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EXCEEDING EXPECTATIONS SINCE 1926 IAX AI ER I S

Want to Know Your Chances for Being
Audi t ed? | RSO s 2 01|0
Gives Some Clues

The Internal Revenue Service (IRS) has issued its annual data book, which
provides statistical data on its fiscal year (FY) 2010 activities. As explained irf the
article, the data book provides valuable information about how many tax returns
the IRS examines (audits) and on what categories of returns the IRS is focdsing
its resources, as well as data on other enforcement activities, such as collectipns.
The figures and percentages in this article compare returns filed in calendar year
2009 and audited in FY 2010 to returns filed in calendar year 2008 and audited in
FY 2009.

What are the chances of being audited?

Of the 142,823,105 total individual income tax returns with a filing requirement, 1,581,394 were
audited. To translate the number into percentage, it is approximately 1.1%, slightly higher thahp the
1% rate for the previous year. Of the total number of individual income tax returns audited inJFY
2010, 473,999 (30%) were for returns with an earned income tax credit (EITC) claim, which
decreased from the 35.64% of all audited returns for FY 2009.

Only 21.7% of the individual audits were conducted by revenue agents, tax compliance off|cers,
tax examiners, and revenue officer examiners; the majority of the audits (about 78.3%) Were
correspondence audits. The percentages for FY 2009 were 22.8% and 77.1%, respectively.

Following are selected audit rates for individuals not claiming the EITC:

1  For businesses other than farming (Schedule C) showing total gross receipts of
$100,000 to $200,000, 4.7% of returns were audited in FY 2010, up from 4.2% in
FY 2009.

1  For businesses other than farming (Schedule C) showing total gross receipts of
$200,000 or more, 3.3% of returns were audited in FY 2010, versus 3.2% in FY
2009.

1 Of the returns showing farm (Schedule F) income, 0.4% were audited in FY 2010
versus 0.3% in FY 2009.

1  For returns showing total positive income of $200,000 to $1 million, 2.5% of
returns not showing business activity were audited, and 2.9% of returns showing
business activity were audited; for FY 2009, these percentages were 2.3% and
3.1% respectively.

1  For FY 2010, the audit rate for returns with total positive income of $1 million or
more was 8.4%, a substantial increase from the 6.4% rate in FY 2009.
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Not surprisingly, examination coverage increases for higher income earners. For example
percentage was 0.71% for those returns with adjusted gross income (AGI) between $100,000
$200,000 (up from .67% for FY 2009), and 1.92% for those with $200,000 to $500,000 of AG
slightly from 1.86% for FY 2009). Exam coverage increased to 6.67% for those with at
$1million but less than $5 million of AGI (up from 5.35% for FY 2008). Similarly, coverage increg
for those with at least $5 million but less than $10 million of AGI, as well as for those with AGiI
$10 million or more.

The audit rates for business returns were as follows:

1 For all corporate returns other than Form 1120S, 1.4%, versus 1.3% for the year
before.

1 For small corporations with total assets of:

1 $250,000 to $1 million, 1.4%;
1 $13%5 million,

T 1.7%; and

1  $50610 million, 3%.

For FY 2009, the percentages were, respectively, 1.3%, 1.8%, and 2.7%.

1 For large corporations with total assets of $10 million or more, the overall audit rate
was 16.6%, up from 14.5% for FY 2009. The audit rate for these corporations
increased with the size of the entity. For example, the audit rates were 13.4% for
those with total assets of $H$50 million (up from 10.1% for FY 2009); 16.1% for
those with $25@$500 million (versus 15.8% for FY 2009); 45.3% for those with
$5620 billion (down from 48.7% for FY 2009), and 98% for those with $20 billion or
more (down from 100% for FY 2009).

1 For partnership and S corporation returns, the audit rate was .4%, the same as for
the year before.

Here is a roundup of some of the other valuable information carried in the new IRS Data Book.

Number of returns filed
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The number of partnership returns filed (Form 1065) dropped by 1.6%, and the numbel of

S corporation returns (Form 1120S) grew by .3%. The number of C or other corporation (e
REMIC, REIT, RIC) returns dropped by 4.8%.

The number of individual income tax returns (Forms 1040, 1040A, 1040EZ, 16RPHEDpped
6.7%, from FY 2008 to FY 2009, but in FY 2010 the percentage fell only 2% from the year be
reflecting some improvement in economic activity.

Math errors on individual returns
Of the roughly 10.5 million mathematic error notices that IRS sent out relating to the 2009 retu

60.8% were attributable to the making work pay credit (MWPC), which was a refundable tax cr
based on earned income and was available to taxpayers in 2009 and 2010.

g.,

fore,

In,
bdit

Of the total math error notices, 9% were for tax calculation/other taxes (which include erro
related to seHemployment tax, alternative minimum tax, and household employment tax), 4

9%
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related to exemption number/amount, 4.4% related to the EITC, 4.1% related to the standg
itemized deduction, and 1.3% related to the fitishe homebuyer credit.

Penalties

In FY 2009, the IRS assessed 27.1 million civil penalties ag
in the previous year. Oof th
for underpayment of estimated tax, and 13% for delinquency.

assessments (up from 970,098 for the year before), and 42.1%

estimated tax.

Offers-in-compromise

In FY 2010 57,000 offeiie-compromise were received by the IRS (versus 52,000 for FY 2009), &
14,000 were accepted (11,000 for the year before).

Criminal cases

and 2,184 convictions. Of those sentenced, 81.5% were incarcerated (a term that includes imp
ment, home confinement, electronic monitoring, or a combination thereof). By way of compari
in FY 2009, the IRS initiated 4,121 criminal investigations, and there were 2,570 referral
prosecution. Of those sentenced, 81.2% were incarcerated.

IRS initiated 4,706 criminal investigations in FY 2010. There were 3,034 referrals for pI’OSGCJA

The IRS 2010 Data Book (Publication 55B) is availalhigg@t/www.irs.gov/publ/irsoi/10databk. pdf

For more information about this article, please contact ugaatalerts@windes.conor any of our
tax professionals at (562) 438191, (949) 272600, (310) 3148130, or (213) 23D745.

Contact us at taxalerts@windes.com
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Time is Running Out to Claim $1.1 Billion
In 2007 Tax Refunds

Refunds totaling more than $1.1 billion may be waiting for nearly 1.1 mill
people who did not file a federal income tax return for 2007. However, t

2007 must be filed with the Internal Revenue Service (IRS) no later th
April 18, 2011.

The IRS estimates that half of these potential 2007 refunds are $640 or m

many low and moderate income workers may not have claimed the earr]
income tax credit (EITC) for which they are eligible.

The IRS reminds taxpayers that a 2007 refund will be held if they have
filed for 2008 and 2009 or applied it to any amounts owed to the IRS,
used it to offset unpaid child support or past due federal debts.

For more information about this article, please contact ugaatalerts@windes.conor any of our
tax professionals at (562) 438191, (949) 272600, (310) 3148130, or (213) 23D745.

The Internal Revenue Service (IRS) Provides
More Registered Domestic Partner (RDP)
Information

This article is reproduced with permission from Spidell Publishing, Inc.

windes.com

The IRS has stated that it will treat a California seseg married couple in the same manner as
answers some of these questions:

1 A California sameex married couple must split income based on community
property;

1  Community property rules apply to RDP and sasex married couples using the

same rules as opposHeex married couples not only is earned income subject to

community property rules but so are other assets that were purchased with

community income;

Withholding must be split but estimated tax may not be split; and

For RDPs and California samex couples, splitting income is required for 2010 but

optional for 20072009, assuming the years are open.
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collect the money, a properly addressed, mailed and postmarked return jor
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registered domestic partner (RDP) couple. Newly revised Publication 555 (Rev. February 24, 4011)
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Changes to 2011 California Payroll Forms

The Employment Development Department (EDD) is reminding employers that, beginning with
guarter 2011 returns, employers must file Form DE Q@uarterly Contribution Return and Repor
Wagesand Form DE 9CQuarterly Contribution Return and Report of Wages (ContiRoatioDE 9
replaces Form DE 7Annual Reconciliation Statenterim DE 9C replaces Form DE Quarterly
Wage and Withholding Repdfhe new DE 9 and DE 9C forms are available online 4§
www.edd.ca.gov/Payroll_Taxes/Forms_and_Publications.htm

Further information concerning the change to quarterly reporting can be found at:
www.edd.ca.gov/Payroll_Taxes/Important_Payroll_Tax_Changes_in_2011.htm

New California Sales and Use Tax Rates

Voters in 13 cities in California have approved new district taxes (transaction and use taxes)
become effective April 1, 2011. The new rates apply only within each city's incorporated limits.
tax rates outside the incorporated city limits will remain the same. The table below summarizeg
new sales and use tax rates.

DISTRICT TAX AREA COUNTY ACRONYM CODE OLD RATE NEW RATE
City of San Leandro Alameda SLGF 235 9.75% 10.00%
City of Union City Alameda UCGF 240 9.75% 10.25%
City of Concord Contra Costa CNCD 242 9.25% 9.75%
City of El Cerrito Contra Costa ELCT 244 9.75% 10.25%
City of Placerville El Dorado PLST 246 8.50% 8.75%
City of Eureka Humboldt ERST 248 8.50% 9.00%
City of Santa Monica Los Angeles STMA 250 9.75% 10.25%
City of South El Monte | Los Angeles SEMT 252 9.75% 10.25%
City of Novato Marin NOVT 254 9.00% 9.50%
City of Marina Monterey MRNA 255 8.25% 9.25%
City of Tracy San Joaquin TRCY 257 8.75% 9.25%
City of Scotts Valley Santa Cruz SVGF 216 9.25% 9.00%
City of Sonoma Sonoma SAPD 259 9.00% 9.00%
City of Santa Rosa Sonoma SRGF 264 9.25% 9.50%
City of Wheatland Yuba WTLD 265 8.25% 8.75%

Some cities have developed a database to help taxpayers identify addresses located within
taxing jurisdictions. In cooperation with these cities, Board of Equalization (BOE)'s website con
links to city address databasesww.boe.ca.gov/sutax/cityaddresses.ntm
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Also, as a public service, BOE provides a linkmow.geotax.coma free sales and use tax ratg

locator. However, BOE does not maintain that website; therefore, it is not responsible for the

content or accuracy of the Geotax website.

Use Tax Reporting Reminder
California Board of Equalization (BOE) re

register, report, and pay Use Tax owed for the previous calendar year by April 15. Generalj/, a
i

qualified purchaser is a person who receives at least $100,000 in gross receipts from bu
operations per <calendar year, who is not r
even if there are no purchases subject to Use Tax.

For more information about this article, please contact ugatalerts@windes.conor any of our
tax professionals at (562) 438191, (949) 272600, (310) 3148130, or (213) 23D745.

Relief for Taxpayers Affected by Winter Storms

This article is reproduced with permission from Spidell Publishing, Inc.

for California taxpayers affected by the winter storms in California. T
December 17, 2010 through January 4, 2011 storms were declared a fed
disaster in 12 counties. Affected taxpayers are able to claim disaster log
in the current or the prior tax yeatr.

Counties declared a major disaster area are: Inyo, Kern, Kings, Mad
Mariposa, Orange, Riverside, San Bernardino, San Diego, San Luis Ol
Santa Barbara, and Tulare counties.

On March 17, the Franchise Tax Board (FTB) announced special tax rllief
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20106 in red ink at the top of t
the refund. If taxpayers arefding, they should follow the software instructions to enter the disast
information.

For more information about this article, please contact ugaatalerts@windes.conor any of our
tax professionals at (562) 438191, (949) 272600, (310) 318130, or (213) 23D745.
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Business Personal Property
Taxes Are Due

This article is reproduced with permission from Spidell Publishing, Inc.

Most counties have mailed their business personal property tax statements
to business owners, and, while the due dates vary, the deadline to ayjoid
penalties is May 7, 2011. The penalty for late filing is 10% of the final fax.
Most counties use Form BOE/1-L to determine the tax assessment. If theg
business is required to file a business property statement in a county gnd

fails to file it, the county assessor will estimate a value and add a 10% pefalty
to that estimated assessed value. Therefore, failure to return Form-BQE
571-L can result in an overassessment.
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Electronic filing

Many counties provide online filing for most businesses. In most of th¢se
counties, once taxpayers choose thdike option, they will no longer receive paper copies of For
BOES571-L, Business Property Statement, unless they specifically request one. For a link tq the
counties participating in the-fle program, go to: www.calbpsfile.org For a link to the county
assessor, go tavww.boe.ca.gov/proptaxes/assessors.htm

Assets, values, and rates

Every business taxpayer who owns taxable personal property (other than a manufactured hgme)
having an aggregate cost of $100,000 or more for any assessment year must file a signed prpperty
statement with the county assessor; others are required to file only upon request of the coupty
assessor, unless the property qualifies for direct assessment. All machinery, office furniturd and
equipment, and supplies are subject to tax. Business inventories, licensed vehicles, and any infangible
assets are exempt from assessment.

Assessment begins with the cost of the asset, including sales tax, freight, and installation, bfit not
including any tradin. The assessor applies an index factor to the asset's cost and then appls a

depreciation factor to the result and this becomes the assessed value. The assessor's depregiation
schedule is different from the tax depreciation schedule, as it is based on expected economic lifg.

The tax rate is usually a little more than 1% of the assessed value. Generally, using a rate of 1.2% will
give a conservative estimate. For example, if the cost basis of a business asset is $15,000 4nd the
assessed value is $12,000, your property taxes on the business asset will be about $144 ($12J000 x
1.2%).

Form and manner

Unlike real property, business personal property is reappraised annually. Business owners musj file a
business property statement each year detailing costs of all supplies, equipment, and fixtures af each
location. Businesses should keep in mind that property listed on Form-BQH should also be
listed on the depreciation schedules on the tax return. At least once every four years, county

assessors are required to audit the books and records of any trade or business whose busgness

Contact us at taxalerts@windes.com
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personal property and trade fixtures have a full value of $400,000 or more.

If the business does not own the real property where the business is conducted, the tax bill shpuld

arrive about the middle of July. Payment is due by the end of August. If the business owns th
property, the assessed value of the business assets will be added to the value of the real proper
the tax will be paid in the December and April tax payments.

For more information about this article, please contact ugaatalerts@windes.conor any of our
tax professionals at (562) 438191, (949) 272600, (310) 3148130, or (213) 23D745.

MyFTB (Franchise Tax Board)
Account Enhancements

This article is reproduced with permission from Spidell Publishing, Inc.

The FTB has announced these enhancements to the MyFTB Account System:

T Corporations, LLCs, and partnerships can:

- View estimated tax payments; and
- Make web payments (must be done by the taxpayer).

71 Individuals may change their addresses and phone numbers (changes must be made
by the taxpayer).

Tax professionals may now access multiple taxpayer files by using their own user name
passwords. This will speed up the process of verifying estimated tax payments. Howeve
gain access to a taxpayer's file, the taxpayer must sign Form FTB 743, Account View A
Authorization, which allows the tax professional to access his/her account information on
FTB website and the tax professional must keep the signed form in the file.

For more information about this article, please contact ugaatalerts@windes.conor any of our
tax professionals at (562) 438191, (949) 272600, (310) 3146130, or (213) 23D745.
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Franchise Tax Board (FTB) Uses Mortgage
Interest Paid to Calculate Income

This article is reproduced with permission from Spidell Publishing, Inc.

A taxpayer who did not file a 2005 return was determined to have income based on the fact that
made mortgage interest payments during 2005. The FTB calculated her income using the amg

she
Lint of

interest paid and multiplying it by four, and proposed tax due of $1,277, and a late filing penalty of

$319.25. The taxpayer claimed her income for the year was from child support, SSDI, savings,
massage business that brought in approximately $325 per month, but was unable to produc
records proving this. The Board upheld the FTB's assessments in the absence of any proof
wise.

For more information about this article, please contact ugaatalerts@windes.conor any of our
tax professionals at (562) 438191, (949) 272600, (310) 318130, or (213) 23D745.

Governor Signs Tax Bill

This article is reproduced with permission from Spidell Publishing, Inc.

The Governor has signed SB 86, which creates a use taxupotable, modifies the Child and
Dependent Care Credit, and creates an amnesty program for taxpayers with tax shelters-or
shore transactions.

The bill does the following:

9 Allows taxpayers to report use tax for single ndnusiness purchases of $1,000 or less
on their Franchise Tax Board (FTB) returns using either: (1) the actual amount of tax
due, or (2) the amount shown on a loakp table, which would indicate an estimated
amount of use tax due based on the person's adjusted gross income. This provision
will apply for tax years beginning on or after January 1, 2011;

i Modifies the Child and Dependent Care Credit, so that it is no longer refundable for
taxable years beginning on or after January 1, 2011; and

i Establishes an amnesty program for taxpayers who have:

- Tax avoidance transactions currently under audit or in protest;
- Unknown tax avoidance transactions; or
- Unreported income from an offshore financial arrangement.

For more information about this article, please contact ugaatalerts@windes.conor any of our
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tax professionals at (562) 438191, (949) 272600, (310) 318130, or (213) 23D745.
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Windes & McClaughry is a recognized leader in the field of accounting, assurance, tax, and business consulting sqrvices.

Our goal is to exceed your expectations by providing timely, Hjghlity, and personalized service that is directed at
improving your bottomline results. Quality and valtsdded solutions from your accounting firm are essential stepq
toward success in todayf6s marketpl ace. You can depen

each engagement. For over eigfitse years, we have gone beyond traditional services to provide proactive solutions apd

the highest level of capabilities and experience.

d on

Windes & McClaughryds team approach allows you to b e n e f

resources. We service a broad range of clients, from frighworth individuals and exempt organizations to privately held
businesses and publicly traded companies. We act as business advisors, working with you to set strategies, ma

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

Headquarters

111 West Ocean Boulevard
Twenty-Second Floor

Long Beach, CA 90802

Tel: (562) 4351191

Orange County Office
18201 Von Karman Avenue
Suite 1060

Irvine, CA 92612

Tel: (949) 2712600

Los Angeles Office

601 South Figueroa Street
Suite 4950

Los Angeles, CA 90017

Tel: (213) 239745

South Bay Office

21515 Hawthorne Boulevard
Suite 840

Torrance, CA 90503

Tel: (310) 3168130

Visit us online at: www.windes.com
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