 1 . 4 Enter your business name {individual name for sole proprietors) -

—Individuals {sole propristors. trusts, and estates)—
Enter the first four letters of your last name. “Enter your address

—Corporations and partnerships—Enter the first four
characters of your business name (omit."The” if
followed by more than one word).

Enter your city, state, and ZIP code

i
~
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ExtiBir 3.13 — Form 940, AppLIED FoR (DATE) ExampLE

Employer’s Annual Federal | OMB No 845008
Form 940 Unemployment (FUTA) Tax Return

Department of the treasury 2@00

Internal Revenue Service {99) » See separate Instructions for Form 940 for information on completing this form.
T
[ Name {as distinguished from trade name) Calendar year 1 FF
FD
Trade name, if any FP
I
Address and ZIP code Employer identification number T
L APPLIEDEOR =(DATE)
A Are you required to pay unemployment contributions to only one state? (if "No,” skip questions BandC) . [ Yes [J No

B Did you pay alt state unemployment contributions by January 31, 20017 {(1) If you deposited your total FUTA
tax when due, check “Yes" if you paid all state unemployment contributions by February 12, 2001. (2) If a 0%

—

/’\/\/W

Tips for Completing Al(vlvays use a preaddressed‘ forlfr;I if availal?}fe. This ins1cllrdes fas;er
and more accurate processing. However, if your preaddresse

Forms 940 or 940-EZ form is not available, do not delay filing because you could be
charged a late filing penalty. Using a current year form, enter your
name, trade name, address, ZIP code and your EIN. If you have
applied for an EIN, but have not received it, write “Applied for”
and the date you applied in the space provided for the number
(See Exhibit 3.13 above.)

Summ ary In this lesson you learned who must pay FUTA tax, what wages
are subject to this tax, how to figure the amount of FUTA tax due
and when the tax must be deposited. You also learned how to
complete Form 940-EZ. Important points to remember include:

e when Form 940 or 940-EZ is due,
* what the deposit requirements are and

¢ that only employers pay FUTA tax.
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Exercises
Exercise 1

(Answers are found on page A-6.)

Mr. Wilson opened a business in January 2000 and hired six-
employees. In the first quarter he paid the employees each
week for 13 weeks. Use the following information to deter-
mine:

(A) How much of the total wages is subject to FUTA tax? $___
(B) What is the first quarter FUTA tax liability? $
(C) When is the deposit due date?

Mr. Wilson’s Business
Employee Wages Paid in Quarter
R. Riding $ 4,500
M. Lamb 8,100
J. Nimble 3,400
C. Moon 5,600
C. Fiddle 4,900
P. Son 5,200
Total Wages $31,700

Assume that the same facts are true for the second quarter (that
is, there are 13 paydays; each employee’s wages remain the same
and no new employees are hired). Use the information in the
previous table to determine:

(D) How much of the total wages is subject to FUTA tax?
$

(E) What is the second quarter FUTA tax liability? $
(F) Is adeposit due? O YES O NO

(G) When an employer pays state contributions after the due date
(or extended due date) of Form 940, the credit for the state
contributions is ___ % of the amount that would be allowed if
the employer had paid the state contributions by the due
date.
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Exercise 2 Complete Form 940-EZ for ACME Inc., using Exhibit 3.14 -
Brank Form 940-EZ For ExERrcISE 2 on page 3-37 and the follow-
ing information:

State reporting number: 12345

State taxable payroll: $18,200

Experience rate: 2.7% from January 1 to December 31, 2000.

During 2000 and before the date of Form 940-EZ, ACME paid

$491.40 to Michigan for unemployment tax.

ACME, Inc.,

EIN: 10-7654321

123 First St.

Cedar, MI 49621

ACME, Inc., Deposits
Annual Quarter

Employee Wage 1st 2nd 3 4
Ben Wood $12,600.00 $3,150.00 | $2,850.00 [$1,000.00 -0-
Mary Birch 9,200.00 2,300.00 2,300.00 1,400.00 $1,000.00
John Cane 4,200.00 1,050.00 1,050.00 1,050.00 1,050.00
Totals 26,000.00 6,500.00 6,200.00 3,450.00 2,050.00
x.008 $52.00 49.60 27.60 16.40
Cumulative $52.00 101.60 27.60 44.00
Amount Deposited -0- 101.60 -0- -0-

A.  When must ACME make deposit(s)?

B. How much must be deposited? $

C. How much must be paid with the return? $

(Answers are found on pages A-6 and A-7.)
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ExHiBiT 3.14 - BLAnk Form 940-EZ For EXERCISE 2

940_EZ Employer’s Annual Federal OMB No. 15451110
Form
Unemployment (FUTA) Tax Return
Department of the Treasury 2@00
intemnal Revenue Service ~ {99) » See separate Instructions for Form 940-EZ for information on completing this form.
T
I_Nz;me {as distinguished from trade name)} Calendar year _—l FF
FD
Trade name, if any FP
|
Address and ZIP code Employer identification number T

— |

Answer the questions under Who May Use Form 940-EZ on page 2. If you cannot use Form 940-E£Z, you must use Form 940.
A Enter the amount of contributions paid to your state unempioyment fund. (See separate instructions} , ., . ®™ $ ... I ......

B (1) Enter the name of the state where you have to pay contributions , . . N R
(2) Enter your state reporting number as shown on your state unemployment tax rewrn >

If you will not have to file returns in the future, check here (see Who Must File in separate instructions), and complete and sign the return. » []

If this is an Amended Return, check here . . S P o

Taxable Wages and FUTA Tax

1 Total payments (including payments shown on lines 2 and 3) during the calendar year for services of employees 1
2 Exempt payments. (Explain all exempt payments, attaching additional sheets
I NECESSANY.) P ettt e
________________________________________________________________________________ 2
3 Payments of more than $7,000 for services, Enter only amounts over the first $7,000
paid to each employee. Do not include any exempt payments from line 2. (See
separate instructions.} The $7,000 amount is the Federal wage base. Your state wage
base may be different, Do not use your state wage limitation . . . . ., . 3 7
4 Towalexemptpayments faddfines2and3) . . . . . . . . . . . . . . .. ... 4
5 Total taxable wages (subtract line 4 fromline 1) , . . . . N € 5
6 FUTA tax. Multiply the wages on line 5 by .008 and enter here. {If the resull is over 5100 also complete Part 11.) 6
7 Total FUTA tax deposited for the year, including any overpayment applied from a prior year .. 7
8 Balance due {subtract line 7 from line £). Pay to the “United States Treasury * . . . . . . . . . » 8
if you owe more than $100, see Depositing FUTA tax in separate instructions.
9 Overpayment (subtract line 6 from line 7). Check if it is to be: [] Applied to next return or  [] Refunded » 9
Record of Quarterly Federal Unemployment Tax Liability (Do not include state liability) Complete only if line 6 is over $100.
Quarter First (Jan. 1 - Mar, 31) Second {Apr. 1 - June 30) Third {July 1 - Sept. 30} Fourth (Oct. 1 - Dec. 31) Total for year
Liability for quarter

Under penatties of perjury, | declare that | have examined this return, including accompanying schedules and statements, and, to the best of my knowledge and belief, it is
trug, correct, and complete. and that no part of any payment made to a state unemployment fund claimed as a credit was, or is to be, deducted from the payments to employees.

Signature » Title (Owner, etc.} » Date »

For Privacy Act and Paperwork Reduction Act Notice, see separate instructions. Cat. No. 10983G Form 940-EZ {2000}
DETACH HERE

rom 940-EZ(V) Form 940-EZ Payment Voucher | OMB No 15451190

Department of the Treasu . R . 2@00
|m§ma; Revenue Service i Use this voucher only when making a payment with your return.

Complete boxes 1. 2, 3, and 4. Do not send cash, and do not staple your payment to this voucher. Make your check or money order payable to the
"United States Treasury”. Be sure to enter your employer identification number, “Form 940-EZ", and "2000” on your payment.

1 Cnter the first four letters of your tast name 2 Enter your employer identification number. 3 Enter the amount of your payment.
{business name if partnership or corporation).

7/ s

instructions for Box 1 4 Enter your business name {individual name for sole proprietors)

—Individuals {sole proprietors, trusts, and estates}—

Enter the first four letters of your last name. Enter your address

—Corporations and partnerships—Enter the first four

characters of your business name (omit "The" if

followed by more than one word). Enter your city, state, and ZIP code
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Notes
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Lesson 4
Business Use of Your Home

Introduction The purpose of this lesson is to provide information on figuring
and claiming the deduction for business use of your home. The
term home can include a house, apartment, condominium, mobile
home or boat. It also includes structures on the property, such as
an unattached garage, studio, barn or greenhouse.

- . 1. Determine if you are eligible for the business use of the home
Objectives deduction.

2. Complete Form 8829, ExpPENSES FOR THE BUSINESS USE OF
Your HoME.
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Qualifying for a
Deduction

Exclusive Use

Exceptions to
Exclusive Use

Regular Use

To deduct expenses related to the business use of part of your
home, you must meet specific requirements. Even then, the

deduction may be limited. To qualify to claim expenses for the
business use of your home, you must meet the following tests:

* your use of the business part of your home must be:
 exclusive (see Exceptions to exclusive use, later),
e regular and
* for your business, and

* the business part of your home must be one of the following:
* your principal place of business,

* aplace where you meet with patients, clients or custom-
ers in the normal course of your business, or

* a separate structure (not attached to your home) you
use in connection with your business.

To qualify under the exclusive use test, you must use a specific
area of your home only for your trade or business. The area
used for business can be a room or other separately identifiable
space. The space does not need to be marked off by a perma-
nent partition.

You do not meet the requirements of the exclusive use test if
you use the area in question both for business and for personal
purposes.

Example: You are an attorney and use a den in your home to
write legal briefs and prepare client tax returns. Your family
also uses the den for recreation. Since the den is not used
exclusively in your profession, you cannot claim a business
deduction for its use.

You do not have to meet the exclusive use test if:

* you use part of your home for the storage of inventory or
product samples, or

* you use part of your home as a day-care facility.

To qualify under the regular use test, you must use a specific area
of your home for business on a continuing basis. You do not meet
the test if your business use of the area is only occasional or

incidental, even if you do not use that area for any other purpose.
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Principal Place of
Business

Administrative or

Managerial Activities

You can have more than one business location, including your
home, for a single trade or business. One way to qualify to deduct
the expenses for the business use of your home is if your home is
your principal place of business. To determine this, you must consider
all of the facts and circumstances.

Your home office will qualify as your principal place of business
for deducting expenses for its use if:

* you use it exclusively and regularly for administrative or
management activities of your trade or business and

* you have no other fixed location where you conduct
substantial administrative or management activities of your
trade or business.

The following activities that are administrative or managerial in
nature:

* billing customers,

* keeping books and records,
 ordering supplies,

* setting up appointments and

» forwarding orders or writing reports.

The following activities will not disqualify your home office as
your principal place of business:

* employing others to conduct your administrative or
management activities at locations other than your home,

* conducting administrative or management activities at
places that are not fixed locations of your business, such
as in a car or a hotel room,

* occasionally conducting minimal administrative or man-
agement activities at a fixed location outside your home,

* conducting substantial nonadministrative or nonmanage-
ment business activities at a fixed location outside your
home and

* having suitable space to conduct administrative or man-
agement activities outside your home, but choosing to use
your home office for those activities instead.

Example A: Jon is a self-employed plumber. Most of Jon’s time is
spent at customers’ homes and offices installing and repairing
plumbing. He has a small office in his home that he uses exclu-
sively and regularly for the administrative or management details
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of his business, such as phoning customers, ordering supplies and
keeping his books. Jon does not do his own billing. He uses a
local bookkeeping service to bill his customers.

Jon’s home office qualifies as his principal place of business for
deducting expenses for its use. He uses the home office for the
administrative or managerial activities of his plumbing business
and he has no other fixed location where he conducts these
administrative or managerial activities. His choice to have his
billing done by another company does not disqualify his home
office as his principal place of business. Because he meets all the
qualifications, including principal place of business, he can deduct
expenses (to the extent of the deduction limit) for the business use
of his home.

Example B: Clyde is a self-employed anesthesiologist. He spends
the majority of his time administering anesthesia and postopera-
tive care in three local hospitals. One of the hospitals provides him
with a small-shared office where he could conduct administrative
or management activities. Clyde does not use the office the hospi-
tal provides. He uses a room in his home, that he has converted,
as an office. He uses this room exclusively and regularly to con-
duct all the following activities:

® contacting patients, surgeons and hospitals regarding
scheduling,

® preparing for treatments and presentations,

* maintaining billing records and patient logs,

¢ gatisfying continuing medical education requirements and
¢ reading medical journals and books.

Clyde’s home office qualifies as his principal place of business for
deducting expenses for its use. He conducts administrative or
management activities for his business as an anesthesiologist there
and he has no other fixed location where he conducts administra-
tive or management activities for this business. His choice to use
his home office instead of one provided by the hospital does not
disqualify his home office as his principal place of business. His
performance of substantial nonadministrative or nonmanagement
activities at fixed locations outside his home also does not dis-
qualify his home office as his principal place of business. Because
he meets all the qualifications, including principal place of busi-
ness, he can deduct expenses (to the extent of the deduction limit)
for the business use of his home.
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Meeting Place for
Customers

Separate Structure

Business
Percentage

Area Method

If you do not meet the principal place of business test, your home
office may qualify if you meet or deal with patients, clients or
customers in your home in the normal course of your business,
even though you also carry on business at another location. You
can deduct your expenses for the part of your home used exclu-
sively and regularly for business if:

* you physically meet with patients, clients or customers at
your home and

* the use of your home is substantial and integral to the
conduct of your business.

Using your home for occasional meetings and telephone calls will
not qualify you to deduct expenses for the business use of your
home.

You can deduct expenses for a separate freestanding structure,
such as a studio, garage, storage shed or barn, if you use it exclu-
sively and regularly for your business. The structure does not have
to be your principal place of business or a place where you meet
patients, clients or customers.

Most expenses related to the business use of your home are
limited to the percentage of your home used for business (business
percentage).

To find the business percentage, compare the size of the part of
your home that you use for business to your whole house. You
can use any reasonable method to determine the business percent-
age. The following are two commonly used methods for figuring
the percentage.

Divide the area used for business by the total area of your home.

Example: Your office is 240 square feet. Your home is 1200
square feet. Your office is 20% (240/1200) of the total area of
your home. Your business percentage is 20%.

Office 240 sq’/1200 sq’ =
20% Business %
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Number-of-Rooms
Method

Types of
Expenses

Expenses Not
Related to Business
Use of the Home

Divide the number of rooms used for business by the total number
of rooms in your home. You can use this method if the rooms in
your home are all about the same size.

Example: Peggy has an art studio in her home. She is allowed to
take a deduction for the business use of her home. The rooms in
her house are all about the same size. There are ten rooms and she
uses one for a studio. Her business-use percentage is 10%.

Note: Use lines 1-7 of Form 8829, EXPENSES FOR THE BUSINESS
Use oF Your HoME, to figure your business percentage.

There are two types of expenses related to using your home for
business.

1. Expenses related to the business activity in the home but
not to the use of the home itself.

2. Expenses for the business use of the home.

Expenses for the business use of the home are divided into three
categories.

1. Direct expenses
2. Indirect expenses

3. Unrelated expenses

Business expenses related to the business activity in the home
but not to the use of the home itself are deductible in full on
Schedule C (Form 1040) or Schedule F (Form 1040). These
expenses are not limited to the business use of the home per-
centage or the deduction limit (discussed later). Examples of
some of these expenses include the following:

* advertising,

¢ business taxes,

* car and truck expenses,
e salaries,

 supplies and

e travel.
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Expenses for
Business Use of Your
Home

Direct Expenses

Indirect Expenses

Unrelated Expenses

You must divide the expenses of operating your home between
personal and business use. The part of a home operating expense
that you can use to figure your deduction depends on:

* whether the expense is direct, indirect or unrelated and

* the percentage of your home that is used for business.

Expenses only for the business part of your home are generally
deductible in full unless subject to the deduction limit, dis-
cussed later.

Example: Painting or repairs only in the area used for business.

Expenses for running your entire home
are deductible based on the percentage
of your home used for business. They
may also be subject to the deduction
limit, discussed later.

Examples: Insurance, utilities and
general repairs.

Expenses for the parts of your home not used for business are
not deductible; (i.e. lawn care, painting a room not used for
business).

Example: Jeff is allowed to take a deduction for the business use
of his home. He has the following expenses:

Landscaping $1,500
Painting the business office 700
Utilities for the entire house 1,060
Repairs to the roof of the house 500
Repairs to the business office 100
Painting the bedroom 400

Painting the bedroom and landscaping are unrelated expenses.
They cannot be deducted. The painting and repairs to the office
are direct expenses and can be deducted in full. The repairs to
the roof and utilities are indirect expenses. They are divided
between business and personal parts of the house. The business
part is deductible.

4.7
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Examples of
Expenses

Certain expenses are deductible whether or not you use your
home for business. However, if you qualify to claim business use
of the home expenses, you can use the business part of these
expenses to figure your business use of the home deduction.
These expenses are:

e real estate taxes,
* deductible mortgage interest and
* casualty losses.

Other expenses are deductible only if you use your home for
business. These expenses generally include (but are not limited
to):

e insurance,

* rent,

* repairs,

e utilities and services and

* depreciation on your home.

Real Estate Taxes: To figure the business part of your real estate
taxes, multiply the real estate taxes paid by the percentage of your
home used for business.

Deductible Mortgage Interest: To figure the business part of
your deductible mortgage interest, multiply this interest by the
percentage of your home used for business.

Casualty Losses: If you have a casualty loss on your home that
you use for business, treat the casualty loss as a direct expense, an
indirect expense or an unrelated expense, depending on the
property affected. If the loss is on a part of the property used for
both business and personal purposes, use only the business por-
tion to figure the deduction.

Insurance: You can deduct the cost of insurance that covers the

business part of your home. However, if your insurance premium
gives you coverage for a period that extends past the end of your
tax year, you can deduct only the business percentage of the part
of the premium that gives you coverage for your tax year.

Rent: If you rent, rather than own, a home and meet the require-
ments for business use of the home, you can deduct part of the
rent you pay. To figure your deduction multiply your rent pay-
ments by the percentage of your home used for business.

Repairs: The cost of repairs and supplies that relate to your
business, including labor (other than your own labor), is a deduct
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ible expense. For example, a furnace repair benefits the entire
home. If you use 10% of your home for business, you can deduct
10% of the cost of the furnace repair.

Utilities and services: You may deduct the business portion of
your utilities and services, such as gas, electricity, trash removal
and cleaning services. Generally, the amount deductible is the
business-use percentage multiplied by the utility expense.

The basic local telephone service charge, including taxes, for the
first telephone line into your home is not deductible. However,
charges for business long-distance phone calls on that line, as well
as, the cost of a second line into your home used exclusively for
business, are deductible business expenses. Deduct these charges
on either Schedule C (Form 1040) or Schedule F (Form 1040).
They are not part of your home office deduction.

Depreciation: Some expenses cannot be deducted all at once.
The cost of any business property that lasts for more than one
year must generally be deducted over a number of years. The
annual expense is called depreciation. Depreciation reflects the
reduction in value of the property.

To calculate depreciation on the business part of your home, you
need to determine the depreciable basis of your home. Generally
the depreciable basis of your home will be the lesser of:

1.  the fair market value of your home (excluding land) on the
date you first use it for business or

2. the purchase price (excluding land) plus any major improve-
ments you made and minus any casualty losses or other
changes to basis.

To determine how much of the depreciable basis you can use
to compute your depreciation deduction, multiply the depre-
ciable basis by the business-use percentage.

Example: Barry owns an accounting service. He uses 10% of his
home as a business office. When Barry started his business, his
home was worth $60,000. The home cost $50,000 and the land
$10,000. The depreciable basis of the home is $50,000. The
depreciable basis of the business part of the home is $5,000
($50,000 depreciable basis multiplied by 10% business-use per-
centage).

For information on how to calculate depreciation, see INSTRUC-
TIONS TO FOrRM 8829 or IRS Publication 946, How To DEPRECIATE
PROPERTY.
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Example: The following example shows how to compute the
business percentage of the various expenses using Form 8829,
ExPENSES FOR THE BUSINESS USE OF YOUR HOME.

Renee operates a private detective agency in her home. She is
allowed to take a deduction for expenses related to the business
use of the home. Renee’s business-use percentage is 20 percent.
She has the following expenses:

Real estate taxes $1000
Dues 50
Repairs to the floor of the office 200
Utilities 800
Transportation expenses 150
Insurance premiums on entire house 600
Mortgage Interest 700
Depreciation on entire house 700
Adpvertising 100
Painting the office 400
Business cards 50
Roof repair 100

Exhibit 4.1 on page 4-11 shows lines 9-30, Form 8829, EXPENSES
FOR THE BusiNEss USE oF Your HoMme, for Renee. Dues, transporta-
tion, advertising and business cards are expenses related to the
business activity in the home but not to the business use of the
home itself.
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LESSON 4

ExniBIT 4.1 - Exrenses ReLATED 10 THE Business Use oF THE Home, FOR RENEE EXAMPLE

Expenses for Business Use of Your Home

» File only with Schedule C (Form 1040). Use a separate Form 8829 for each
home you used for business during the year.

o 8829

Department of the Treasury

Internal Revenue Service {99} > See separate instructions.

OMB No. 1545-1266

2000

Attachment
Seguence No. 66

Name(s) of proprietor(s)

Your soclal secum

number

Re nee (1 (22
BBl Part of Your Home Used for Business
1 Area used reqularly and exclusively for business, regularly for day care, or for storage of inventory
or product samples. See instructions . . . e e e e e e e -
2 Total area of home . -
3 Divide line 1 by line 2. Enter the result as a percentage . . %
® For day-care facilities not used exclusively for business, also complete Ilnes 4—6
e All others, skip lines 4-6 and enter the amount from line 3 on line 7.
4 Multiply days used for day care during year by hours used per day . 4 hr.
5 Total hours available for use during the year (366 days X 24 hours). See instructions |5 8,784 hr.
6 Divide line 4 by line 5. Enter the result as a decimal amount . L8
7 Business percentage. For day-care facilities not used exclusively for business, mumply line 6 by
line 3 (enter the result as a percentage). All others, enter the amount from line 3 . > RO %
Figure Your Allowable Deduction
8 Enter the amount from Schedule C, line 29, pius any net gain or {loss) derived from the business use of
your home and shown on Schedule D or Form 4797. If more than one place of business, see instructions
See instructions for columns (a) and (b) before () Direct expenses (b) tndirect expenses
completing lines 9-20,
9 Casualty losses. See instructions . -
10 Deductible mortgage interest. See mstruct:ons 10 700 |-
11 Real estate taxes. See instructions . -1 L 000 |-
12 Add lines 9, 10, and 11, . |12 1, 700 |-
13 Muitiply line 12, column (b) by line 7 -
14  Add line 12, column (@) and line 13, . 3 ‘/ ol -
15  Subtract line 14 from line 8. If zero or less, enter -0- _ I
16 Excess mortgage interest. See instructions , . [ 18
17  Insurance .. . L2 ©00 | -
18 Repairs and maintenance . . |18 oo |- /1 do0 | -
19 Utilities . C e ) Fog | -
20 Other expenses. See mstrucnons . |20
21 Add lines 16 through 20 . . .zl eo0 |- / 500 -
22 Multiply line 21, column (b) by line 7 . .22 300 | -
23 Carryover of operating expenses from 1999 Form 8829 Ime 41 . L23
24 Add line 21 in column (a), line 22, and fine 23 . . . Q| -
25 Allowable operating expenses. Enter the smaller of line 15 or Ime 24 . .o -
26 Limit on excess casualty losses and depreciation. Subtract line 25 from hne 15. -
27 Excess casualty losses. See instructions | . |27
28 Depreciation of your home from Part Il befow . . . 28 140 |-
29 Carryover of excess casualty losses and depreciation from 1999 Form 8820, line 42 |29 140 |-
30 Add lines 27 through 29 .
31 Allowable excess casualty losses and deprecuatlon Enter the smaller of lme 26 or hne 30 .
32 Add lines 14, 25, and 31 -
33 Casualty loss portion, if any, from Ilnes 14 and 31 Carry amount to Form 4684 Sectlon B -
34 Aliowable expenses for business use of your home. Subtract line 33 from line 32. Enter here
and on Schedule C, line 30. If your home was used for more than one business, see instructions P
Depreciation of Your Home
35 Enter the smaller of your home's adjusted basis or its fair market value. See instructions . L35
36 Value of land included on line 35 . . |38
37 Basis of building. Subtract line 36 from hne 35 P . 137
38 Business basis of building. Multiply fine 37 by fine 7 . . |38
39 Depreciation percentage. See instructions . 39 %
40 Depreciation alfowable. Multiply line 38 by line 33 Enter here and on I|ne 28 above See |nstructxons 40 / 4—0 l -
m Carryover of Unallowed Expenses to 2001
41 Operating expenses. Subtract line 25 from fine 24. If less than zero, enter -O- R
42 Excess casualty losses and depreciation. Subtract line 31 from line 30. If less than zero, enter O- . | 42
For Paperwork Reduction Act Notice, see page 4 of separate instructions. Cat. No. 13232M Form 8829 (2000)
&
A4
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Deduction Limit If your gross income from the business operated or managed from
your home equals or exceeds your total business expenses, you can
deduct all your business expenses. If your gross income from that use
is less than your total business expenses, your deduction for certain
expenses for the business use of your home is limited.

Gross income is generally the total sales of your business less cost
of goods sold.

Your deduction of otherwise nondeductible expenses, such as
insurance, utilities and depreciation (with depreciation taken last),
is limited to the gross income from the business use of your home
minus the sum of the following:

* The business part of expenses you could deduct even if you did
not use your home for business (such as mortgage interest, real
estate taxes and casualty and theft losses).

» The business expenses that relate to the business activity in the
home (for example, salaries or supplies), but not to the use of
the home itself.

Example: Your deduction limit is $500. Your otherwise nonde-
ductible expenses related to the business use of the home are
$800. The deduction for these expenses is limited to $500.

Carryforward Expenses that cannot be deducted because of the deduction limit
can be carried forward to later years, subject to the deduction
limit in those years.

Example: Computing the deduction and carryforward.

Renee has gross income of $1,500.00 from her private detective
agency. She has $350 in business expenses that do not relate to
the business use of the home. Her tentative profit is $1,150
($1,500-$350). Using figures from Exhibit 4.1, the business
portion of her expenses are:

Mortgage interest ($700 x 20%) $140
Real estate taxes ($1,000) x 20%) 200
Direct expenses 600
Other indirect expenses 300
Depreciation 140

Renee can take a deduction of $1,150 for expenses related to the
business use of the home. The remaining $230 (including all of
the depreciation of $140) is not deductible but can be carried
forward. (See Exhibit 4.2 on page 4-13.)
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ExniBIT 4.2 - Form 8829, Expenses Not ReLaTeD To Use oF THE HomE, FOR RENEE ExAMPLE

o 3829

Depariment of the Treasury
Internal Revenue Service (39)

Expenses for Business Use of Your Home

» File only with Scheduie C (Form 1040). Use a separate Form 8829 for each
home you used for business during the year.

» See separate instructions.

OMB No. 1545-1266

2000

Attachment
Sequence No. 66

Name(s) of proprietor{s)

ﬁe/\/k:é

Your soclal security number

ISTARNIAYIrY-}
m Part of Your Home Used for Business
1 Area used regularly and exclusively for business, regularly for day care, or for storage of inventory —
or product samples. See instructions . . . . . . . . . . . . . . .. ... . 200
2 Total area of home . . . e e e e e e R,.590
3 Divide line 1 by line 2. Enter the result as a percentage P .. T A0 %
® For day-care facilities not used exclusively for business, also complete Imes 4—8
e All others, skip lines 4-6 and enter the amount from line 3 on line 7.
4 Multiply days used for day care during year by hours used per day . 4 hr.
5 Total hours available for use during the year (366 days X 24 hours). See instructions |5 8,784 hr.
6 Divide line 4 by line 5. Enter the result as a decimal amount . . . L8
7 Business percentage. For day-care facilities not used exclusively for business, multlply line 6 by
line 3 {enter the result as a percentage). All others, enter the amount from line 3 .. A O o
Figure Your Allowable Deduction
8  Enter the amount from Schedule C, line 29, plus any net gain or (loss) derived from the business use of
your home and shown on Schedule D or Form 4797. If more than one place of business, see instructions / ) /S0 |-
See instructions for columns (a} and (b} before {a) Direct expenses {b) Indirect expenses 4
completing lines 9-20.
9 Casualty losses, See instructions . . . -
10 Deductible mortgage interest. See mstructlons . 700 | -
11 Real estate taxes. See instructions, . . . . /,r 000 | -
12 Addlines9,10,and 11, . . . . . . . . [ 700 |-
13 Muitiply line 12, column (b) by line 7 e . 340
14 Add line 12, column (a) and tine 13, . . . . 34’0 -
18  Subtract line 14 from line 8. If zero or less, enter -0- . ¥io |-
16 Excess mortgage interest. See instructions , . [ 16
17 Insurance . . . O o LOO |-
18 Repairs and mamtenance R O | bod - [00 |-
19 Utiliies . . . B §F00 | -
20 Other expenses. See instructions . . . . . |20
21 Addlines16thvough20 . . . . . . . .21 600 [~ [S00]|~-
22 Multiply fine 21, column (b) by line7 . ., . . L. |22 200 | -
23 Carryover of operating expenses from 1999 Form 8629, Ine 41 . . |23 900
24 Add line 21 in column (a), line 22, and line 23 . . . . . e e e e e . nd
25 Aliowable operating expenses. Enter the smaller of line 15 or Ime 24 FR g/0]| -
26 Limit on excess casualty losses and depreciation. Subtract fine 25 fromline 15, , . . . . - 1
27 Excess casualty losses. See instructions . . . . . . . . . . |22
28 Depreciation of your home from Part Ill below . . . 28 40/ -
29  Carryover of excess casualty losses and depreciation from 1999 Form 8829 hne 42 29
30 Add lines 27 through 29 .o - 140 |-
31 Allowable excess casualty losses and depremauon Enter the smaller of line 26 or hne 30 . =
32 Addlines 14,25, and 31 . . . . ) li1so] -~
33 Casualty loss portion, if any. from lmes 14 and 31 Carry amount to Form 4584 Sect;on B . 133
34 Allowable expenses for business use of your home. Subtract line 33 from tine 32. Enter here
and on Schedule C, line 30. If your home was used for more than one business, see instructions » l,1§50o| -
Depreciation of Your Home 4
Enter the smaller of your home's adjusted basis or its fair market value. See instructions . . |35
36 Value of land included on line 35 . . . . . . . . . . . . . . . . . . . . . |38
37 Basis of building. Subtract line 36 from line 35 i ¥
38 Business basis of building. Multiply fine 37 byfine7 . . . . . . . . . . . . . . . |38
39 Depreciation percentage. See instructions . 39 %
40  Depreciation allowable. Multiply line 38 by line 39. Enter here and on hne 28 above See mstructlons 40 I LfO I —
m Carryover of Unallowed Expenses to 2001
41 Operating expenses. Subtract line 25 from line 24. If less than zero, enter -0- , . L4 670 -
42 Excess casualty losses and depreciation. Subtract line 31 from line 30. If less than zero, enter 0~ . | 42 |40 | -

For Paperwork Reduction Act Notice, see page 4 of separate instructions.

Cat. No. 13232M

®

form 8829 (2000)
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Where to Deduct Expenses Related to
the Business Use of the Home

Self-employed individuals show their business income and ex-
penses on Schedule C (Form 1040), ProriT orR Loss From Busi-
NEss, or on Schedule F (Form 1040), ProriT orR Loss FrRoM FARM-
ING. If you file Schedule C, expenses related to the business use
of the home are figured on Form 8829, EXPENSES FOR BUSINESS
Usk ofF Your HoMmE and you report the deductible amount on
line 30 of Schedule C. If you file Schedule F, figure your deduc-
tion using the worksheet at the end of Publication 587, BUSINEss
Usk oF Your HoMmE, and report the deductible amount on line 34
of Schedule F. Write “Business Use of Home” on the dotted line
beside the entry.

Caution: Do not take a double deduction for real estate taxes
and mortgage interest. If you report an amount for the
business portion of the taxes and interest on Schedule
C (or Schedule F), make sure you report only the
personal portion on Schedule A, ITemizep DEDUCTIONS.
The amounts reported on Schedule C (or F) and
Schedule A should be the total interest and taxes you
paid for the year.

Note: Employees must itemize deductions on Schedule A (Form
1040) in order to claim the deduction for business use of their
home. See Publication 587 for more information.

Sale or Exchange of Your Home

Depreciation

If you sell or exchange your home, you may be able to exclude up
to $250,000 (500,000 for certain married persons filing a joint
return) of the capital gain on the sale. However, you cannot
exclude any part of your gain that is equal to any depreciation
allowed or allowable for the business use of your home after May
6, 1997. For more information on the sale or exchange of a home,
see Publication 523, SELLING YOUR HOME.

If you used any part of your home for business, you must adjust
the basis of your home for any depreciation that was allowable for
its business use, even if you did not claim it.

4-14
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Record keeping You must keep records that provide the information needed to
figure your deductions for the business use of your home. You
should keep all canceled checks, receipts, invoices and other
evidence of expenses you paid.

Your records must show the following information:
* The part of your home you use for business.

* That you use the part of the home exclusively and regu-
larly for business and it is one of the following:

* your principal place of business or

* aplace where you meet patients, clients or customers in
the ordinary course of your business or

* a separate structure.

* The depreciation and expenses for the business part of
your home.

Exercise In 2000, Frank started a tax preparation business in his home. He
meets the qualifications to deduct business use of his home. His
house is 2,800 square feet and his office space is 280 square feet.
He has the following expenses:

Mortgage interest $10,000
Advertising 200
Real estate taxes 2,500
Home owners insurance 500
Office supplies 600
Utilities 2,200
Paint (for office only) 200
General repairs (for home) 2,000

The fair market value of the house, which is less than the cost, is
$250,000, and the value of the land is $40,000. The depreciation
percentage is 2.461. His tentative profit on Schedule C is
$30,000.

Compute the business use of home deduction for Frank using
Form 8829, ExPENSES FOR THE BUSINESS USE oF YOUR HOME.
(See Exhibit 4.3 on page 4-16.)

(Answer on page A-7, Exhibit 4.4 - Filled-in Form 8829.)
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C________________ ]

ExHiBiT 4.3 - BLANK Form 8829 For EXERCISE

8829 Expenses for Business Use of Your Home | OMB Mo 15457266
Form » File only with Schedule C (Form 1040). Use a separate Form 8829 for each 2@00
home you used for business during the year.
Dapariment of the Treasury ) Attachment
Internal Revenue Service {99) » See separate instructions. Sequence No. 66
Name(s} of proprietor(s) Your social security number
m Part of Your Home Used for Business
1 Areaused regularly and exclusively for business, regularly for day care, or for storage of inventory
or product samples. See instructions , ., , . s e e e e e e e e e
2 Totalareaof home . . . . .
3 Divide line 1 by line 2. Enter the result as a percentage .. -
e For day-care facilities not used exclusively for business, also complete Ilnes 4-6
¢ All others, skip lines 4-6 and enter the amount fram line 3 on line 7.
4 Muttiply days used for day care during year by hours used per day . 4 hr
5 Total hours available for use during the year (366 days X 24 hours). See instructions |5 8,784 hr
6 Divide line 4 by line 5. Enter the result as a decimal amount ., . . L6
7 Business percentage. For day-care facilities not used exclusively for business, mumply line 6 by
line 3 {enter the result as a percentage). All others, enter the amount from tine 3 . . r %
EESYIl_ Figure Your Allowable Deduction
8 Enter the amount from Schedule C, line 29, plus any net gain or {loss) derived from the business use of
your home and shown on Schedule D or Form 4797. If more than one place of business, see instructions
See instructions for columns (a) and (b) before {a) Direct expenses (b) Indirect expenses
completing lines 9-20.
9 Casualty losses. See instructions , , -
10 Deductible mortgage interest. See mstrucnons
11 Real estate taxes. See instructions, , ., ., .
12 Addlines 9, 10, and 11. . . . e e
13 Multiply line 12, column (b) by line 7 e e e .
14  Add line 12, column (a) and tine 13, . . . .
15 Subtract line 14 from fine 8. If zero or less, enter -0- _ I
16  Excess mortgage interest. See instructions , . | 16
17 Insurance . . . I
18 Repairs and mamtenance e A
19 Utilitles . . . A L
20 Other expenses. See mstructlons ... . . |20
21 Addlines16through20 . . . . . . . . L21
22 Multiply fine 21, column (b) by line 7 . . . .. 22
23 Carryover of operating expenses from 1999 Form 8829 hne 41 R I <}
24 Add line 21 in column (@), fine 22, and line 23 . . . . e e e e e .
25  Allowable operating expenses. Enter the smaller of line 15 or Ime 24 e e e e e
26 Limit on excess casualty losses and depreciation. Subtract line 25 fromline 15, . ., . ., . M
27 Excess casualty losses. See instructions , , ., . . . . . . .
28 Depreciation of your home from Part Il below . . . . 28
29  Carryover of excess casualty losses and depreciation from 1999 Form 8829 line 42 29
30 Addlines 27 through 29 . . . . .. -
31 Allowable excess casualty losses and deprecnatuon Enter the smaller of hne 26 or hne 30 N
32 Addlines 14,25, and 31 . . . -
33 Casualty loss portion, if any. from hnes 14 and 31 Carry amount to Form 4684 Secnon B -
34 Allowable expenses for business use of your home. Subtract fine 33 from fine 32. Enter here
and on Schedule C, line 30. If your home was used for more than one business, see instructions »
Depreciation of Your Home
35 Enter the smaller of your home's adjusted basis or its fair market value. See instructions . . |38
36  Value of land included on line 35 . e o
37 Basis of building. Subtract line 36 from ess. . ... 3
38 Business basis of building. Multiply line 37 bylire7 . . . . . ., . . . . . . . . . |38
39 Depreciation percentage. See instructions . 39 %
40 Depreciation allowable. Multiply line 38 by line 39. Enter here and on line 28 above See instructions 40 [
m Carryover of Unallowed Expenses to 2001
41 OQOperating expenses. Subtract line 25 from line 24. If less than zero, enter -0- , .4
42  Excess casualty losses and depreciation. Subtract line 31 from line 30. If less than zero, enter -0- . |42
For Paperwork Reduction Act Notice, see page 4 of separate instructions. Cat. No. 13232M Farm 8829 (2000
®
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Lesson 5
Tax Incentives for Employers

Introduction This lesson provides information on how small business owners
can participate in both the public and private effort to help move
individuals with special employment needs and long-term family
assistance recipients into jobs in the private sector. By actively
recruiting from these groups, you can expand your job applicant
pool of entry-level workers and, at the same time, make an impor-
tant contribution to a national effort that affects your community.
By hiring and retaining these individuals, you can receive tax
savings with the work opportunity credit of as much as $2,400
per employee for first-year wages paid. With the welfare-to-work
credit you can receive as much as $8,500 per employee over a 2-
year period.

. . At the end of this lesson you will be able to:
Objectives
1. Name the eight targeted groups and dates of eligibility for
the work opportunity credit.

2. Name the group and dates of eligibility for the welfare-to-
work credit.

3. Prepare the IRS and Department of Labor forms required for
pre-screening and certification of the work opportunity and
welfare-to-work credits.

References Publication 334, Tax GUIDE FOR SMALL BusiNess (For INDIVIDUALS
WHho Usg ScHEDULE C or C-EZ)

Publication 954, TAx INCENTIVES FOR EMPOWERMENT ZONES AND
OTHER DISTRESSED COMMUNITIES

Form 3800, GENERAL BUSINESS CREDIT
Form 5884, Work OPPORTUNITY CREDIT

Form 8850, PRE-SCREENING NOTICE AND CERTIFICATION REQUEST FOR
THE WORK OPPORTUNITY AND WELFARE-TO-W ORK CREDITS

Form 8861, WELFARE-TO-WORK CREDIT

U.S. Department of Labor ETA-9061, INDIVIDUAL CHARACTERISTICS
Form, WoRK OPPORTUNITY CREDIT AND WELFARE-TO-WORK CREDIT

U.S. Department of Labor ETA-9062, CONDITIONAL CERTIFICATION,
WOoRK OPPORTUNITY AND WELFARE-TO-WORK TAX CREDITS
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Work
Opportunity
Credit

Targeted Group
Employee

The work opportunity credit provides businesses with an incentive
to hire individuals from groups that have a particularly high
unemployment ratio or other special needs. Your business does
not have to be designated an empowerment zone, enterprise
community or renewal community (see Publication 954, Tax
INCENTIVES FOR EMPOWERMENT ZONES AND OTHER DISTRESSED
ComMmunITIES) to qualify for this credit. You can claim the credit if
you pay or incur “qualified first-year wages” to a “targeted group
employee” who began work for you after September 1997 and
before January 1, 2002.

A targeted group employee is any employee who has been certi-
fied by your state employment security agency (SESA) as a:

1. Recipient of assistance under Temporary Assistance for
Needy Families (TANF),

Veteran,

Ex-felon,

High-risk youth,

Vocational rehabilitation referral,
Summer youth employee,

Food stamp recipient or

® N WUk wD

Supplemental security income (SSI) recipient.

Exhibit 5.1 on page 5-3 lists their qualifications and necessary
documentation.
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ExHiBiT 5.1 — WoRrk OppoRrTUNITY CREDIT DEFINITIONS

LESSON 5

Applicant Target Qualifications Documentation*
Groups

Qualified TANF recipient | The applicant has received TANF benefits | SESA staff will verify eligibility.
for any nine of the last 18 months.

Qualified veteran The applicant is a veteran who served at Military Discharge Papers (DD214),
least 180 days of active duty, has not been | while food stamps will be verified by
on active duty during the 90 days after the | SESA staff.
hire date and has received food stamps at
least three consecutive months within the
last 15 months.

Qualified ex-felons The applicant is a felon who was convicted | Documentation that shows conviction
or released from prison in the past year and/or release dates. These may be
and who was a member of a low-income obtained from correctional institution
family during the last six months. records, court records, etc. In addition,

income documentation for each family
member in the household during the six-
month period preceding the hire date.

Qualified food stamp The applicant is between 18 and 24 on Documentation of age and food stamp

recipients hiring, and is a member of a family that benefit history is required. A copy of a
received food stamps for the last six birth certificate or drivers license is
months; or is an able-bodied adult without | sufficient to determine age. SESA staff
dependents who received food stamps at will venfy food stamps.
least three of the last five months.

Qualified supplemental The applicant must have received Supplemental security income records

security income supplemental security income for any are required for documentation. These

recipients month during the 60 days before the date records can be obtained through the
of hire. Social Security Administration.

High risk youth living The applicant is between the 18 and 24 on | Documentation of age and proof of

within an empowerment | hiring and lives within an empowerment residence ZIP code are required. A copy

zone or enterprise zone or enterprise community (EZ/EC). of a birth certificate or driver's license

community. (See Publication 954.) may document age. A current utility bill,
telephone bill or driver's license is
necessary to prove address of residence.

Vocational rehabilitation | The applicant was referred by a Documentation must show the applicant

referral rehabilitation agency approved by the state | is, or has been, receiving services and
or the Department of Veterans Affairs. has an Individualized Written

Rehabilitation Plan through a state
rehabilitation agency or a Veterans
Administration vocational.

Qualified summer youth | The applicant performs services for the Documentation of age and proof of

employee employer between May 1 and September residence ZIP code are required. A birth
15, is 16 or 17 years old on hiring, has not | certificate or driver's license copy may
been employed by the same employer document age. A current utility bill,
before the 90 days (summer period) telephone bill or driver's license is
between May 1 and September 15 and necessary to prove address of residence.
lives in the EZ/EC.

* Employers with questions about obtaining documentation should contact the work opportunity
credit unit at their local SESA office.
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State Certification An employee is not considered a targeted group employee or a
long-term family assistance recipient without SESA certification.
To receive certification, submit Form 8850, PRE-SCREENING NOTICE
AND CERTIFICATION REQUEST FOR THE WORK OPPORTUNITY AND
WELFARE-TO-WORK CREDITS, to your SESA.

You must either:

1. Receive the certification by the day the individual begins
work or

2. Do both of the following:

a. Complete Form 8850 by the day you offer the individual
a job and

b. Submit the form to your SESA by the 21st day after the
individual begins work.

See Exhibit 5.2 on page 5-5 and Exhibit 5.3 on pages 5-6 and 5-7
for instructions and a filled-in Form 8850.
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ExHiBiT 5.2 — Form 8850 INSTRUCTIONS

Form 8850 may be used for either work opportunity credit or welfare-to-work credit. Com-
plete both sections if you are applying for both tax credits; otherwise, complete only the
appropriate section.

Job Applicant Information (Work Opportunity Credit)

e Name: Enter name of the applicant/potential employee.

e Social Security Number (SSN): Enter the SSN of the applicant/potential employee.

e Address: Physical home address of applicant/potential employee.

* City/State/Zip Code: Self-explanatory.

e Date of Birth: Only required if applicant is under age 25.

e Telephone Number: Self-explanatory.

* Question #1: If job applicant received conditional certification from a participating
agency, check the block; skip question #2. Job applicant signs and dates.

e Question #2: If applicant does not have conditional certification, check Question #2, if any
statements apply to you. Job applicant signs and dates.

e Applicant’s Signature: This must be an original signature.

Job Applicant Information Welfare-to-Work Tax Credit

e Complete all information on the top third of the page.

* Question #3: If job applicant received conditional certification from a participating
agency, check this block for the welfare-to-work credit. Skip question # 4, and have the
job applicant sign and date.

e Question #4: If job applicant does not have conditional certification, check the box for
Question #4 if the applicant/ potential employee meets any of the requirements for a
welfare-to-work credit, and have the job applicant sign and date.

e Applicant’s Signature: This must be an original signature.

Employer Use Only

* Employer name and telephone number: This should reflect the business name and
business telephone number.

e Employer Identification Number (EIN): Self explanatory.

e Street Address and City/State/Zip Code: Reflect business address information.

e Person to Contact/Telephone/Address/City/State: To be completed if a third party is the
designated point of contact, or if Certification is to be mailed to a different address, such
as a corporate headquarters.

¢ Interview date: Date the first interview was held.

* Job offer: Date the job offer was made.

» Hiring: The date of actual hire.

* Job starting: The date the employee physically starts to work. Note: Form 8850 must be
postmarked within 21 days of the start date.

e Signature: The signature of the employer or third party consultant must be original.
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ExHiBIT 5.3 — FiLLED-IN Form 8850, PaGE 1
. 8850 | PreScreening Notice and Certification Request for
Rev. November 1998) the Work Opportunity and Welfare-to-Work Credits OMB No. 1545-1500
li’?ﬁ.'i?"ﬁﬁé’&f?%lﬁil"’” > See separate instructions.

Job applicant: Fill in the lines below and check any boxes that apply. Complete only this side.

wsnane LN CHAE L TOAN DIE _ snisecuymmer» 87 00 432
Street address where you live %st SourH ST

Sty or town, state, and 2P code 3/ VTDWA// 7X 77/23

elephone o, (11 3) 555~ 4678

F you are under age 25, enter your date of birth (month, day. year) oligl ,7X

Work Opportunity Credit

1 [ check here if you received a conditional certification from the state employment security agency (SESA) or a participating
local agency for the work opportunity credit.

2 @/Check here if any of the following statements apply to you.

e | am a member of a family that has received assistance from Aid to Families with Dependent Children (AFDC) or its
successor program, Temporary Assistance for Needy Families (TANF), for any 9 months during the last 18 months.

e | am a veteran and a member of a family that received food stamps for at least a 3-month period within the last 15
months.

e | was referred here by a rehabilitation agency approved by the state or the Department of Veterans Affairs.

e | am at least age 18 but not over age 24 and | am a member of a family that:
a Received food stamps for the last 6 months, OR
b Received food stamps for at least 3 of the last 5 months, BUT is no longer eligible to receive them.

e Within the past year, | was convicted of a felony or released from prison for a felony AND during the last 6 months |
was a member of a low-income family.

e | received supplemental security income (SSH) benefits for any month ending within the last 60 days.

Welfare-to-Work Credit

3 [ check here if you received a conditional certification from the SESA or a participating local agency for the
welfare-to-work credit.

4 lt{ Check here if you are a member of a family that:
e Received AFDC or TANF payments for at least the fast 18 months, OR
® Received AFDC or TANF payments for any 18 months beginning after August 5, 1997, OR

e Stopped being eligible for AFDC or TANF payments after August 5, 1997, because Federal or state law limited the
maximum time those payments could be made. :

All Applicants

Inder penalties of perjury, | declare that | gave the above information to the employer on or before the day t was offered a job, and it is, to the best of
ny knowledge, true, correct, and complete.

Job applicant’s signature F%M 9» ﬂaﬂ-—é/ Date JS 30101

‘or Privacv Act and Paperwork Reduction Act Notice, see page 2. Cat. No. 22851L Forn 8850 (Rev. 11-98)
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ExniBIT 5.3 — FiLLED-IN Form 8850, PAGE 2

LESSON 5

Form 8850 {Rev. 11-98)

Page 2

For Employer’s Use Only

Employer’s nameﬁ'gc‘ ﬂ‘”ﬂﬁ //Vl&,n INEC, Teiephone no. (7(2)53%- /23 % e » 76123 Y57

Street address

[I23 _MNMAIV ST,

City or town, state, and ZIP code /}/\/ ‘7/7—0 L‘//U,, TX 77 /2 3

Person to contact, if different from above

Street address

Telephone no.

(G -

City or town, state, and ZIP code

If, based on the individual's age and home address, he or she is a member of group 4 or 6 (as described under Members
of Targeted Groups in the separate instructions). enter that group number (4 or 6)

DATE APPLICANT: Gave

information AS 18910/ jofl{)eredﬂ\g- /27/0'/

Was
O

 g—

Stal

W reed
hirea S 12910 job “os Boio/

Under penaities of perjury, | declare that | compieted this form on or before the day a job was offered to the applicant and that the information | have furnished is, to
the best of my knawledge, true, correct, and complete. Based on the information the job applicant furnished on page 1, | befieve the individual is 2 member of a
targeted group or a long-term family assistance recipient. | hereby request a certification that the individuat is 8 member of @ targeted group or a long-term family

assistance recipient.

Title A[ /0

7 pate 45 /30 ‘0/

*
Employer's signature %W M
</

Privacy Act and
Paperwork Reduction
Act Notice

Section references are to the Internal
Revenue Code.

Section 51(d){(12) permits a prospective
employer to request the applicant to
complete this form and give it to the
prospective employer. The information
will be used by the employer to
complete the employer's Federal tax
return. Completion of this form is
voluntary and may assist members of
targeted groups and long-term family
assistance recipients in securing
employment. Routine uses of this form
include giving it to the state employment
security agency (SESA), which will
contact appropriate sources to confirm
that the applicant is a member of a
targeted aroup or a Jona-term familv

assistance recipient. This form may also
be given to the Internal Revenue Service
for administration of the Internai
Revenue faws, to the Department of
Justice for civil and criminal litigation, to
the Department of Labor for oversight of
the certifications performed by the
SESA, and to cities, states, and the
District of Columbia for use in
administering their tax laws.

You are not required to provide the
information requested on a form that is
subject to the Paperwork Reduction Act
unless the form displays a valid OMB
control number. Books or records
relating to a form or its instructions must
be retained as fong as their contents
may become material in the
administration of any Internal Revenue
faw. Generally, tax returns and return
information are confidential, as required
by section 6103.

The time needed to complete and file
this form will vary depending on
individual circumstances. The estimated
average time is:

Recordkeeping . . 2 hr, 47 min,
Learning about the law
or the form . 28 min,

Preparing and sending this form
to the SESA . . 36 min,

If you have comments concerning the
accuracy of these time estimates or
suggestions for making this form
simpler, we would be happy to hear from
you. You can write to the Tax Forms
Committee, Western Area Distribution
Center, Rancho Cordova, CA
95743-0001.

DO NOT send this form to this
address. Instead, see When and Where
To File in the separate instructions.

In addition, mail as soon as possible either:

I.

U.S. DEPARTMENT OF LABOR ETA-9061, INDIVIDUAL

CHARACTERISTIC FOorRM (with all supporting documenta-
tion), if the employee has not been conditionally certified

already by your SESA or a participating agency (see
filled in example Exhibit 5.4 on page 5-8) or

U.S. DEPARTMENT OF LABOR ETA-9062, CONDITIONAL
CEerTIFICATION FORM, if provided to the applicant by a
participating agency (e.g., the Job Corps).
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WORKBOOK

ExHiBiT 5.4 — ETA-9061, INDIviDUAL CHARACTERISTICS FORM

LESSON 5

Individual Characteristics Form
Work Opportunity Tax Credit and
Welfare-to-Work Tax Credit

U.S. Department of Labor
Employment and Training Administration
U.S. Employment Service

&

1. CONTROL NO.
(For Agency Use Only)

Individual Information
(Instructions on the Back)

OMB Control No.: 12050371
Expires: 07/31/98

2. DATE RECEIVED
(For Agency Use Only)

3. EMPLOYER NAME/ADDRESS 4. EMPLOYER ID NUMBER 5. EMPLOyENTBS}'ARTOD;TE
A@c /DLQ//IB IM&? m 7&“/23('/567 Starting Wage:
/] X3 /77/4 120 S7. 6. Have you worked for the above s /§2r oo per hour
employer before?
ANY Town, TX 77/23 |77 POSITION:
o o o & Plapsee
7. NA IVIDUAL  (Last, First, Middle) 8. SOCIAL SECURITY NI
35%?0 /ot HAE L TOHN 7~ 00~ 52/

] ho:bo‘ve ncmad individual is de

the: lemn thanelcﬂslks for: WOTC anget Group Cumhmm

9. Age between 16 - 257

Yes No

If YES, indicate your “Date of Birth” telow:

Date of Binth I/ _ a1l - 77

10. A veteran and a member of a
family that received Food Stamps
for a period of at least 3 months in
the last 15 months.

Yes No £

If YES, also compiete Box 17.

11. Is a member of a family that received AFDC (TANF)
benefits for any @ months in the last 18 months.

No &

Yes

it YES, also complete Box 17.

12. is a member of a family that received Food
Stamps for the last 6 months.

Yes ‘/ No

for at least a 3-month period within the
last 5 months, BUT is no longer receiving
them?

or

Yes No
it YES to either, also complete Box 17.

15. Is receiving or has recelved Rehabilitation
Services through a State Rehabilitation
Services program or the Veterans’
Administration.

vl

Yes

13. In the past year has been
convicted of a felony or released
from prison after a felony conviction.

No‘/

It YES. complete below:

Yes

Date of Conviction
Date of Release

Total income for the past 6 months
for all family members living in the
same household?

Tolal income:

{11 No income, Enter 0 above)

No. of family members living in the
same household for the past 6
months, including yourseif:

14, Lives and plans to continue living in a Federal
Empowerment Zone or Enterprise Community.

Yos £ No—

16. Received Supplemental Security income (SS1)
benefits for any month ending within the last 60
days.

Yes —— No ‘/

17. Ifindividual is not a primary recipient of benefits,
please provide the following:

Name of Primary Recipient

City/State of Benefits

18. Is a mamber of a family that:

riing: work alter Decomnber

der the Wellare-to-Work Tax Creoit

+ Has recaivad AFDC or TANF payments for at least the last 18 consecutive months; Yes &~ No or
* Has received/is receiving AFDC or TANF payments for any 18 moniths starting after August 5, 1997; Yes No o
 Stopped being eligible for AFDC or TANF payments after Aug. 5, 1997 because Federal or state law YeS — No e

limited the maximum time such assistance is payable.

19. SOURCES USED TO DOCUMENT ELIGIBILITY:
Al
) i .

Note: | centify that the information is true and correct lo the best of my knowledge. | understand that the information above may be subject to
verification. The signature of the party completing this form is required below.

20. SIGW} Z Q @

21, DABI/O

Page 1 of 3

L4 ‘ETA-8061 (Rev. Jan. 1998)
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Qualified First-Year
Wages

Nonqualified Wages

Amount of Credit

Qualified first year wages are qualified wages you pay or incur for
work performed by a targeted group employee during the 1-year
period beginning on the date the individual begins work for you.
Qualified wages are generally wages subject to FUTA tax - up to
$6,000 each tax year* for each employee ($3,000 each tax year*
for a summer youth employee).

*Note: The one-year period can cover two tax years.

Example: Your certified employee began working for you on
November March 26, 2001, tax year 2001. The 1-year
period ends March 26, 2002, tax year 2002.

If the work performed by the employee during more than half of
any pay period qualifies under FUTA as agricultural labor, the first
$6,000 of that employee’s wages subject to social security and
Medicare taxes are qualified wages.

Some of the most common wages that do not qualify include
wages you pay or incur to an employee who:

1. Has worked for you more than 1 year,

2. Is your relative or dependent,

3.  Worked for you previously or

4. Does not work for you at least 120 hours.

See Form 5884, Work OpporTUNITY CREDIT, for a complete list of
wages that do not qualify for the credit.

The table below shows the rate you apply to qualified first-year
wages you pay or incur each tax year to a targeted group em-
ployee who works the number of hours shown and the maximum
credit you can claim each tax year for each targeted group em-
ployee.

RATE AND MAXmMUM CREDIT EacH TAX YEAR FOR
EacH TARGETED GROUP EMPLOYEE

MAXIMUM

QUALIFIED

FirsT-YEAR  MAXIMUM
Hours WORKED RATE WAGES CREDIT
AT LEAST 400.....ccreerreereereerseeraeesaessaes 40% $6,000% $2,400
FEWER THAN 400 BUT AT LEAST 120....25%  6,000% 1,500

*3,000 FOR A SUMMER YOUTH EMPLOYEE
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Claiming the Credit Use Form 5884 to claim this credit (Exhibit 5.5) and file it with
your tax return. For example, sole proprietors claiming the credit
on their 2000 tax returns entered the credit on Form 1040, Line
49, OTHER CREDITS.

ExHiBiT 5.5 — Form 5884, Work OppoRTUNITY CREDIT

i H OMB No. 1545-0219
Form 5884 Work Opportunity Credit ___2__@6_0_
5.‘?21’5.”525332’ sgv'.?;"” » Attach to your return, gg;ﬁ:r'\';n;q 77

Name(s) shown on retum Identifying number

IEEZT] Current Year Credit (Members of a controlled group, see instructions.}

1  Enter the total qualified first-year wages paid or incurred during the tax year, and multiply by the
percentage shown, for services of employees who are certified as members of a targeted group and:

a Worked at least 120 hours but fewer than 400 hours . . .$—— X 25% (25)

b Worked at least 400 hours . . . . e e e Wb X 40% (40)

2 Current year credit. Add lines 1a and 1b You must subtract this amount from your deduction for

salaries and wages . . . . . 4 s 4 4 s e e e s

3 Work opportunity If you are a— Then enter total of current year work opportunity credit(s) from—
credits from a Shareholder . .| Schedule K-1 {Form 11208), tines 12d, 12e, or 13, .,
pass-through bPartner . . .| Schedule K-1 {Form 1065), lines 12c, 12d, or 13 . .

entities c Beneficiary . .| Schedule K-1 (Form 1041), line 14 . o -
dPatron . . .| Written statement from cooperative , .

4 Total current year work opportunity credit. Add lines 2 and 3. (S corporations, partnerships, estates,
trusts, cooperatives, regulated investment companies, and real estate investment trusts, see
INSUUCHONS.) . & & & v v e e v e e e e e e e e e e e e e e e s =

5 Regular tax before credits:

Individuals. Enter the amount from Form 1040, line 40 . . . - .
Corporations. Enter the amount from Form 1120, Schedule J, hne 3 Form 1120- A
Part I, line 1; or the applicable fine of your return . . . . e e e e e
Estates and trusts. Enter the sum of the amounts from Form 1041 Schedule G, lines 1a
and 1b, or the amount from the applicable line of your return . . . . . . . .

6  Alternative minimum tax:

Individuals. Enter the amount from Form 6251, fine28 ., . . . . . . . }

*

.

Corporations. Enter the amount from Form 4626, line 15 ., .
* Estates and trusts. Enter the amount from Form 1041, Schedule |, !me 39

7 AddfinesS5and6 . . . . . . . . . . . . 0. e 0. . -
8a Foreign tax credit . . . . . | Ba
b Credit for child and dependem care expenses (Form 2441 hne 9) . |8b
¢ Credit for the elderly or the disabled (Schedule R (Form 1040), line 20) 8c
d Education credits (Form 8863, ne18). . . . . . . . . . . [ 8d
e Child tax credit (Form 1040, line 47) . . . . . . . . . . . |88
f Mortgage interest credit (Form 8396, ine11) . . . . . . . . | 8f
g Adoption credit (Form 8839, line 14) . . ., . . . 8g
h District of Columbia first-time homebuyer credit (Form 8859 line 11) 8h
i Possessions tax credit (Form 5735, fine 170r27). . . . . . . |8
j Credit for fuel from a nonconventional source . . . . . . . . 8
K Qualified electric vehicle credit (Form 8834, ine 19) . . . . . _ L8k
| Add lines 8a through 8k . . e e e e e e e e e e e e e e
9 Net income tax. Subtract line 81 from hne 7 e e .
10 Tentative minimum tax (see instructions) , . . .. | 10 |
11 Net reqular tax. Subtract line 8! from fine 5. If zero or Iess, enter 0~ 11
12 Enter 25% (.25) of the excess, if any, of line 11 over $25,000 {see
instructions) . . . e e e e e e e e
13 Enter the greater of Be 1000 0e 12 . o v v e e e e L |8
14 Subtract line 13 from line 9. If zero or less, enter -0-, . . . . LM -

15 Work opportunity credit allowed for the current year. Enter the smaller of Ime 4 or lme 14
here and on Form 1040, line 49; Form 1120, Schedule J, line 6d; Form 1120-A, Part |, line 4a;
Form 1041, Schedule G, line 2¢; or the applicable fine of yourreturn . . . . . . . . . |15

For Paperwork Reduction Act Notice, see page 3. Cat. No. 135700 Form 5884 (2000)
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Complete Form 3800, GENERAL Business Crepit (Exhibit 5.6)
instead of completing Part II of Form 5884 to figure the tax
liability limit for the credit if for this year you are also claiming the
welfare-to-work credit.

ExxiBiT 5.6 — Form 3800, GENERAL BusiNess CReDIT

. 3800 General Business Credit | OMB No. 1545-08%5
orm
> Attach to your tax return. 2@00
Depsrtment of the Treasury Attachment
Internal Revenue Service » See separate instructions. Sequence No. 22
Name(s) shown on return identifying number
Tentative Credit
1a Current year investment credit (Form 3468, Part ). . . . . . . . . . . . . . . . |12
b Cument year work opportunity credit (Form 5884, Partl). . . . . . . . . . . . . . [1b
¢ Current year welfare-to-work credit (Form 8861, Part) . . . . . . . . . . . . . . |1
d Current year credit for alcohol used as fuel (Form6478), . . . . . . . . . . . . . | 1d
e Current year credit for increasing research activities (Form 6765, Part I) O A -
f Current year low-income housing credit (Form 8586, Part) ., . . . . . . . . . . . [1f
g Current year enhanced oil recovery credit (Form 8830, Part ) . . . . . . . . . . . . |14
h Current year disabled access credit (Form 8826, Parti) . . . S L
i Current year renewable electricity production credit (Form 8835, Part R I
j Current year Indian employment credit (Form 8845, Partl) ., . . . B |
k  Current year credit for employer social security and Medicare taxes paid on certain employee ups (Form 8845 Part |1k
| Current year orphan drug credit (Form 8820, Partl) . . . . L
m Current year credit for contributions to selected community developmen( corporanons (Form 8847 Pan y. [Im
n Current year trans-Alaska pipeline liability fund credit (see instructions), . ., . n
o Current year general credits from an electing large partnership (Schedulte K-1 (Form 1065 B)) . e
2 Current year general business credit. Add lines tathrough1e . . . . . . . . . . 2
3 Passive activity credits included on line 2 (see instructions) ., . . . . . . . ., . . . 3
4  Subtract fine 3 fromline 2. . . A
§ Passive activity credits allowed for 2000 (see mstn.lctlons) 5
6 Carryforward of general business or ESOP credit to 2000 (see mstrucnons for the schedule to attach) 6
7 Carryback of general business credit from 2001 (see instructions) . . . . . . . . . . 7
ive general busil credit. Add iines 4 through 7 . . . . - e e . 8
General Business Credit Limitation Based on Amount of Tax
Regu!ar tax before credits (seeinstructions). . . . . . . . . . . . . . . . . . |8
10 Alternative minimum tax (see instructions) . . . . . . . . . . . . . .. ... 110
1 Addlines9and 10 . . . . . . . ... . ..o o -
12a Foreign tax credit . . . . . [A2a
b Credit for child and dependent care expenses (Form 2441 lme 9) . [12b
c Credit for the elderly or the disabled (Schedule R (Form 1040), tine 20) |12¢
d Education credits (Form 8863, line18) . . . . . . . . . . [12d
e Child tax credit (Form 1040, line 47) . . . . . . . . . . . |12
f Mortgage interest credit (Form 8396, line 11) . . . . . . . . [12f
g Adoption credit (Form 8839, line 14) . . . 129
h District of Columbia first-time homebuyer cred:t (Form 8859 fine 11) 12h
i Possessions tax credit (Form 5735, tine 17 0r27). . . . . . . |12
j Credit for fuel from a nonconventional source . . . . . . . . |12
k Qualified electric vehicle credit (Form 8834, line 19) . . . . . . 12k
| Add lines 12a through 12k . . o M
13 Net income tax. Subtract fine 121 from line 11 O K |
14 Tentative minimum tax (see instructions) . . . . . R L
15 Net regular tax. Subtract fine 12 from fine 9. If zero or less enter -O— 15
16 Enter 25% (.25) of the excess, if any, of line 15 over $25,000 (see
instructions) . . . O A -
17 Enter the greater of fine 14 orine 16 . . . . . . . ... ... .. ... %1
18a Subtract line 17 from line 13. If zero or less, enter -0 . . . . . . . . . . . . . . |1ga I
18b Enter the smaller of line 8 or line 18a. Individuals, estates, and trusts: See instructions if
claiming the credit for increasing research activities. C corporations: See the instructions for
Schedule A if any regular investment credit carryforward is claimed and the line 18b instructions
if there has been an ownership change, acquisition, or reorganization . . . ., . . . . . |18b
18c Suspended research credit allowed for the current year (see instructions) , . . . . . . . |[18¢ -
19  General business credit allowed for the current year. Subtract line 18c from line 18b. Enter
here and on Form 1040, line 49; Form 1120, Schedule J, line 6d; Form 1120-A, Part I, line 4a;
Form 1041, Schedule G. line 2c; or the applicable line of your return . . . . . |19
For Paperwork Reductian Act Notice, see back of form. Cat. No. 12392F Form 3800 (2000)
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Effect on Salary and
Wage Deduction

Effect of Welfare-to-
Work Credit

More Information

Checklist

(IMPORTANT!

In general, you must reduce the deduction on your income tax
return for salaries and wages by the amount of your work oppor-
tunity credit. For a sole proprietor, this is on Schedule C of Form
1040.

You cannot claim both the work opportunity credit and the
welfare-to-work credit for the same employee during the same tax
year. In some cases, in may be more advantageous to claim the
work opportunity credit the first year and the welfare-to-work
credit the second year.

For more information about the work opportunity credit, see
Form 5884 or visit the Department of Labor Web site at
www.doleta.gov or call 1-800-695-6879 for forms and informa-
tion. You can also use the Department of Labor’s fax on demand
service by calling (703) 365-0768 (not a toll-free number) from
your fax machine and following the prompts.

Before claiming the credit, use this checklist

v/ Form 8850 completed and signed by:
v Employer and
v Employee

v ETA Form 9061, INpivipuaL CHARACTERISTICS FORM and
v/ Documents attached to demonstrate eligibility or

v ETA Form 9062, ConpiTioNAL CERTIFICATION ForRM, from an
authorized participating agency.

Information must be entered on Form 8850 on or before the
day a job offer is made.

Form 8850 must be postmarked within 21 days of the
employee’s start date and have original signatures.

ETA-9061 should be mailed as soon as possible and does not
need original signatures.

Note: At the time this workbook was printed, the credit was
set to expire for individuals who begin working for you
after Dec. 31, 2001.

5-12
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Welfare-to-Work
Credit

Long-term Family
Assistance Recipient

State Certification
Required

The welfare-to-work credit provides businesses with an incentive
to hire long-term family assistance recipients. Your business does
not have to be an empowerment zone, enterprise community or
renewal community to qualify for this credit. You can claim the
credit if you pay or incur “qualified wages” during the first 2 years
of employment to a ‘long-term family assistance recipient” who
began work for you after Dec. 1997 and before Jan. 1, 2002.

A long-term family assistance recipient is an individual who has
been certified by your SESA as a member of a family that:

1. Has received assistance payments from Temporary Assis-
tance for Needy Families (TANF) for at least 18 consecutive
months ending on the hiring date,

2. Received assistance payments from TANF for any 18 months
(whether or not consecutive) beginning after August 5, 1997,
and is hired not more than 2 years after the end of the earliest
18-month period or

3. After August 5, 1997, stopped being eligible for assistance
payments because federal or state law limits the maximum
period that assistance is payable, and is hired not more than 2
years after that eligibility for assistance ends.

An individual is not considered a long-term family assistance
recipient without SESA certification. To receive certification,
submit Form 8850 to your SESA.

You must either:

1. Receive the certification by the day the individual begins
work or

2. Do both of the following:

a  Complete Form 8850 by the day you offer the individual
ajob and

b. Submit the form to your SESA by the 21st day after the
individual begins work.

See Exhibit 5.2 on page 5-5 and Exhibit 5.3 on pages 5-6 and 5-7
for instructions and a filled-in Form 8850.

In addition, mail as soon as possible either:

1. U.S. DEPARTMENT OF LABOR ETA-9061, INDIvIDUAL CHARAC-
TERISTIC FOrRM (with all supporting documentation), if the
employee has not been conditionally certified already by your
SESA or a participating agency (see filled in example Exhibit
5.4 on page 5-8) or

5-13
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2. U.S. DEPARTMENT OF LABOR ETA-9062, ConDITIONAL CERTIFI-
caTION Forw, if provided to the applicant by a participating
agency (e.g., the Job Corps).

Qualified Wages Qualified wages are generally wages subject to FUTA taxes
without regard to the FUTA dollar limit, but not more than
$10,000 each tax year for each employee. If the work performed
by the employee during more than half of any pay period qualifies
under FUTA as agricultural labor, the first $10,000 of that
employee’s wages subject to social security and Medicare taxes
are qualified wages. For this credit, qualified wages also generally
include the following amounts paid or incurred by the employer
that are normally excludable from the employee’s gross income:

1. Amounts received for medical care under accident and health
plans.

2.  Employer-provided coverage under accident and health
plans.

3. Certain amounts excludable under an educational assistance
program.

4. Amounts excludable under a dependent care assistance

program.
Nonqualified Wages Some of the most common wages that do not qualify include

wages you pay or incur to an employee who:

1. Has worked for you for more than 2 years,

2. Is your relative or dependent,

3. Worked for you previously or

4. Does not either:
a. Work for you at least 180 days or
b. Complete at least 400 hours of service.

For a complete list of nonqualified wages, see the general instruc-
tions for Form 8861.

Amount of Credit The following table shows the rate you apply to the qualified
wages you pay or incur during each year of employment and the
maximum credit you can claim each tax year for each qualified
employee.

5-14
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RATE AND MAXIMUM CREDIT EACH TAX YEAR FOR EACH
LONG-TERM FAMILY ASSISTANCE RECIPIENT

QUALIFIED 1ST-YEAR WAGES 35% $10,000 $3,500
QUALIFIED 2ND-YEAR WAGES 50% $10,000 $5,000

MAxiMum
QuALIFIED MAXIMUM
RATE WAGES CREDIT

Qualified First-Year
Wages

Qualified Second-
Year Wages

Claiming the Credit

Qualified first-year wages are qualified wages you pay or incur for
work performed by a long-term family assistance recipient during
the 1-year period beginning on the date the individual begins work
for you.

Qualified second-year wages are qualified wages you pay or incur
for work performed by a long-term family assistance recipient
during the 1-year period beginning on the day after the last day of
the first-year wage period.

Use Form 8661 to claim this credit (Exhibit 5.7) and file it with
your tax return. For example, sole proprietors claiming the credit
on their 2000 tax returns entered the credit on Form 1040, Line
49, OTHER CREDITS.
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ExHiBiT 5.7 — Form 8661, WEeLFARE-TO-WORK CREDIT

«n 8861 Welfare-to-Work Credit —_—_OMBZN@BBSSE

Depanment of the Treasury Attachment
Interaal Rovenue Service ¥ Attach to your return. Sequence No. 107

Name(s) shown on return identifying number

XYL Current Year Credit

1 Enter on the applicable fine below the qualified first- or second-year wages paid or incurred
during the tax year and multiply by the percentage shown for services of employees who are
certified as long-term family assistance recipients and who began work for you after 1997,
Members of a controlled group, see instructions.

a Qualified first-yearwages . . . . . . . . . . . .S X35%(35 [ 12
b Qualified second-year wages. . . . e e b % 50%(50) [ 1B
2 Current year credit. Add lines 1a and 1b You must subtract this amount from your deduction
for salaries and wages . . . s . 2
3 Welfare-to-work If you are a— Then emer mtal of welfare~to.work credms) from—
credits from a Shareholder , .| Schedule K-1 {(Form 1120S), lines 12d, 12e, or 13, .
pass-through bPartner . . .| Schedule K-1 {Form 1065), lines 12¢, 12d, or 13 , , 3
entities ¢ Beneficiary . .| Schedule K-1 (Form 1041), line 14 . -
d Patron . . Written statement from cooperative .

4 Total current year welfare-to-work credn Add lines 2 and 3. (S corporations, partnershups estates,
trusts, cooperatives, requlated investment companies, and real estate investment trusts, see instructions) | 4

Tax Liability Limit (See Who Must File Form 3800 fo find out if you complete Part i or file Form 3800.)
5 Regular tax before credits: 7
Individuals. Enter the amount from Form 1040, line 40 . .
e Corporations. Enter the amount from Form 1120, Schedule J, line 3 Form 1120 A
Part |, line 1; or the applicable line of your return . . , .
Estates and trusts. Enter the sum of the amounts from Form 1041 Schedule G Imes Ia
and 1b, or the amount from the applicable line of your return .
6 Alternative minimum tax:
Individuals. Enter the amount from Form 6251, line28 . . . . . . . . }

Corporations. Enter the amount from Form 4626, line 15
Estates and trusts. Enter the amount from Form 1041, Schedule I hne 39

7 Addlines5and6 . . . . . . . L L . 0 e e e e e e e e e e e e .
8a Foreign tax credit . . . |8

b Credit for child and dependent care expenses (Form 2441 ine 9) . |8

¢ Credit for the elderly or the disabled (Schedule R (Form 1040), line 20) 8¢

d Education credits (Form 8863, line 18). ., . . . . . . . . . |&d

e Child tax credit (Form 1040, line 47) . . . . . . . . . . . | 8e

f Mortgage interest credit (Form 8396, line11) . . . . . . . . | 8f

g Adoption credit (Form 8839, line 14) . ., . . . . 8g

h District of Columbia first-time homebuyer credit (Form 8859, line 11) 8h

i Possessions tax credit (Form 5735, line 170r27). . . . . . . |8

j Credit for fuel from a nonconventional source . . . . . . . . |8

k Qualified electric vehicle credit (Form 8834, line 19) . . . . . . L8k

| Add lines 8a through 8k . . . e e e e e e e e e e e s
9 Net income tax. Subtract line 8l from lme 7 .

10 Tentative minimum tax (see instructions):

Individuals. Enter the amount from Form 6251, line 26
Corporations. Enter the amount from Form 4626, line 13
Estates and trusts. Enter the amount from Form 1041, 10
Schedule |, fine 37
11 Net regular tax. Subtract line 8i from hne 5 if zero or Iess enter 0- 1"
12 Enter 25% (.25 of the excess, if any of ling 11 over $25,000 (see
instructions) . . .2
13 Enterthegreateroflme100rhne12 e e e e e e e e e e e
14 Subtract line 13 from line 9. If zero or less, enter 0- . ..
15 Welfare-to-work credit allowed for the current year. Enter the smaller of Ime 4 or hne '14 here
and on Form 1040, line 49; Form 1120, Schedule J, line 6d; Form 1120-A, Part |, line 4a; Form
1041, Schedule G, line 2¢; or the applicable line of your return . . . .

For Paperwork Reduction Act Notice, see page 3. Cat. No. 24858E Form 8861 (2000)

Complete Form 3800, GENERAL Business CRepIT, instead of com-
pleting Part II of Form 8661 to figure the tax liability limit for the
credit if you are also claiming the work opportunity credit. (See
Exhibit 5.6 on page 5-11.)

5-16



SMALL BUSINESS TAX WORKSHOP « WORKBOOK LESSON 5

Effect on Salary and
Wage Deduction

Effect of Work
Opportunity Credit

More Information

Checklist

(IMPORTANT!

In general, you must reduce the deduction on your income tax
return for salaries and wages by the amount of your welfare-to-
work credit.

You cannot claim both the welfare-to-work and the work oppor-
tunity credit for the same employee during the same tax year. In
some cases, in may be more advantageous to claim the work
opportunity credit the first year and the welfare-to-work credit the
second year.

For more information about the welfare-to-work credit, see Form
8861 or visit the Department of Labor Web site at
www.doleta.gov or call 1-800-695-6879 for forms and informa-
tion. You can also use the Department of Labor’s fax on demand
service by calling (703) 365-0768 (not a toll-free number) from
your fax machine and following the prompts.

Before claiming the credit, use this checklist

v/ Form 8850 completed and signed by:
v Employer and
v Employee

v ETA Form 9061, INpivipuaL CHARACTERISTICS FOrRM and
v/ Documents attached to demonstrate eligibility or

v ETA Form 9062, ConpiTioNAL CERTIFICATION ForM, from an
authorized participating agency.

Information must be entered on Form 8850 on or before the
day a job offer is made.

Form 8850 must be postmarked within 21 days of the
employee’s start date and have original signatures.

ETA-9061 should be mailed as soon as possible and does not
need original signatures.

Note: At the time this workbook was printed, the credit was
set to expire for individuals who begin working for you
after Dec. 31, 2001.
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Exercise Tanya Michelle Ellis is 21, single and a member of a family who
received Food Stamps for the past six months. She interviewed for
a job with Work Is Us Corporation on June 25, 2001. She was
offered the job by Bill Brown, Human Resources Manager, on
June 26 and hired the same day. She began working for the com-
pany as a product handler on July 2 for $10 an hour. Tanya re-
ceived TANF benefits for 18 months prior to beginning her job.
She gave the personnel office the following information:

SSN: 404-00-7755

Birthdate: Sept. 12, 1979

Address: 233 E. Market St., Waterloo, TX 78799
Phone Number: (512) 555-1212.

Work Is Us Corporation's address is 456 W. Highway 12, Water-
loo, TX 78799 and their phone number is (512) 555-6600. Their
EIN is 74-8906543.

(A) Which credit or credits are the wages qualified for?

(1) Work opportunity credit Yes No
(2) Welfare-to-work credit Yes No

(B) Complete the forms required to qualify for one or both
credits.

(Exhibits 5.8-and 5-9.)

(C) When should the forms be postmarked or mailed?
(1) Form 8850
(2) ETA-9061

(D) Are original signatures required on both forms?
(1) Form 8850 Yes No
(2) ETA-9061 Yes No

(Answers found on pages A-9 through A-12.)
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ExHiBiT 5.8 — Form 8850, PacE 1

Form 8850 Pre-Screening Notice and Certification Request for

Rev. November 198) the Work Opportunity and Welfare-to-Work Credits OMB No. 1545-1500
Department of the Treasury .
Intomal Revenue Service | » See separate instructions,

Job applicant: Fill in the lines below and check any boxes that apply. Complete only this side.

Your name Social security number »

Street address where you live

City or town, state, and ZIP code

Telephone no. { )

If you are under age 25, enter your date of birth (month, day, year) __/ 1

Work Opportunity Credit

1 [ check here if you received a conditional certification from the state employment security agency (SESA) or a participating
local agency for the work opportunity credit.

2 [0 check here if any of the following statements apply to you.

o | am a member of a family that has received assistance from Aid to Families with Dependent Children (AFDC] or its
successor program, Temporary Assistance for Needy Families (TANF), for any 9 months during the fast 18 months.

® | am a veteran and a member of a family that received food stamps for at least a 3-month period within the last 15
months.

e | was referred here by a rehabilitation agency approved by the state or the Department of Veterans Affairs.

® | am at least age 18 but not over age 24 and | am a member of a family that:
a Received food stamps for the last 6 months, OR
b Received food stamps for at least 3 of the last 5 months, BUT is no ionger eligible to receive them.

Within the past year, | was convicted of a felony or released from prison for a felony AND during the last 6 months |
was a member of a low-income family. :

® | received supplemental security income (SSY) benefits for any month ending within the last 60 days.

Welfare-to-Work Credit

3 [ check here if you received a conditional certification from the SESA or a participating local agency for the
welfare-to-work credit.

4 [ check here if you are a member of a family that:
¢ Received AFDC or TANF payments for at least the last 18 months, OR
@ Received AFDC or TANF payments for any 18 months beginning after August 5, 1997, OR

e Stopped being eligible for AFDC or TANF payments after August §, 1997, because Federal or state law limited the
maximum time those payments could be made.

All Applicants

Under penaities of perjury, I deciare that | gave the above information to the employer on or before the day ! was offered a job, and it is, to the best of
my knowledge, true, correct, and complete.

Job applicant’s signature » Date /!

For Privacy Act and Paperwork Reduction Act Notice, see page 2. Cat. No. 22851L Form 8850 (Rev. 11-98)
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ExHiBiT 5.8 — Form 8850, PaGE 2

Form 8850 {Rev. 11-98)

Page 2

Employer’s name

For Employer’s Use Only

Telephone no. ( )

Street address

. EIN b

City or town, state, and ZIP code

Person to contact, if different from above

Street address

Telephone no. {

City or town, state, and ZIP code

If. based on the individual's age and home address, he or she is a member of group 4 or 6 (as described under Members
of Targeted Groups in the separate instructions), enter that group number (4 or 6)

DATE APPLICANT: Gave
information /

Was
offered Was
Jjob /] hired

Started

/o job /!

Under penalties of perjury, | declare that | completed this form on or before the day a job was offered to the applicant and that the information | have fumished is, to
the best of my knowladge, true, correct, and complete. Based on the information the job applicant furnished on page 1. | betieve the individuat is a member of a
targeted group or a long-term family assistance recipient. { hereby request a certification that the individuat is a member of a targeted group or a long-term family

assistance recipient.

Employer’s signature »

Title

Date I

Privacy Act and
Paperwork Reduction
Act Notice

Section references are to the Internal
Revenue Code.

Section 51(d)(12) permits a prospective
employer to request the applicant to
complete this form and give it to the
prospective employer. The information
will be used by the employer to
complete the employer's Federal tax
return. Completion of this form is
voluntary and may assist members of
targeted groups and long-term family
assistance recipients in securing
employment. Routine uses of this form
include giving it to the state employment
security agency (SESA), which will
contact appropriate sources to confirm
that the appticant is a member of a
targeted group or a long-term family

assistance recipient. This form may also
be given to the Internal Revenue Service
for administration of the Internal
Revenue faws, to the Department of
Justice for civil and criminal fitigation, to
the Department of Labor for oversight of
the certifications performed by the
SESA, and to cities, states, and the
District of Columbia for use in
administering their tax laws.

You are hot required to provide the
information requested on a form that is
subject to the Paperwork Reduction Act
unless the form displays a valid OMB
control number. Books or records
relating to a form or its instructions must
be retained as long as their contents
may become material in the
administration of any Internal Revenue
law. Generally, tax returns and return
information are confidential, as required
by section 6103.

The time needed to complete and file
this form will vary depending on
individual circumstances. The estimated
average time is:

Recordkeeping . . 2 hr, 47 min.
Learning about the law
or the form . 28 min.

Preparing and sending this form
to the SESA . . 36 min.

If you have comments concerning the
accuracy of these time estimates or
suggestions for making this form
simpler, we would be happy to hear from
you. You can write to the Tax Forms
Committee, Western Area Distribution
Center, Rancho Cordova, CA
95743-0001.

DO NOT send this form to this
address. Instead, see When and Where
To File in the separate instructions.
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ExniBiT 5.9 — ETA-9061
Individual Characteristics Form U.S. Department of Labor
Work Opportunity Tax Credit and Employrnempand Training Administration ((?)
Welfare-to-Work Tax Credit U.S. Employment Service

1. CONTROL NQ.
(For Agency Use Oniy)

OMB Control No.: 12050371
Expires: 07/31/98

2. DATE RECEIVED
»  (For Agency Use Only)

Individual Information
(Instructions on the Back)

3. EMPLOYER NAME/ADDRESS 4. EMPLOYER 1D NUMBER 5. EMPLOYMENT START DATE
Starting Wage:
6. Have you worked for the above $ per hour
employer before?
) POSITION:
Yes No
7. NAME OF INDIVIDUAL (Last, First, Middle) 8. SOCIAL SECURITY NUMBER:
The:above named individual is deiermined 1a have the. following characteristics for: WOTC Target Group Cert'i'ﬁumn:u
9. Age between 16 - 257 10. A veteran and a member of a 11. Is a member of a family that received AFDC (TANF)
family that received -Food Stamps benetits for any 8 months in the last 18 months.
Yes No —— for a period of at teast 3 months in
the last 15 months. Yes No
It YES, indicate your “Date of Birth” below: | yes No
¥ YES, also complete Box 17.
Date of Birth it YES, aiso complete Box 17.
12. Is a member of a family that received Food | 13. In the past year has bean 14. Lives and plans to cantinue living in a Federal
Stamps for the last & months. convicted of a felony or released Empowerment Zone or Enterprise Community.
from prison after a felony conviction.
Yes No or
Yes No
for at least a 3-month period within the Yes No ——
last 5 months, BUT is no longer receivin it YES, compl below: . _
them? on 9 9 YES plete below 16. Received Supplemental Security incomsg (S51)
Date of Conviction benefits for any month ending within the last 60
Yes No days.
It YES to either, aiso completa Box 17. Date of Rel
Yes —— No
Totatl Income for the past 6 months
i famity m rs living in the . . - .
15. is receiving or has received Rehabilitation soarr:el|h§us:e¥1¢)lg;n bers iving i 17. If mdmfmal isnot a qnmary recipient of benefits,
Services through a State Rehabilitalion please provide the following:
Services program or the Veterans' Total Income:
Administration.
(i No income, Enter 0 above) Name of Primary Recipient

Yes No —

No. of family members living in the
same household for the past 6 City/Slate of Benefils
months, including yoursalf:

der the Weifars-To-Work Tax Credt only.

18. s a member of a family that:

» Has received AFDC or TANF payments for at least the last 18 consecutive months;

Yes—— No or
= Has recpived/is receiving AFDC or TANF paymants for any 18 months starting after August 5, 1997; Yes No or
= Stopped being eligible for AFDC or TANF payments after Aug. 5, 1997 because Faderal or state law Yes ——— No

limited the maximum time such assistance is payable.
19. SOURCES USED TO DOCUMENT ELIGIBILITY:

Note: | certity that the information is true and correct to the best of my knowledge. | undersiand that the information above may be subject to
verification. The signature of the party completing this form is required below.

20. SIGNATURE: 21. DATE:

Page 1of 3 ETA-9061 (Rev.Jan. 1998)
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Lesson 6
IRS e-file for Business

Introduction Click. Zip. Fast Round Trip. If you were one of the more than 40
million taxpayers who used IRS e-file in 2001 — through an
Authorized IRS e-file Provider, by personal computer or by
Re 4 fi’e telephone — then you are aware of the countless benefits of
electronically filing your personal income tax return. Now you can
for Business DaveIRS efile as part of your business strategy by using e-file
programs developed especially for businesses such as yours. This
section of the workshop gives an overview of the programs
available and a preview of those being developed. You can also

log on to www.irs.gov and click on “Electronic Services”/“IRS e-
file for Businesses” for updates and timelines.

Objec tives At the end of this lesson, you will be able to:

1. Name the IRS business e-file programs.

2. Determine which programs can be used in your business.

References Publication 966, EFTPS — WHAT EVERY SMALL, MEDIUM AND
LARGE BusINESs NEEDS ToO KNow ABOUT PAYING FEDERAL BUSINESS
TAXES

Publication 3603, THREE WAYS TO ELECTRONICALLY FILE FOrRM 941,
EMPLOYER’S QUARTERLY TAX RETURN

Form 9779b, BusiNEss ENROLLMENT Form

The Electronic Wﬁ[h EFTPS, };ou can make gour federal tax p;l}l/ments electroni-
cally instead of using paper deposit coupons. There are no more
Federal Tax last minute trips to the bank, lost checks, inaccurate forms or

Payment system postage costs. EFTPS is a free payment system sponsored by the
(EFT P S) U.S. Department of the Treasury and

* Currently serves more than 3 million business taxpayers.
e Enrolls 6,500 new businesses each week.
* [s available to all business taxpayers.

* Can be as easy to use as making a three-minute (or less)
phone call.
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EFTPS"

ederal Tax Payment System

Pay Your Taxes
Electronically

Note: Only businesses that make in excess of $200,000 in total
deposits yearly are required to enroll in EFTPS. It is used
by and recommended for smaller depositors because of its
convenience and simplicity.

EFTPS offers you the convenience of making your federal tax
payment directly by phone or personal computer (PC) or through
your financial institution. You can initiate your tax payment 24
hours a day, 7 days a week. EFTPS even allows you to schedule
your tax payment instructions up to 120 days in advance of the
date you designate. No special equipment is required to use
EFTPS; and, if you use a PC, Windows®-based software is
available free-of-charge.

Whether you use a phone, PC or a financial institution, you are in
charge of initiating your tax payments through EFTPS. Payments
are made only with your instructions. No one else, including the
IRS, has access to your account. And you receive an Electronic
Funds Transfer (EFT) Acknowledgment Number to keep as a
record of your payment.

You can use EFTPS to pay these taxes:
Form 720 QUARTERLY FEDERAL EXCISE RETURN

ForMm 940 EMPLOYER’S ANNUAL FEDERAL UNEMPLOYMENT
Tax (FUTA) RETURN

Form 941 EMPLOYER’S QUARTERLY FEDERAL TAX RETURN

ForMm 943 EMPLOYER’S ANNUAL TAX RETURN FOR AGRICULTURE
‘WORKERS

ForMm 945 ANNUAL RETURN OoF WITHHELD FEDERAL INCOME Tax

Form 990-C FARMER’S COOPERATIVE ASSOCIATION INCOME TAX
RETURN

ForMm 990-PF  RETURN OF PRIVATE FOUNDATION

ForMm 990-T ExeEMPT ORGANIZATION BUSINESS INCOME TAX
RETURN SECTION 4947 (A)(1) CHARITABLE TRUST
TREATED AS A PRIVATE FOUNDATION

ForMm 1041 Fipuciary INcoME Tax RETURN

ForMm 1042 ANNUAL WITHHOLDING TAax RETURN FoR U.S.
SoURCES OF INCOME OF FOREIGN PERSONS

Form 1120 U.S. CorrorATION INCOME TAX RETURN
ForMm CT-1 EMPLOYER’S ANNUAL RAILROAD RETIREMENT Tax
RETURN
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Payment Options

EFTPS-Direct
(Automated
Clearinghouse (ACH)
Debit)

E‘ l m =
Electronic Federal Tax Payment System

EFTPS-Through a
Financial Institution
(ACH Credit)

On Form 9779b, BusiNess ENROLLMENT Form, (pages 6-6 and 6-7)
you will be asked to select from the following primary payment
methods:

* EFTPS-Direct
* EFTPS-Through a Financial Institution

You also have the option to use a Same Day Payment method,
although many financial institutions charge significant fees for
using this method.

If you select this method of payment, you will receive a Personal
Identification Number (PIN). Your PIN must be used in combina-
tion with your Taxpayer Identification Number (TIN) to gain
access to EFTPS. EFTPS will move the funds from your account
to the Treasury’s account on the date you designate. Funds will
not move from your account until the date you indicate. You
instruct EFTPS to originate your payments by either calling a
toll-free number and using the automated telephone system
or using your PC.

Step 1. At least one calendar day before your tax due date, and
before 8:00 p.m. ET, you access EFTPS by phone or PC. EFTPS
will then prompt you for the necessary information to complete
your tax payment report.

Step 2. The system processes the information reported. When
the information is accepted, you will receive an EFT Acknowl-
edgment Number. Keep this number for your records in case of
questions at a later date.

Step 3. Once your tax payment report is accepted, EFTPS will
originate an ACH Debit transaction against your designated
account on the date you indicated when making your payment.

Step 4. The funds will be transferred to the Treasury’s account
and the tax data will be reported to IRS to update your tax
records.

In this method, you will instruct your financial institution to
electronically move funds from your account to the Treasury’s
Account. However, not all financial institutions offer this service.
Therefore, before selecting this option, you should first check with
your bank to see if they offer this service, how much it costs, and
if you are eligible to use it.

Step 1. At least one day before the tax due date, you initiate your
payment through your financial institution. The tax payment report
must be made prior to your financial institution’s ACH processing
deadline.

6-3



SMALL BUSINESS TAX WORKSHOP « WORKBOOK LESSON 6

Same Day Payment

Payroll Company

[lMPonTAl\:rr>

Scheduling Feature

Customer Service
and Enrollment

Enrolling in EFTPS

After Enrolilment

Step 2. Your financial institution will originate an ACH Credit
transaction to EFTPS, transferring the funds to the Treasury’s
Account and the tax data to IRS to update your tax records.

While EFTPS-Direct and EFTPS-Through a Financial Institution
are the primary payment methods for EFTPS, you can also use
the Same Day Payment method. Check with your financial institu-
tion for fees involved. Typically, the cost of Same Day Payments
is higher than the other payment methods.

If you choose to allow your payroll company to make tax pay-
ments on your behalf, you should check with them for specific
fees, deadlines and instructions pertaining to enrollment in
EFTPS.

If your payroll company is not making all of your tax pay-
ments through EFTPS, you will need to enroll in EFTPS to
initiate those payments not handled by them. It is also a good
idea to enroll in EFTPS separately so that you have flexibility
if you ever need to change payroll companies.

As a bonus, if you are out of town when your tax payment is due,
or you want to plan ahead, EFTPS offers a Payment Schedule
feature. You may schedule your payment instructions for up to
120 days in advance of the tax due date and EFTPS will automati-
cally make your payments for you on the due date you indicate.

Once you enroll in EFTPS, you will have a dedicated Customer
Service Center to answer any questions about your payments.
Customer Service Centers are open 24 hours a day, 7 days a
week. Call 1-800-555-4477 or 1-800-945-8400 with questions.

Complete Form 9779b and mail it to the EFTPS Enrollment
Center. Once you are enrolled and receive confirmation of your
enrollment, you can begin to make tax payments electronically. To
receive an enrollment form, call EFTPS Customer Service.

Once you have completed and mailed your enrollment form,
EFTPS processes your enrollment and sends you a confirmation
packet, including a step-by-step Payment Instruction Booklet.
Your PIN will be sent under separate cover. Once you receive
your PIN, you can begin making payments.
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Note: If your Enrollment Form is incomplete and cannot be
processed, you will receive notification from EFTPS
regarding any missing information.

Coming . . . Fall 2001 EFTPS-OnLine, at www.eftps.gov, will offer:
EFTPS-OnLine ¢ OnLine enrollment.

* OnLine payments.
EFTPS"

OnLine help and information.

Payment and account history.

Customer service.
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ExHiBIT - Form 97798, PaGE 1

FTPS

lectronic Federal Tax Payment System

Tax Form 9779b with Instructions (owms 1545-1467) Y3 oepartment of the Treasury

BIISiﬂESS EI'II’O' I m Bnt FO rm fOI’ EFTPS " This form contains instructions to complete the Electronic Federal Tax Payment System

(EFTPS) Enrollment Form for Business Taxpayers. It is to be used either for initial enrollment in the system or to add financial institution information. If you wish to
use multiple accounts in one financial institution, or accounts in multiple financial institutions, you will need to provide multiple copies of the enrollment form.

For guestions regarding EFTPS or this Enrollment Form please call: ',/! EFTPS Customer Service 1-800-555-4477 or 1-800-945-8400
”_ For TOD (hearing impaired) support ~ 1-800-733-4829 or 1-800-945-8900
en espaiot 1-800-244-4829 or 1-800-945-8600
E:> When your form is completed, please mailto: EFTPS Enroliment Processing Center

P.0. Box 4210
lowa City, lowa 52244-4210

You should receive your Confirmation/Update Form and instructions on using EFTPS approximately three to four weeks after we receive your Enrollment Form.

Marking Instructions: « Use black or biue ink only. MARKING EXAMPLE:
INSTRUCTIONS » Please print legibly. Use one character per block. Use (A 5| 2[4 7]1
1E-m€m2lﬂvnr Idont!fice:;ﬁqtn ENuvlnhur only capital letters. Keep all printing within the boxes.
N oer your el Emplover + Do not make any stray marks on this form. State Zip Code
Enter the EIN on the back of the form in
the upper right corner as well. Iamyﬂ' Information
2. Language Preferance. Markan “X"in | 1. Employer Identification Number (EIN) ~ (Please enter EIN on reverse side also.) 2, Language Preference
the box next to your language prefer '
for confirmation forms and payment MO002556408 [ English
instructions. [ Spanish

3. Business Taxpayer Name. Print your . .
business name exactly as it appears on | > Business Taxpayer Name:

aeneos st o (LTI ORI T

4. Business Address. This address
should be the address as it appears on | 9 Business Street Address (cannot be a P.0. Box):

-ttt I EEE RN R EEERR AN ERERERERENNNEE

0 Note: 1t the adaress has b oty: State: 2IP Code:
ole: e address has been
pewmeg e | [T TTTTTTTTTTITTTTTTTITTIN]  [CITTTHWITT]

1RS Change of Address (Form 8322) International: Provincs, Country, and Postal Code:
to the Internal Revenue Service. See

ot oformsaceosoermme \ [ [ LI OOP LTI PTTOOPPTIPITTTTT
where the form should be mailed.

Gontact Information

§. Primary Contact Name. Print the | 5, Primary Contact Name:

name of & person, company, or third

povanocontoconaesmnesen | [ [ [ [ [ ][ [ [ [T T [[TITTTITQTITITIT I ITT]]
i ( ding this liment

g?:ﬁrmﬂxf%ﬂ?ﬁ% Irsngli}\rr?g;n ;m 6. Primary Contact Mailing Strest Address (if different from #4 above/cannot be a P.0. Box):

607 Py o g s I_HIII||lHIIIHHHIHIIIIIIIIIHH
and Phone Number (if different from #4 City: ZIP Code:

above). You need not complete the

address area if your contact’s address is | l ] | l I | I l [ [ T ] l l I I I ] | I | I | l ‘ [ I H | l l l
the same as the business address. If an ot i )

address Is provided here, it will be used International: Province, Country, and Postal Code:

et e | LTI IIT 0]

7. Primary Contact Phone Number:
us Area Cods Country Code

/T W ITT] (Sann{annnjannnnnnnli
U.S. Government Printing Office: 2000-461-012/21234 232302-2 D D
|| [ m (over)
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ExHiBIT - Form 97798, PAGE 2

For side 2 please fill in
Employer Identification Number (EIN)
(continued) EiN: '

8. Payment Method. Choose the Pavmem Information

payment method(s) by placing an “X" in | 8. Payment Method 9. Input Methods used for EFTPS-Direct
the box(es). The aptions available ars: . . (check as many boxes as you wish)
EFTPS-Direct and EFTPS-Through Your E] EFTPS-Dirsct: check hare if you will instruct EFTPS to transfer payment from your account. (see item 9)

Financial Institution. [ Personal Computer

9. Input Methads used for EFTPS-Direct. |___| EFTPS-Through Yaur Financial Institution: check here if you will instruct your financial institution to forward the payment D Toleph

Mark the box{es) next to the input to EFTPS. You must check with your financial institution to determine if they are capable of providing this service. elephone

option(s) you expect to, use. Please NOTE: If you wilk only be using EFTPS-Through Your Financial Institution as a payment method, skip to item #24.  [_] TDD/TTY (for hearing impaired)

check all methods you will be using.

A@ Nofe: For EFTPS-Direct, lete the i i ion required abouf your financial institution. Enrollment in the EFTPS-Direct payment method will automatically entoll you for EFTPS-Through
Your Financial Institution as well as Same Day Payment.

For EFTPS-Through Your Financial Institution, you initiate a tax payment through your financial institution. You must contact your financial institution to insure the institution is capable of making an EFTPS
payment through the Automated Clearing Hause (AL‘H) ora Same Day Payment method. If you enroll for EFTPS-Through Your Financial Institution or Same Day Payment, you may also enroll for
EFTPS-Direct by p g the financial insti q an items 20 through 23.

1049. Optional Tax Form Payment  Tay Fopm Payment Amount LImits erves-oiect ony)

Amount Limits (For EFTPS-Direct only)
maes e [y ST o OO s L0
amount limits for each tax type to 941
prevent an overpayment. The system will 1 3
sre | (T % L0 e *0000D
your stated limit and provide a warning if 9900 y y
you exceed the limit. You may override s s
the warning if you wish m]

ol 990PF D] ED] I:ED 9907 D] [ ] [ "o | | []

(20 through 23 must to be completed if
EFTPS-Direct will be used) $ [D [D:' [ED
20. RTN. This is the nine-digit number 1120
assoclated with your financial institution.
g"\‘le"r}?yyﬁl‘;:fu“‘[xt‘)’;”'“a“aa' institiion  Fipanclal Institution Information (o ve completed it EFTPS-Direct will be used)

20. RTN: 21. Account Number: 22, Type:

21, Account Number. Enter the number

of the account you will use to pay your I I | | | ‘ l | | | | I [ I | l [ 1 I | 1 | | | l I DCheckinu

;a:e: I boxto ind L] savinas
. Type. Plaase mark one box to indicate ) N

whether the account is a checking or 23. State: ZIP Code:

savings account. | ‘ I I l H ] l | |

23. State and ZIP Code. Use the two-

character letter for the state

your financial institution is located in and ot

indicate ZIP Code. Alllhﬂ'lzatlllll

24. This section i 24. For bath payment methods: Please read the following Authorization Agreement:

a Financial Agent of the U.S. Treasury to
initiate tax payments from the account(s}
you designate if you requested the

1 (as defined as the taxpayer whose signature is below) hereby authorize the contact person (listed in item 5 of this form) and the financial institutions involved
in the processing of my Electronic Federal Tax Payment System (EFTPS) payments to receive confidential information necessary to effect enroliment in EFTPS,

FTPS-Dire: ) electronic payment of taxes, and answer inquiries and resolve issues related to enrollment and payments. This information includes, but is not limited to, passwords,

EFTPS-Direct payment method.

2. T Signat ™ payment instructions, taxpayer nama and identifying number, and payment transaction details. It signed by a corporate officer, partner, or fiduciary on behalf of
- 'ax‘naya:hb gn. :'."" h e 1‘3:"19”.” the taxpayer, | certify that | have the authority to execute this authorization on behalf of the taxpayer. This authorization is to remain in full force and effect until

must sign this section to authorize the designated Financial Agents of the U.S, Treasury have received notification fram ma of termination in such time and in such manner to afford a reasonable

participation in EFTPS. If there is no opportunity ta act on it.

signature, a form will be returned.

This section also provides authorization QOnly EFTPS-Direct: Please read the following Authorization Agreement:

to share the information provided with By completing the information in boxes 20-23 and signing below, | hereby authorize designated Financial Agents of the U.S. Treasury 1o initiate EFTPS-Direct

your financial institution, required for the debit entries to the financial institution account indicated above, for payment of Federal taxes owed to the IRS upon request by taxpayer or his/her representative,
processing of the Electranic Federal Tax using the Eiectronic Federal Tax Payment System (EFTPS). | further authorize the financial institution named above 1o debit such entries to the financial institution
Payment System. account indicated above. All debits initiated by the U.S. Treasury designated Financial Agents pursuant to this authorization shall be made under U.S. Treasury

regulations. This authorization is to remain in full force and effect until the designated Financial Agents of the U.S. Treasury have received written notification

If signed by a corporate officer, partner, g " 7 . !
2 y b ha from me of termination in such time and in such manner as to afford a reasonable opportunity to act o it.

or fiduciary on behalf of the taxpayer,
the signer certifies that they have the

authority to execute this authorization on 25, Taxpayer Signature

behalf of the taxpayer. Date

Remember to sign and mail your | Taxpayer Signature

enrollment form fo the address on Titl

reverse side. - tie
Print Name

Paperwork Reduction Act Notice: (n sccardance with the Paparwork Reducion Act of 1995, weukfwmwmwmmlnlmimmntmm Payment System (EFTPS) Enruﬂmmhmnwﬂummnyunmammrmmkmmumd
States Coda 6001, 6011, and 6109, You are nat required to provids information mqllesmdmafnrm!hl!lssub}uﬂmm?lvl Reduction Act uriless the form displays a valid OMB control number. Books or records relating t0 a form or its

For EFTPS use unly lnmmms must be retainad as long as their contents may become material in istation of any Inermal Rmsmzhw Generally, tx retums and retum Informaton are confidntl, as required by Code secfion $103. s formation s
sed by the Revenue Service Your responss s mandalary ifyou are raquired by requiations to usa Eleciranic Funds Transfer to make yor Federal Tax Deposis.
O E O B m time needed to provide this information will vary depending on individual circumstances. The estimated average time is ten mnnm I you have comments conceming the accuracy of this time estimate or suggestions for reducing this

nv burden, e woukd be happy to hear from you. You can wiite to the Inemal Revenue Service, Tax Forms Committes, Westem Area Disr Rancrio Gortova, CA 35743-0001. Piease o it sand the envolmen form to ths address.

O o O¢ ‘The Privacy Act of 1974 requires that when we ask individuals for informalion about themsaives, we stats our legal right fo ask for the \mnmmmm:ﬂwmhmvmm and how it wil ba used. We must 250 tal you what cou

happen if we do not receive all or part of it, and whether your response is voluntary, required to obtain a benefit, or mandatory. Duls\ﬂmhlmaskhv information is 5 U.S.C. 301 and ntemal Revenue Coda sections 6001, wn smzam

SH D applcable ragutations. The Informalicn wil be used o envollyou i the Electonic Federsl Tax Payment (EFTPS). The information may osad except as provided by saction 6103 of the Intemal Revenus Code. We may give the
O / O mmnmm-nmnmsmmmmmmmmmws as provived by baw. womasnumnmmmunmmmcuumnn amu&cummonwumaur Ppossessions 1o cary ot their laws. Wcmnqunm'wagn
ic

govemments because of tax treaties they have with the United States. Your response is mandatory if you are required by reguiations to use electronic funds transfer to make your epasis. If you are not required by raguiations 1o usa electronk
funds transfer, your response is voluntary. ft you do not provide all or part of the information, you may not ba eligible to participate in the EFTPS. if you are required fo use electronic funds transfer by ragulaion, you may be subject to penaties. If
you are not required o use alectronic funds transfer to pay taxes owed, you need to pay the taxes due by another method.

- = = B |

OA QOE

Cat. No. 30770T
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941 e-file

for Business

Program Benefits

Participating in
941 e-file

941e-file allows business filers to use a Payroll Service to file
Form 941, EmMPLOYER'S QUARTERLY FEDERAL TAX RETURN, electroni-
cally. The 941e-file program accepts and processes Forms 941 in
the Electronic Data Interchange (EDI) format. Returns are trans-
mitted nationwide via dial-up phone lines and menu-driven soft-
ware directly to the IRS where they are processed at the Tennes-
see Computing Center (TCC) or the Austin Submission Process-
ing Center (AUSPC). 941e-file accepts both timely filed returns
and late filed returns for the current tax year as well as for one
preceding tax year.

Among the benefits of 941e-file are:

* Less than 1% error rate.

* Fast and secure processing, reduced to one week.

* Electronic acknowledgment within 48 hours of return receipt.

» Confidentiality of data ensured by electronic security measures

Large payroll processing companies, bulk-filer reporting agents
and/or large businesses capable of developing their own software
are ideally suited to participate in this program. Small businesses,
including Payroll Services, or Reporting Agents may also partici-
pate by developing their own software or by purchasing off-the-
shelf software. There are certain application guidelines that must
be followed before they can participate in the program. If your
tax or Payroll Service does not already participate, refer them to
the IRS Web site at www.irs.gov/elec_svs for more information
on how they can be a part of 941e-file.

6-8



SMALL BUSINESS TAX WORKSHOP « WORKBOOK LESSON 6

9_4:1 On-Line 941 OLF is a program that allows business filers to use the

Flllng (OLF) Internet to file Form 941 electronically. 941 OLF is convenient
and secure. It requires a PIN from the IRS, which is obtained by
registering on-line with an Approved Business e-file Provider and
completing a Letter of Application (LOA), also on-line. To obtain
a list of IRS Approved Business e-file Providers, go to the IRS
Web site at www.irs.gov/elec_svs/abp.html. The PIN is sent to
the business filer in 3-5 business days once IRS receives the
information from the provider. The IRS requires a return receipt
for activation of the PIN. The PIN will then be activated within 7
business days and you are then ready to file Form 941 electroni-
cally.

Schedule B, REcOrD OF FEDERAL Tax LiaBiLITY and (beginning July
1, 2001) Form 941C, STATEMENT TO CORRECT INFORMATION, can be
submitted electronically as attachments. In 2002, you will be able
to use Direct Debit to pay a balance due.

Program Benefits The advantages of 941 OLF are:
* It’s paperless.
 Electronic acknowledgment is sent within 48 hours.
* Processing time is reduced to one week.
* Processing is quick with fewer errors (less than 1%).
* System validates security checks.

* Information quickly available to IRS Customer Service Help
Desk.

Checklist To qualify for 941 OLF, a filer must:
v/ Submit a timely LOA to the IRS.
v Have access to a personal computer and modem.

v/ Request a PIN through an electronically filed LOA with the
IRS through a third party transmitter.

v/ Receive a PIN from the IRS to be used as the signature on the
return.

6-9
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941 TeleFile

Requirements

9417eleFile 1s an interactive computer program designed to
electronically file Form 941 using a touch-tone telephone. This
program calculates the qualified caller’s tax liability or any over-
payment and begins the electronic filing process over the phone.
9417eleFile users also have the option of electronically and
simultaneously paying the balance due on their Form 941 by
Direct Debit (automatic withdrawal).

Only businesses that receive the special 9417eleFile Instructions
and Tax Record as part of the Form 941 tax package and meet the
qualifications in the instructions can use this program.

Businesses that receive the special tax package can access the
941TeleFile system with a touch-tone phone using the toll-free
number listed in the tax package. An interactive program prompts
users to make the necessary entries using the telephone keypad.
The system repeats each entry to verify accuracy and allow users
to immediately correct any mistakes.

At the end of the call, the system will prompt the caller to enter
his or her electronic signature, consisting of their Social Security
number and the first five letters of the authorized individual’s last
name (member, officer or agent of the taxpayer), or the entire last
name if it is five characters or less. A confirmation number will
then be issued to the caller as proof of filing. This alternative
signature method makes the process completely paperless.

Your business can use 9417eleFile if you:

* Receive the special TeleFile Tax Record as part of your 941
package.

* Are a monthly schedule depositor for the entire quarter. (If you
are required to file a Schedule B, you are not eligible to use
941TeleFile.)

* Have not changed your business name, address and employer
identification number (EIN) during the previous quarter.

* Have a break-even return, overpayment (which will be applied
to the next quarter) or balance due return.

* Are not a seasonal employer.
e Have no schedules or attachments.

* Have no adjustments except fractions of cents.

6-10
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Program Benefits

Paying
Electronically
(Direct Debit)

941TeleFile offers many advantages over traditional paper filing:

* It’s easy. 941TeleFile provides step-by-step instructions over
the phone. All of your entries will be repeated so you can
check their accuracy.

* It’s free. There is no charge for the phone call and no postage
costs because there is nothing to mail.

* O41TeleFile figures your tax liability and any overpayment or
balance due during the call.

* You can pay electronically. You can authorize an automatic
withdrawal (Direct Debit) from your bank account if you have
a balance due.

* You get a confirmation number as proof of filing before
completing the call.

* Security measures are included. To ensure security and privacy
you must know the amount of your 3rd quarter deposit for the
prior year. (First-time filers have a special prompt.)

* The 941TeleFile Tax Record is an official record of your tax
return.

Using Direct Debit to pay your tax offers you the convenience of
electronically filing and paying at the same time. It’s also safe and
secure. Direct Debit information will be used only for the tax
payment you authorize. No other withdrawals can be made. Bank
account information is safeguarded with other tax information,
and payment information will not be disclosed for any reason
other than processing the transaction as authorized. As proof of
payment, the tax payment is included on your monthly bank
statement as a United States Treasury Tax Payment. You will be
prompted by the 9417eleFile script to enter bank account infor-
mation.

To use Direct Debit, you must know the account number and
financial institution’s Routing Transit Number (RTN). You must
identify the type of account from which the payment is to be made
(checking or savings). Account numbers and RTNs can be found
on checks and share drafts. (See example on page 6-12.) Check
with your financial institution if there are any questions regarding
these numbers and to confirm that the financial institution will
allow an electronic debit (withdrawal) from the account. The
payment date will be the same as the date the balance due return is
filed. Direct Debit payments are withdrawn in a single transaction,
not installments.
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LESSON 6

Paul Maple
Deborah Maple

1234

-0000-0000

940 e-file and
940 On-Line
Filing (OLF)

for Business

1234 Windy Oaks Drive
Anytown, MD 20000 EXAMPLE

PAY TO THE
ORDER OF $ | |
DOLLARS

ot include
the £heck number

aviomeank  RouUting Account
Anytown, MD 20000 Number Number

1250250025 : 20202086 1

You can call the Treasury Financial Agent toll-free at 1-888-353-
4537 to inquire about payments. Wait at least 5 days after the
return is filed before making inquiries. You will be notified if a
payment is returned by the financial institution due to insufficient
funds, incorrect account information, closed accounts, etc. If this
occurs, IRS will send a notification letter to the address on the tax
return explaining why the payment could not be processed. The
letter will include instructions for sending a check to a unique
address that has been established for this initiative. In the event
the financial institution is unable to process the Direct Debit
transaction, you will be responsible for the tax payment and for
any penalties and interest.

940e-file and 940 OLF are currently the only two options for
electronically filing Form 940, EMPLOYER’S FEDERAL UNEMPLOY-
MENT Tax (FUTA) RETURN. Both are similar to the 941e-file and
941 OLF programs.

The 940e-file program allows the electronic filing of Form 940 by
Reporting Agents who are filing this form on behalf of business
taxpayers.

The 940 OLF program allows the electronic filing of Form 940 by
business taxpayers submitting one or more Forms 940 for them-
selves to IRS using an Approved Third Party Transmitter.

In order for business filers to participate in these or other business
e-file programs, an LOA is required. After the LOA is processed,
the business taxpayer will receive a PIN to be used to sign the
return(s) being filed.

Applicants who wish to participate in the 940e-file or 940 OLF
programs should allow 45 days from the time an LOA is submit-
ted to the IRS for issuance of a PIN.
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Program Benefits

for Business

Checklist

e-filing Form
1065

Program Benefits

By using either 940e-file or 940 OLF:
» Confidentiality of return data is ensured.

* Processing time is reduced to one week.
* Acknowledgment records are returned within 48 hours.
 Information is quickly available to IRS Customer Service sites.

 Balance due, refund and “even balance” returns are accepted.

To qualify for the 940e-file or 940 OLF programs, a filer must:
v/ Submit a timely LOA to the IRS.

v/ Have access to a personal computer and modem.

v/ Request a PIN through an electronically filed LOA with the IRS
through a Third Party Transmitter.

v/ Receive a PIN from the IRS to be used as the signature on the
return.

Partnerships that engage in a trade or business or have gross
income from sources within the United States can now e-file
Form 1065, U.S. RETURN OF PARTNERSHIP INCOME. It is mandatory
for partnerships with more than 100 partners/Schedules K-1 to
e-file Form 1065. Transmitters who receive Form1065 informa-
tion from clients can transmit the data to the IRS electronically. A
partnership is considered a transmitter if the partnership
transmits its own return.

The benefits of e-filing Form 1065 include:
* Less paper handling.

* Reduced costs.

* Improved accuracy and product quality.
 Electronic acknowledgment of return.

Contact your tax professional or an IRS Approved e-file for
Business Provider about filing your partnership return electroni-
cally.

Note: A listing of IRS Approved e-file for Business Providers
can be found at www.irs.gov/prod/elec_svs/abp.html.
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Information
Returns

Simplified Tax
and Wage
Reporting
System
(STAWRS)

Program Benefits

for Business

Information

1120 e-file and
1120S e-file

(IMPORTANT!

You can submit your information returns (i.e., Forms W-3, W-2,
1096 and 1099) electronically. See Lesson 2 , page 2-23, Filing on
Magnetic Media or Electronically.

The STAWRS Program is a cooperative effort between a number
of federal agencies, state governments, private professional
organizations and employers to test concepts to reduce employer
burden while improving the efficiency and effectiveness of gov-
ernment operations. The scope of the program includes federal
and state withholding, employment tax and wage information,
and federal/state unemployment insurance and wage information.
Agencies include the IRS, Social Security Administration, De-
partment of Labor, state employment security agencies and State
Departments of Revenue.

Among the advantages of the STAWRS Program are:
 Single Point Filing.
 Streamlined Customer Service.

» Streamlined Requirements.

For more information about STAWRS, log on to
www.employers.gov.

In January 2003, corporations will be able to electronically file
Form 1120, U.S. CorproratioN INcOME TaX RETURN, and Form
1120S, U.S. IncoME TAX RETURN FOR AN S CORPORATION.

The IRS is currently developing a new Employment Tax e-file
System which is scheduled to begin operation in January 2002.
For the most current information, log on to www.irs.gov/
elec_svs/efile-bus.html.
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Answers
Lesson 2
Exercise 1 1. Form SS-4, APPLICATION FOR EMPLOYER IDENTIFICATION
NUMBER.
2. Form W-4.

3. (Al) 6.2% social security tax rate and
(A2) 1.45% Medicare tax rate
(B) Same as above.

(C)  $80,400 wage base limit in 2001 for social
security tax.

(D)  No wage base limit for Medicare tax.
4. (A) Form W-2.
(B) By January 31 of the following year.
Form 1099-MISC.
31% (30.5% after Aug. 7, 2001).
Form W-5.
Forms W-2c and W-3c.

®©® N o W
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ANSWERS

Answers
Lesson 3, Part 1

Exercise 1

Exercise 2

Exercise 3

Deposit Date Amount
5/15/01 $1,343.82
6/15/01 2,491.56
7/16/01 2,241.62
Total $ 6,077.00
See filled-in Exhibit 3.8 page A-3.
Social Security Tax $ 0
Medicare Tax 0
Federal Income Tax $ 12
Deposit Date by Amount Monthly Amount
Thursday 10/11/01 $10,528.82
Wednesday 10/24/01  10,253.20 $20,782.02
Wednesday 11/7/01 9,514.50
Wednesday 11/21/01 9,975.28 $28,913.52
Wednesday 12/5/01 9,423.74
Wednesday 12/19/01  10,528.82
Thursday 1/3/02 10,528.82
Thursday 1/3/02 764.00 $21,821.64
Total $71,517.18 $71,517.18

See filled-in Exhibit 3.9 pages A-4 and A-5.
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ANswEeR 10 Exercise 1 — ExHiBiT 3.8

ANSWERS

’
o 941 Employer’s Quarterly Federal Tax Return
(Rev, January 2001) » See separate instructions for information on compieting this return,
Depantment of the Treasury .
intarnai Revenue Service Please type or print.
Enter state
MB No. -
code for state l_ Name (as distinguished from trade name) Date quarter ended —l OMB No. 1545-0029
in which [
et were G Reen For eVER, DL 3¢ [200] T
made only if Trade name. if any Employer identification number FF
different from [0 ~(23 $ 567 D
::;;feg‘s © Address {number and street) City. state, and ZIP code :’-'p
the right » I I 6: q
(sec-: page GRs Feﬂf\/ Ave. Auecus 779/ 32577 T
20
instructions). |_ _'
LI R R R R A R B 2 3 3 3 3 3 3 3 3 4 4 4 5 5 5§
if address is 2
different =2
from prior n
return, check o
here » L

6 7 8 8 8 8 8 8 8 &8 9 9 ¢ 9 9 10 10 10 1

0 10 10 10 10 10 10

If you do not have to file returns in the future, check here » [ | and enter date final wages paid »
If you are a seasonal employer, see Seasonal employers on page 1 of the instructions and check here »

1 Number of employees in the pay period that includes March 12th . | 1 |
2 Total wages and tips, plus other compensation . . . . . . . . . . . .. ... |l2| R6F30 |00
3 Total income tax withheld from wages, tips, and sick pay . . . P 3 | 972 00O
4 Adjustment of withheld income tax for preceding quarters of calendar year e e e e 4
5 Adjusted total of income tax withheld (line 3 as adjusted by line 4—see instructions) . . . 5 / q 72 oo
6 Taxable social security wages . . . . . | 62| 2GF3 0 |00]x124%(124) = | 6b 2326 |92
Taxable social securitytips. . . . . . [ B¢ x 12.4% (124) = | 6d
7 Taxable Medicare wages andtips . . . (l1al 26§ 30 |oo|x 29% (029 =70 7 7807
8 Total social security and Medicare taxes (add lines 6b, 6d, and 7b). Check here if wages / ot qf
are not subject to social security and/or Medicaretax, . . . . . . . . . ..P» 8 Lf
9 Adjustment of social security and Medicare taxes (see instructions for required explanation)
SickPay $_____ * Fractions of Cents $__ %2 @/ + Other $ = 9 a1
10 Adjusted total of social security and Medicare taxes (line 8 as adjusted by line 9—see
instructions) . . . . . . . . . e . e e e e e e e e .. .. . 10 H4105 |00
11 Total taxes (add fines5and10) . . . . . . . . . . . . . . .. . ... .M é077 d
12 Advance earned income credit (EIC) payments made to employees . . . . 12
13 Net taxes {subtract line 12 from line 11). If $2,500 or more, this must equal I|ne 17
column (d) below (or line D of Schedule B (Form941) ., . . . . . . . . . . . {13 © 077 |o0
14 Total deposits for quarter, including overpayment applied from a prior quarter. . . . . . |14 60 79 |20
15 Balance due (subtract fine 14 from line 13). See instructions . . . . . . . . . . . L18
16 Overpayment. If line 14 is more than line 13, enter excess here » $
and check if to be: O Applied to next return  or O Rrefunded.
e All filers: If line 13 is less than $2,500, you need not complete line 17 or Schedule B (Form 941).
* Semiweekly schedule depositors: Complete Schedule B {(Form 941) and check here . » L
e Monthly schedule depositors: Complete line 17, columns (a) through (d), and check here. » X

For Privacy Act and Papenlvork Reductlon Act Notlce see back of Payment Voucher. Cal. No. 170012

17 Monthly Summary of Federal Tax Liability. Do not complete if you were a semiweekly schedule depositor.
(a) First month tiahility {b) Second month lability {c) Third month liability {d} Total liability for quarter
ELEN &2 2 449]. 56 A2Y/(, 62 60727 90
Under penalties of perjury, | declare that | have examined this return, including accompanying schedules and statements, and to the best of my knowledge
Slgn and belfef, it is true, correcl and complgte.
Print Your
Here Signature » Name and Title V/em GREEN JR. IREAS Date » '7/2-4/200 {

Form 941 (Rev. 1-2001)
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ANsSwER 10 ExXerciSe 3 — ExHiBiT 3.9

rom 941 Employer's Quarterly Federal Tax Return

(Rev. January 2001) » See separate instructions for information on completing this return.

Department of the Tra_asury .

internal Revenue Service Please type or print.,

Enter state OMB No. 1545-0029

code for state l_ Name (as distinguished from trade name} Date qugrter epded

0 [PL’s ATy sHof, i 7300 1

ma%e only if Trade name, if any Emp!oyer identification number FF
y i

different from [0-957 LSY¢3 FD

state in Address (number and street) City. state. and ZIP code FP

address to III N

the right »

e poge Y35 AlTo STRIP DR.  CAnso LA §F877 |

2 of

instructions), l_ _]

L2 R I T R T R | 2 3 3 3 3 3 3 3 3 4 4 4 5 5 5
If address is 2 ]
different =1
from prior (7]
return, check &
here p L1 L
6 7 8 8 8 8 B 8 8 8 g 9 9 9 39 10 10 1¢ 10 10 10 10 10 10 10

If you do not have to file returns in the future, check here » |:] and enter date final wages paid »
If you are a seasonal employer, see Seasonal employers on page 1 of the instructions and check here »

1 Number of employees in the pay period that includes March 12th . P I 1 |

2 Total wages and tips, plus other compensation . . . e e e e e e e e . 2 Q A 17
3 Total income tax withheld from wages, tips, and sick pay e B (eSS 1006
4 Adjustment of withheld income tax for preceding quarters of calendar year e e e .. 4
5 Adjusted total of income tax withheld (line 3 as adjusted by line 4—see instructions) . . 5 % LS oo
6 Taxable social security wages . . . . . | 6a|206 Y60 0| x124% (1249 = [en | 25561 |0F
Taxable social security tips. . . . . . | 6¢ x 12.4% (124) = | 6d
7 Taxable Medicare wages and tips . . . |7a |506 ¥60 00 |x 29%(029) =|7w| S9L7 3
8 Total social security and Medicare taxes (add lines 6b, 6d, and 7b). Check here if wages 31628 3
are not subject to social security and/or Medicaretax. . . . . . . . . . .. » 8 5’ ¥
9 Adjustment of social security and Medicare taxes (see instructions for required explanation)
SickPay $_____ + Fractions of Cents $ _—<« 20  + Other $ = |9 <2°>
10 Adjusted total of social security and Medicare taxes (line 8 as adjusted by line 9—see
MSIFUCHIONS) . . & . & v v . e e e e e e e e e e e e e e e e . . 10 3/688 |18
11 Total taxes fadd fines5and10) . . . . . . . . . . . . . . . . .. ... M 717153 [I1F
12 Advance earned income credit (EIC) payments made to employees . . . . .2 236 (@
13 Net taxes (subtract line 12 from line 11). If $2,500 or more, this must equal lme 17 / 5— 7 /g
column (d) below (or line D of Schedule B (Form941) . . . . . . . . . . . . |13 i /
14 Total deposits for quarter, including overpayment applied from a prior quarter. . . . . . |14 771 5 (7 | g
15 Balance due (subtract line 14 from line 13). See instructions . . . . . . . . . . . L15

16  Qverpayment. If line 14 is more than line 13, enter excess here » $
and check if to be: | Applied to next return  or Refunded.

® All filers: If fine 13 is less than $2,500, you need not complete fine 17 or Schedule B {Form 941).

e Semiweekly schedule depositors: Complete Schedule B (Form 941) and check here. . . . . . . . . . ..P m

¢ Monthly schedule depositors: Complete line 17, columns (@) through (d). and check here. . O

17 Monthly Summary of Federal Tax Liability. Do not complete if you were a semiweekly schedule depositor.

(a) First month liability {b)} Second month liability {c) Third month liability {d) Total liabifity for quarter

Under penalties of perjury. | declare that 1 have examined this retum, including accompanying schedules and statements, and to the best of my knowledge

Sign and belief, it is true correct, and complete. )
Here P ﬁm o Yoot o » sl SoTreR, Plesome v 1/ 22 /2 2,

For Privacy Act and Paperwork Reduction Act Notice, see back of Payment Voucher. Cat. No. 170012 Form 941 (Rev.'1-2001)

Signature »




SMALL BUSINESS TAX WORKSHOP

ANswWER 10 EXERcISE 3 - ExHiBIT 3.9

WORKBOOK
- -

ANSWERS

CoRM oD Employer's Record of Federal Tax Liability
(Rev. November 1998) » See Circular E for more information about employment tax returns.
Department of the Treasury 5151

Internat Revenue Service » Attach to Form 941 or 941-SS.

OMB No. 1545-0028

Name as shown on Form 941 {or Form 941-SS)

AUL!S AUTO SH&F IAC.

Employer identification number

/0 (98765%3|/

Ddte q arter engled

{200/

You must complete this schedule if you are required to deposxt on a semiweekly schedule, or if your tax hablllty on
any day is $100,000 or more. Show tax liability here, not deposits. {The IRS gets deposit data from FTD coupons or

C Total tax liability for third month of quarter ,

EFTPS.)
A. Daily Tax Liability—First Month of Quarter

1 : 8 : 15 22 29
2 9 16 23 30
3 : 10 : 17 24

4 : 11 : 18 : 25

51/0 528’§5>2 12 19 /0,, 25322025

6 ' 13 : 20 : 27

7 14 21 28
A Total tax liability for first month of quarter . C e e e e e e e e e e e e

B. Daily Tax Liability—Second Month of Quarter

1 5 8 ' 15 I 22

2| S 1500 | 116 9975 282

3 ' 10 : 17 L 24

5 ' 12 5 19 ' 26

6 i s 20 27

, Ll Ll - L

B Total tax liability for second monthofquarter . . . . . . . . . . . . . . .

C. Daily Tax Liability—Third Month of Quarter

1 i 8 : 15 22 ' 29
2 9 16 23 30
3 : 10 ’ 17 ; 24

4 l 11 ‘ 18 25

5 12 19 26

6 : 13 : 20 ' 27

; L luljos2¢ g2, . Ll y1292 522

D Total for quarter (add lines A, B, and C). This shoutd equal llne 13 of Form 941 (or llne 10 of Form 941 SS) > |ID

4
T S /7 1Y

For Paperwork Reduction Act Notice, see page 2.

Cat. No. 11967Q

Schedule B {Form 941) (Rev. 11-98)




SMALL BUSINESS TAX WORKSHOP « WORKBOOK

ANSWERS

Answers
Lesson 3, Part 2

Exercise 1

Exercise 2

(A) $30,600
(B) $244.80
©) 5/1/00
(D) $11,200
(E) $89.60
Mr. Wilson’s Business
Wages subject to FUTA tax
Employee 1st qtr. 2nd qtr.
R. Riding $4,500 $2,500
M. Lamb 7,000 —
J. Nimble 3,400 3,400
C. Moon 5,600 1,400
C. Fiddle 4,900 2,100
P. Son 5,200 1,800
Total Wages $30,600 $11,200 (x.008)

(F) No deposit required for under $100.
(G) 90%

(A) 7/31/00

(B) $101.60

(C) $44.00

See filled-in Exhibit 3.14 page A-7.

A-6



SMALL BUSINESS TAX WORKSHOP « WORKBOOK ANSWERS
- -

ANswER 10 Exercise 2 — ExHiBiT 3.14

- 940-EZ1 Employer’s Annual Federal | oM No. 1545-1110

Unemployment (FUTA) Tax Return
Department of the Treasury 2@00
internal Revenue Service — (89) > See separate Instructions for Form 940-EZ for information on completing this form.
T
MName (as/di4stinguished from trade name) Calendar year _I FF
cmme, INC FD
Trade name, if any d ‘ 2" 3 ‘ - 24’00 FP

Employer identification number T

Address and ZIP#' KST 5T casdll ——]
CE:W’R, mr 46l [z :7e=72)

Answer the questions under Who May Use Form 940-EZ on page 2. If you cannot use Form 940-EZ, you must use Form 940.

A Enter the amount of contributions paid to your state unemployment fund. (See separate instructions) , , , » $ __ ... wensesssoloentaduconnnnetons
B (1) Enter the name of the state where you have to pay contributions . . N /”/C/j{_éfﬁ .............
(2) Enter your state reporting number as shown on your state unemployment tax return > (23 ‘('5'
If you will not have to file returns in the future, check here {see Who Must Fife in separate instructions), and complete and sign the return. » [ ]
Ifthls:sanAmendedRetumcheckhere .. Y
Taxabie Wages and FUTA Tax
1 Total payments {including payments shown onfines 2 and 3} during the calendar year for services of employees 1 R 000 |00
2 Exempt payments. (Explain all exempt payments, attaching additional sheets
I NECeSSaNY.) P ittt e
.................................... L Ty T T T T TP 2
3 Payments of more than $7,000 for services, Enter only amounts over the first $7,000
paid to each employee. Do not include any exempt payments from fine 2. (See
separate instructions.) The $7,000 amountis the Federal wage base. Your state wage
ba:e may be differeni. Do not use your state wage limitgtion e e e ? . 3 ’72 o o 0 é
4 Total exempt payments fadd fines 2and 3) . . . . . . . . . . . . . ... .| 700 |po
5 Total taxable wages {subtract line 4 fromline 1} , . . > 5 (8200 [=Xv}
6  FUTA tax. Multiply the wages on line § by .008 and enter here. (If the result is over $100 also complete Part It) 6 (45 60
7 Total FUTA tax deposited for the year, including any overpayment applied from a prior year ., . . . . i (ol eo
8 Balance due {subtract fine 7 from line 6}, Pay to the "United States Treaswry” . . . . . . . . . P 8 & # oo
If you owe more than $100, see Depaositing FUTA tax in separate instructions.
Qverpayment (subtract line 6 from line 7). Check if it is to be: [} Applied to next returm or 1 Refunded » 9

Part Il Record of Quarterly Federal Unemployment Tax Liability (Do not inciude state Jiability.) Complete only if fine 6 is over $100.
Quarter Fiest {Jan. 1 - Mar. 31) Second {Apr. 1 - June 30) Third {July 1 - Sept. 30} Fourth (Oct. 1 - Dec. 31) Total for year

Liability for quarter 5&- o0 6‘7, (224 27.— 6o /é 9‘0 / 5"57 éo

Under penalties of perjury. | dectare that | have examined this return, including éccompanying schedules and statements, and, to the best of my knowledge and belief. it is
true, correct, and complete, and that no part of any payment made to a state unemployment fund claimed as a credit was, or is to be, deducted from the payments to employees.

Signature > M MM Title (Owner, etc) »Wd/&é}’ lﬂbpﬂ, VJ ﬂ Date » / / 50/ 2c0/ -

For Privacy Act and Paperwork Reduction Act Notice, see separate instructians. Cat. No. 10983G Form 940-EZ (2000)
DETACH HERE

Form 940.51(\[) Form 940-EZ Payment Voucher |__OMB No. 15451110
ﬁ?m“f‘ﬁ”elﬂu'ﬁilm?” Use this voucher only when making a payment with your return. 2@00

Complete boxes 1, 2, 3. and 4. Do not send cash. and do not staple your payment to this voucher, Make your check of money order payable to the
"United States Treasury”. Be sure to enter your employer identification number, “Form 940-EZ", and "2000" on your payment.

1 Enter the first four letters of your last name 2 Enter your employer identification number. 3 Enter the amount of your payment.
{business name if partnership or corporation).

% A|C|m|5m‘ [0 765¥32( | i oo

Instructions for Box 1 4 Enter your busiress name {individual name for sole proprietors)
~individuals (sole proprietors, trusts, and estates}— ﬁ Gmg 7 r/l/ c ”

Enter the first four letters of your fast name. .. Enter your agdress

—Corporations and partnerships—Enter the first four | / 23 F {RST ST.

characters of yow business name (omit "The” if
followed by more than one word), -~ Enter your city. state. and ZIP code

. CELAR, MT FT6A(




SMALL BUSINESS TAX WORKSHOP « WORKBOOK

ANSWERS

Answer

Lesson 4

ANSWER 10 EXERCISE — ExHiBIT 4.4

o 8829 Expenses for Business Use of Your Home

» File only with Schedule C (Form 1040). Use a separate Form 8829 for each
home you used for business during the year.

Departmert of the Treasury . .
Internal Revenue Service (99) > See separate instructions.

OMB No. 1545-1266

2000

Attachment
Sequence No. 66

Name(s) of proprietor{s)

FRANK

Your social security number

( 3( 00 co0l

Part of Your Home Used for Business

s ®

1 Area used regularly and exclusively for business, regularly for day care, or for storage of inventory
or product samples. See instructions . e e e e Ce e e e e . ‘2 ?0
2 Total area of home . e e e e e e e e e e ;‘ £O00
3 Divide line 1 by line 2. Enter the result as a percentage P 19 %
® For day-care facilities not used exclusively for business, also complete Imes 4—6
¢ All others, skip lines 4-6 and enter the amount from line 3 on line 7.
4 Multiply days used for day care during year by hours used per day . |4 hr.
§  Total hours available for use during the year (366 days x 24 hours). See instructions S 8,784 hr.
6 Divide line 4 by line 5. Enter the result as a decimal amount , . . L8
7 Business percentage. For day-care facilities not used exclusively for business, mumply line 6 by
ling 3 (enter the result as a percentage). All others, enter the amount from line 3, . /O %
EBTY Figure Your Allowable Deduction
8 Enter the amount from Schedule C, line 29, plus any net gain or {loss) derived from the business use of
your home and shown on Schedule D or Form 4797. If more than one place of business, see instructions 30 % | —
(S:g;;::;::‘gc::g::g[‘;'OCNU"‘“s (a) and (b} before {a} Direct expenses (b) indirect expenses
9 Casualty losses. See instructions ., . -
10 Deductible mortgage interest. See instructions 10,000 | —
11 Real estate taxes. See instructions. . . . . R,l $00 | ~
12 Add fines 9, 10, and 11. R I, Kw71%4
13 Muttiply line 12, column (b) by line 7 P
14 Add line 12, column () and line 13. . . . . S
15  Subtract line 14 from line 8. If zero or less, enter -0- . SO | —
16 Excess mortgage interest. See instructions . .
17 Insurance . . . B 1 So0 |-
18 Repairs and malntenance R O £ R00 |- 2’. Qoo |~
19 Utilities . . . O .| 2,200 | —
20 Other expenses. See instructions . . . . . |20 d
21 Addlines 16through20 . . . . . . . . L21 200 |- | £ 700 |~
22 Multiply fine 21, column (6) by fine 7 . . . . L |2 TeyO |-
23 Carryover of operating expenses from 1999 Form 8829 lme 41 Lol
24 Add line 21 in column {a), line 22, and line 23 . . . . ... - é70 -
25 Allowable operating expenses. Enter the smaller of line 15 or Ime 24 e e e R &70 | ~
26 Limit on excess casualty losses and depreciation. Subtract fine 25 from line 15, . < ol -
27 Excess casualty losses. See instructions . . . . . . . . . . |27
28 Depreciation of your home from Part [ll below . . . 28 S17 1 -
29 Carryover of excess casualty losses and depreciation from 1999 Form 8629, ine 42 |29
30 Addlines 27 through 29 . . . . C . . 5/7]~
31 Allowable excess casualty losses and deprecnauon Enter the smaller of llne 26 or lme 30 . sY7 ! -
32 Addlines 14,25, and 31 . . . . L8l A ¥3g | —
33 Casualty loss portion, if any, from lmes ‘l4 and 3‘1 Carry amount to Form 4684 Sectlon B . I
34 Aliowable expenses for business use of your home. Subtract line 33 from line 32. Enter here .
and on Schedule C, fine 30. If your home was used for more than one business, see instructions » X, 93 7 -
Depreciation of Your Home 7
35  Enter the smaller of your home's adjusted basis or its fair market value. See instructions . . [ 38 |{ASH) @ | —
36 Value of land included on line 35 . . O o 40,/ 0C0 |~
37  Basis of building. Subtract line 36 from We3s. Lo ez 2, 000 —
38 Business basis of building. Multiply ige 37byfine7 . . . . . . . . . . . . . . . | 38] R} goQ |~
‘39  Depreciation percentage. See instructions , . § 39 2ol %
40  Depreciation allowable. Multiply fine 38 by line 39. Enter here and on llne 28 above See mstructlons 40 <17 ] —
m Carryover of Unallowed Expenses to 2001
41 Operating expenses. Subtract line 25 from line 24. If less than zero, enter -0- . . . opLat -
42  Excess casualty losses and depreciation. Subtract line;31 from line 30. if less than zero, enter -0- . |42 -
For Paperwork Reduction Act Notice, see page 4 of separate instructions. Cat. No. 13232M Form 8829 (2000)




SMALL BUSINESS TAX WORKSHOP « WORKBOOK ANSWERS

Answers
Lesson 5

(A) (1) Yes
(2) Yes

(B) See filled-in Exhibits 5.8 and 5.9 on pages A-10 through
A-12

(C) (1) Postmarked within 21 days of Tanya’s start date — by
July 23.

(2) Mailed as soon as possible.
(D) (1) Yes
(2) No

A-9



SMALL BUSINESS TAX WORKSHOP « WORKBOOK ANSWERS

ANswER TO EXERCISE - ExHIBIT 5.8, PAGE 1

Form 8850 Pre-Screening Notice and Certification Request for

(Rev. November 1998} the Work Opportunity and Welfare-to-Work Credits OMB No. 15451500
Department of the Treasury .
Intarnal Revenue Sarvice » See separate instructions.

Job applicant: Fill in the lines below and check any boxes that apply. Complete only this side.

vou name _ 130,84 MICHELLE €ELLIS Social security number P Y400 78S
svset accress whers you e 4 3 3. MARKET _ST.

oy o town, st s 2 cooe. WATERLOD_TX 797799

Telephone no. 612)  5556- ]2 12

I you are under age 25, enter your date of birth {month, day, yean) £21121 79

Work Opportunity Credit

1 [ check hereif you received a conditional certification from the state employment security agency (SESA) or a participating
local agency for the work opportunity credit.

2 u/(;;ck here if any of the following statements apply to you.

e | am a member of a family that has received assistance from Aid to Families with Dependent Children (AFDC) or its
successor program, Temporary Assistance for Needy Families (TANF), for any 9 months during the iast 18 months.

e | am a veteran and a member of a family that received food stamps for at least a 3-month period within the last 15
months.

e | was referred here by a rehabilitation agency approved by the state or the Department of Veterans Affairs.

® | am at least age 18 but not over age 24 and | am a member of a family that:
a Received food stamps for the last 6 months, OR
b Received food stamps for at least 3 of the last 5 months, BUT is no longer eligible to receive them.

e Within the past year, | was convicted of a felony or released from prison for a felony AND during the last 6 months |
was a member of a low-income family.

e | received supplemental security income (SSI) benefits for any month ending within the last 60 days.

Welfare-to-Work Credit

3 [ check here if you received a conditional certification from the SESA or a participating local agency for the
welfare-to-work credit.

4 [ZCheck here if you are a member of a family that:
® Received AFDC or TANF payments for at least the last 18 months, OR
@ Received AFDC or TANF payments for any 18 months beginning after August 5, 1997, OR

e Stopped being eligible for AFDC or TANF payments after August 5, 1997, because Federal or state law limited the
maximum time those payments could be made.

All Applicants

Under penalties of perjury, i daclare that | gave the above information to the empioyer on or before the day | was offered a job. and it is, to the best of
my knowledge, true. correct, and complet
LY
Job applicant’s signature » Q’A,ﬂ/,ﬂ. 777 % pate 00 1261 200

For Privacy Act and Paperwork Reduction Ict Notice, see page 2. Cat. No. 22851L Form B850 (Rev. 11-98)

A-10
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ANsWER TO EXERCISE - ExHIBIT 5.8, PAGE 2

ANSWERS

Form 8850 (Rev. 11-98)

Page 2

Employer's name WO/QK /S MS COK/’:

For Employer’s Use Only

Street address

Telephone no, 072) %'MEIN »7 t/ 1<) é§¥3

456 (W HigHIWAY | %

City or town, state, and ZIP code C‘/ﬁ 7-6£ [A 00/ 7-5( 73 7 7 ?

Person to contact, if different from above

Street address

Telephone no. ( ) -

City or town, state, and ZIP code

If, based on the individual's age and home address, he or she is a member of group 4 or 6 (as described under Members
of Targeted Groups in the separate instructions), enter that group number (4 or 6)

DATE APPLICANT:. Gave

information O @ &S 10 [

Was

offered Was Stai
job  d61A6 101 hied D B0/  job

rted

i

07 10210/

Under penalties of perjury, | declare that | completed this form on or before the day a job was offered to the applicant and that the information | have furnished is, to
the best of my knowledge, true, correct, and complete. Based on the information the job applicant furnished on page 1. | betieve the individual is a member of a
targeted group or a long-term family assistance recipient. | hereby request a certification that the individuat is a member of a targeted group or a long-term family

assistance recipiert.

¢
Employer's signature » @(ﬂ @’Mﬂﬁv

Privacy Act and
Paperwork Reduction
Act Notice

Section references are to the Internal
Revenue Code.

Section 51(d)(12) permits a prospective
employer to request the applicant to
complete this form and give it to the
prospective employer. The information
will be used by the employer to
complete the employer's Federal tax
return. Completion of this form is
voluntary and may assist members of
targeted groups and long-term family
assistance recipients in securing
employment. Routine uses of this form
include giving it to the state employment
security agency (SESA), which will
contact appropriate sources to confirm
that the appticant is a member of a
targeted group or a long-term family

assistance recipient. This form may also
be given to the Internal Revenue Service
for administration of the Internal
Revenue faws, to the Department of
Justice for civil and criminal fitigation, to
the Department of Labor for oversight of
the certifications performed by the
SESA, and to cities, states, and the
District of Columbia for use in
administering their tax faws.

You are not required to provide the
information requested on a form that is
subject to the Paperwork Reduction Act
unless the form displays a vatid OMB
control number. Books or records
relating to a form or its instructions must
be retained as long as their contents
may become material in the
administration of any Internal Revenue
law. Generally, tax returns and return
information are confidential, as required
by section 6103.

Title A/.ﬁfmﬁ?&t/ pate 00 RGO [

The time needed to complete and file
this form will vary depending on
individual circumstances. The estimated
average time is:

Recordkeeping . . 2 hr, 47 min,
Learning about the law
or the form . 28 min,

Preparing and sending this form
tothe SESA . . . . 36 min.

If you have comments concerning the
accuracy of these time estimates or
suggestions for making this form
simpler, we would be happy to hear from
you. You can write to the Tax Forms
Committee, Western Area Distribution
Center, Rancho Cordova, CA
95743-0001.

DO NOT send this form to this
address. Instead, see When and Where
To File in the separate instructions.
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ANSWERS

Individual Characteristics Form
Work Qpportunity Tax Credit and
Welfare-to-Work Tax Credit

U.S. Department of Labor

Empioymant and Training Administration

U.S. Employment Sarvice

o

1. CONTROL NO.
{For Agency Use Only)

Individual Information
(Instructions on the Back)

OMB Control No.: 12050371
Expires: 07/31/98

2. DATE RECEIVED
»  (For Agency Usa Only)

3. EMPLOYER NAME/ADDRESS

Uses W.HIcHwAY 12

WoRK 1S uS CoRIORATIoN

WATER LoD, TX 75797

4. EMPLOYER ID NUMBER

189065 ¢ 3

§. EMPLOYMENT START DATE
o1 - of

Starting Wage:

6.
employer belore?

[

e

Yes — No

Have you worked for the above

s 1. 00
PCSITION:

FRosucT HANLL ER

pear hour

7. NAMEOF INDIVIDUAL {Last, First, Middie)

LS, TAN

YA MICHELLE

ﬁommzmu-dmumhmmw_

N Agobmmms - 267
Yes “_..  No ——

't YES, indicale your “Date of Birth” below:

Date of Birth ()q//g/’77

10. A vereran and a member of a
family that received Food Stamps
for a period af al least 3 months in
the last 15 months. ‘/-

Yos —— No
it YES, also compilete Box 17.

II. Is a membar of a family that received AFDC (TANF)
banefits for any 9 MONNE in the last 18 months.

o

Yes

it YES, aiso complete Box 17.

12. is a member of a family that received Food
Stamps for the iast § months.

Yes — No- or

for at least a 3-month period within the
tast 5 manths, BUT is ne longer receiving
them?

Yos No
It YES to either. aiso compiets Bax 17.

15. Is receiving or has recsived Rehabilitation
Servicas through a State Rehabilitalion
Services program or the Veterans'
Administration.

Yes

13. In tha past year has been
convicted of a felony or released
from prison afier a felony conviction.

o

If YES, compleie below:

Yes

Date of Conviction

Date of Rel

Totat income for the past 6 months
for alt family members living in the
same household?

Total Income:

(if No incems, Enter 0 above)

No. of family members living in the
same household for the past €
months, including yourself:

Dy v ig U

18. I3 a membar of a family that;

14. Lives and plans to continue living in a Federal
Empowarment Zone Of Enterprise Community.

NoJ_/_

Yes ——

16. Received Supplemental Sacurity income (SSI)
benefits for any month ending within the last 60
days.

Yes .—— No_ié

17. It individual is not a primary recipient of benefits,
please provide the following:

Name of Primary Recipient

WSI;" of Benelils

» Has recsivad AFDC or TANF payments (or at least the last 18 consecutive months;
= Has received/is receiving AFOC of TANF payments for any 18 months starting after August 5, 1997;

. Siopped being eligible for AFDC or TANF payments after Aug. 5, 1997 bacause Federal or state law
limited the maximum lime such assistanca is payable.

Yes —— No or
Yes ——— No or
Y8s — e No

19. SOURCES USED TO DOCUMENT ELIGSHITY:

DRIVER'S (iceuse

Note: | certity that the information is true and corract 1o the best of my knowledge. | undersiand that the information above may be subject o
verification. The signature of ths party completing this form is required below.

20. SIGNATUHE.; Z A/ 7)') EZ :

“Qone A0, A06

Page 10of 3

v ETA 1 v. Jan. 1998)

A-12
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2000

00O
@223

.- =2RR

—00
- N33R

)
§3 o”RR
dr aoeg

E <=2Q

" =2035

we-24

w28 Y

§ =238
$3-=208
zZ= nNIZR

£ o2R2N%

~N
n wieo

wnIZE

w0 28K
wtsuwu
Pw=2Q

moORIS

£~o02R8

) N
w2y

wNo22Q
w—o23

-]
N8

.
2
E
3 <°2RK
- gNeo
M

——c

2%

w @9NY

wndey
w0

——
230288
—-—eNyY
£ ~N3IX%

» o2QN

Au

w0
.- NERE
- 28K
33 woog
= wZ2Q
£ o203
w N2

2001

30 31

w028
.0
258
<283

June

SMTWT

R Rag-asd

® vy
Y

PY-18

wod2 g

w20

-

=_menh =

fzno2ng
0N
£ ~3IZY
w o2RK

~ = @O
BN NS

wo N

LT

Y R =4y
=——mCh
E6n0 228

PELERES

ONg -~
OS2 ™

w0223

w) N

w20
<t~

e MoNN

MmO N
Cm N
~NO O
-

=20

—_——~

September
SMTWT

»ONhY

—— N

-0\
nw__ -~

wo2D35

5 N0

E¥ TR

—
- NIZE

[ ]
€ <o2RN
w woNoLo

——

—
w8

w028

a2
>
> —
53<-2%
2235

200238

PRI

Jure

2002

~o2R8

w3

wo28K

Frooey

mW4nw
DT3mﬂum
£~ 238

VY OO
V@ &

wao 208

o
w020

2~ ~NIRS
§3 <2RK
Ze wiog
€ =28
»n mOhe

——.

no 2R
we_—®

=025

Z~o228
-2
% ~3ISR
w ©28K

<@
AN N~

wo28RN

groN2g

P28
ek
£~0 228

" - @2

ON®
w28 o

w223

-—o'g
— 0
NEISE

MON
AR T

woeR
~=28

Avgust
SMTW

mOMN
wolZ RN
winNo©

——-

w20

2 ONY—
hW31|23
VMO

=No 208
£-=28%

©
w NIZR

To help you make your deposits timely and your taxes less taxing.






