WINDES & MCCLAUGHRY
ACCOUNTANCY CORPORATION

Certified Public Accountants & Consultants

EXCEEDING EXPECTATIONS SINCE 1926 Fed e ral & Cal ifo rn ia
Payroll Tax Requirements

2012 Federal Payroll Tax Rates

New Federal Income Tax Withholding tables will be issued for 2012. This information can beffound ir
IRS Publication 15 (Circular E) to be issued sometime this month.

FICA and Medicare & Employer & Employee

FICA MEDICARE
Wage Limit $0 to $110,100 None
Employer Tax Rate 6.2% (0.062) 1.45% (0.0145)
Employee Tax Rate, January | - February 4.2% (0.042) 1.45% (0.0145)
29,2012
Employee Tax Rate, March | - December 6.2% (0.062) 1.45% (0.0145)
31,2012

Employer FICA Maximum Total 2012: $6,826.20
Employee FICA Maximum Total January | - February 29, 2012 (Generally) : $4,624.20
Employee FICA Maximum Total March | - December 31, 2012 (Generally) : $6,826.20

For wages paid to each employee up to $110,100, the combined employer FICA and Medicare rate
is 7.65% (.0765). For wages paid to each employee up to $110,100, the combined employee FICA
and Medicare rate is 5.65% (.0565) from January | to February 29, 2012, and 7.65% (.0765) from
March | to December 31, 2012. For wages paid to each employee in excess of $110,100, only the

Medicare tax rate of 1.45% (.0145) applies.

Federal Unemployment Insurance (FUI)

Wage Limit $7,000
Tax Rate 0.6% (.006)*
Maximum Tax (Generally) $42*

*The FUI tax rate is scheduled to remain at 6.0% on the first $7,000 of each employee's wages. [Typicall
employer receives a tax credit of 5.4% if their state unemployment contributions are paid timel}. The &
tax credit results in an effective FUI tax rate of 0.6% (.006). However, for the second consgcutive
California has had an outstanding balance on federal loans used to pay the unemployment benefits.
Credit Reduction state, California employers should pladgdiioaaFUI tax assessment of 0.3% (.043)
if federal loans remain unpaid on November 10, 2012. Consequently, its tax credit could decreade from !
to 4.8% (6.0%5.4% plus 0.6%) resulting in an effective FUI tax rate of 1.2% (.012) for a maximym tax o

$84 for California employers. We will keep you apprised of further changes.
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2012 California Payroll Tax Rates

New California Income Tax Withholding schedules have been issued for 2012. This informgation
can be found in the California Employer's Guide (Publication DE 44).

State Disability Insurance (SDI) / State Unemployment Insurance (SUI)
& Employee Training Tax (ETT)
SDI Sul ETT
Wage Limit $0 to $95,585 $0 to $7,000 $0 to $7,000
Tax Rate 1.0% 1.5% to 6.2% 0.1% or Zero
Maximum Total $955.85 $105.00 - $434.00 $7.00 or Zero

The SUI rate is assigned to employers based on experience. The Employment Development
Department (EDD) sends Form DE 2088, Notice of Contribution Rates and Statement of Ul
Reserve Accounts to all employers in December informing them of their SUI rates. The notice will
also indicate whether the employer’s ETT rate is 0.1 percent or zero.

2012 Federal Payroll Tax
Requirements

Federal Deposit Requirements for 2012:

I. Depositing Taxes: Effective January I, 2011, emlla_loyers are required to make all federal tax
deposits electronically via the Electronic Federal Tax Payment System (EFTPS). When using
EFTPS, be sure to indicate the type of tax and the tax period against which the deposit is to be

applied:
Type of Tax: Form 941 for FICA, Medicare, and withheld income tax
Tax Period: The calendar quarter in which the payments are withheld, not the

quarter in which the deposit is made

2. In _General: An employer is either (I) a monthly depositor or (2) a semi-weekly depositor.
The IRS will notify you of your deposit status only if there is a change in your deposit schedule.
You are classified as a monthly or semi-weekly depositor based on the total taxes reported on
Form 941 for the prior four quarters ending on June 30 of the preceding year (the look-back
period). If you reported $50,000 or less of employment taxes for the look-back period, you are
a monthly depositor; if you reported more than $50,000 of employment taxes during this look
back period, you are a semi-weekly depositor for the current year (but see the $100,000 and
$2,500 rules on the next page).
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3. $100,000 Next-Day Deposit Rule: If you accumulate taxes of $100,000 or more on any day
in a deposit period, the taxes must be deposited by the close of the next business day. This rule
applies to both monthly and semi-weekly depositors. The deposit period is a calendar month for
a monthly depositor, and Wednesday through Friday and Saturday through Tuesday for a semi-
weekly depositor. Any monthly depositor who becomes subject to this $100,000 next-day
deposit rule immediately becomes a semi-weekly depositor for the remainder of 2012 and for
2013.

4. Semi-weekly Depositor Rule: = Deposits of employment and other taxes withheld are due on
Wednesday and/or Friday, depending on the day of the week that the payments are made:

Payment Days/Deposit Periods Deposit Due Dates
Wednesday, Thursday and/or Friday Following Wednesday
Saturday, Sunday, Monday and/or Tuesday Following Friday

Note: EFTPS payments must be scheduled at least one calendar day prior
to the tax due date (before 8:00 p.m. ET).

If a quarter ends in the middle of a deposit period, any taxes relating to payments made for the
quarter just ended must be deposited separately from any taxes relating to payments made for
the new quarter.

5. Monthly Depositor Rule:  The employment and other taxes withheld on payments made
during a calendar month must be deposited by the |5th day of the following month.

6. $2,500 Exception: If you accumulate less than a $2,500 tax liability during either the current
quarter or the preceding quarter and you were not subject to the $100,000 next-day deposit
rule during the current quarter, you are not required to make a deposit. The tax may be paid
with your quarterly return.

7. New Employers: New employers are monthly depositors for the first year of their business
(but see the $100,000 next-day rule exception above).

8. Deposits on Business Days Only: If a deposit is required to be made on a day that is not a
business day, the deposit is considered to have been made timely if it is made by the close of the
next business day. In addition, a special rule is provided for semi-weekly depositors to allow
them at least three business days to make a deposit.
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FUI Deposit Requirements for 2012:

Depositing Taxes: Effective January I, 2011, employers are required to make all FUI tax
deposits electronically via the Electronic Federal Tax Payment System (EFTPS). When using
EFTPS, be sure to indicate the type of tax and the tax period against which the FUI deposit is to

be applied:

Type of Tax: Form 940

Tax Period: The fourth calendar quarter of the tax year

In_General: At the end of any calendar quarter, if your cumulative undeposited FUI tax
exceeds $500, a deposit is due by the end of the month following the quarter end. Amounts
of $500 or less can be deposited or can be paid with annual Form 940 by January 31. If the due
date is not a business day, the deposit is considered to have been made timely if it is made by the
close of the next business day.

2012 California Payroll Tax
Requirements

California Deposit Requirements for 2012:

2.

Depositing Taxes: All tax payments must be submitted with a Payroll Tax Deposit coupon
(Form DE 88) unless payments are made electronically. Employer contributions of Ul and ETT
are due quarterly. California Personal Income Tax (PIT) and SDI withholdings are due based
on each employer's federal deposit schedule and the amount of accumulated PIT the employer
has withheld. A penalty of ten percent plus interest  will be charged on late payroll tax

payments.

$100,000 One-Day Deposit Rule: If at any time you accumulate $100,000 or more in federal
employment taxes AND have accumulated more than $500 in PIT withholding, you are required
to deposit all state withholding taxes (SDI and PIT) by the next banking day. Once you make a
next banking day deposit, you become a semi-weekly depositor for the remainder of 2012 and

2013.

Semi-weekly Deposits: If you are a semi-weekly depositor for federal purposes AND have
accumulated more than $500 in PIT withholding during one or more payroll periods, you must

make state deposits on the same dates as required for federal purposes.
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Monthly Deposits:  If you are a monthly depositor for federal purposes AND have accumulat-
ed more than $350 in state PIT withholding during one or more months of a quarter, you must
make state deposits on the same dates as required for federal purposes.

Quarterly Deposits:  If you are required to deposit quarterly for federal purposes AND have
accumulated $350 or more in state PIT withholding, you must make state deposits by the |5th
day of the following month.

Electronic Funds Transfer (EFT): If your average deposit for SDI and PIT was $20,000
or more for the period from July 1, 2010 to June 30, 201 1, you are required to remit all SDI and
PIT deposits for 2012 by EFT, regardless of the dollar amount. This requirement is determined
each year. Therefore, if you were required to utilize EFT in 2011, you are not automatically

required to do so in 2012.

2012 California Reporting
Requirements

California Reporting Requirements for 2012:

Quarterly Contribution Return and Report of Wages (Form DE 9) and Quarterly

Contribution Return and Report of Wages (Continuation) (Form DE 9C): Starting
with the first quarter of 201 |, California employers no longer file Form DE 6, Quarterly Wage
and Withholding Report, or Form DE 7, Annual Reconciliation Statement. Instead, employers
now file form DE 9, Quarterly Contribution Return and Report of Wages, and Form DE 9C,

Quarterly Contribution Return and Report of Wages (Continuation).

Form DE 9 is filed quarterly to report Ul, ETT and SDI employer contributions, along with PIT
withholding. Form DE 9C is also filed quarterly to report detailed wage items for each worker-.

Report of New Employee(s) (DE 34): Any employee who is newly hired, rehired, or
returning to work from a furlough, separation, termination, or leave of absence without pay is
considered to be a new employee and must be reported to the EDD within 20 days of the
employee’s start-of-work date. Report all new employees on Form DE 34. If you acquire an
ongoing business and employ any workers from the acquired company, these employees are

considered to be newly hired and must also be reported to the EDD on Form DE 34.

Report of Independent Contractor(s) (DE 542): Report to the EDD within 20 days of
either making payments totaling $600 or more or entering into a contract for $600 or more with
an independent contractor in any calendar year, whichever occurs first. Report all independent

contractors on Form DE 542.
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If you have any questions regarding payroll tax or reporting requirements or would like to discuss
your specific tax needs, please give us a call at (562) 435-1191. To view previous issues of our
quarterly newsletter, SOLUTIONGS$lease visit our website at www.windes.com.

WINDES & MCCLAUGHRY
ACCOUNTANCY CORPORATION
Certified Public Accountants & Consultants

EXCEEDING EXPECTATIONS SINCE 1926

Windes & McClaughry is a recognized leader in the field of accounting, assurance, tax, and business consulting services.
Our goal is to exceed your expectations by providing timely, high-quality, and personalized service that is directed at
improving your bottom-line results. Quality and value-added solutions from your accounting firm are essential steps
toward success in today’s marketplace. You can depend on Windes & McClaughry to deliver exceptional client service in
each engagement. For over eighty-five years, we have gone beyond traditional services to provide proactive solutions and

the highest level of capabilities and experience.

Windes & McClaughry’s team approach allows you to benefit from a breadth of technical expertise and extensive
resources. We service a broad range of clients, from high-net-worth individuals and exempt organizations to privately held
businesses and publicly traded companies. We act as business advisors, working with you to set strategies, maximize

efficiencies, minimize taxes, and take your business to the next level.

Recently, Windes & McClaughry announced plans to merge with San Francisco-based Burr Pilger Mayer, Inc. (BPM). The
merger, expected to take place in January 2012, will create the largest California-based accounting and consulting firm.

For more information, please visit www.windes.com.
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