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New Proposed Regulations Explain  
Securities -Broker Basis Reporting and  

Basis Determination for Debt  
Instruments and Options  

 
 

 

Preamble to Proposed Regulations 

 

The Internal Revenue Service (IRS) has issued proposed regulations     

that would explain how brokers must report transactions related to     

debt  instruments and options.  They reflect changes made by the     

Emergency Economic Stabilization Act of 2008 (P.L. 110-343) that      

require brokers, when reporting the sale of securities to the IRS, to   

include the customer's adjusted basis in the sold securities and to classify 

any gain or loss as long-term or short-term.  The proposed regulations also would implement the 

requirement that brokers report gross proceeds from a sale or closing transaction involving certain 

options and requirements for a transfer of a debt instrument or an option to another broker and for 

an organizational action that affects the basis of a debt instrument or option. 

 

For more information about this article, please contact us at taxalerts@windes.com or any of       

our tax professionals at (562) 435-1191, (949) 271-2600, (310) 316-8130, or (213) 239-9745. 

 

 

Connecticut Economic Development  
Legislation Reduces Business Entity Tax 

and Revises Job Creation and Other Credits  
 
 

As part of major economic development and job creation legislation, Connecticut has enacted a new 

job expansion credit and makes the $250 business entity tax payable every other year instead of    

annually.  The bill also revises the angel investor, film production and urban reinvestment act tax 

credits, authorizes airport development zones that are eligible for enterprise zone exemptions and 

corporation business tax credits, and establishes a reinsurance premium tax requirement and a     

nonrefundable credit for captive insurance companies among other changes.  
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Connecticut Economic Development Legislation Reduces Business Entity Tax... (continued) 

 
 

 

Job expansion credit  
 

Applicable to income or taxable years beginning on or after January 1, 2012, the legislation creates a 

new job expansion credit against the corporate income, personal income, insurance premium,       

and utility company taxes and phases out the existing job creation, small business job creation,       

and vocational rehabilitation job creation credits.  The job expansion 

credit applies to jobs created on or after January 1, 2012 and prior      

to January 1, 2014.  The credit is equal to $500 per month for each     

new employee or $900 per month if the employee is a veteran or         

a qualifying employee.  A òqualifying employeeó is a new employee       

who, at the time of hiring, is receiving unemployment compensation     

or has exhausted unemployment benefits or is receiving vocational            

rehabilitation services from the Bureau of Rehabilitative Services.  Small 

businesses with not more than 50 employees qualify for the credit if they create at least one job.  

Businesses with more than 50 but less than 100 employees must create at least five new jobs and 

those that employ more than 100 full-time employees must create at least 10 jobs.  The taxpayer 

must claim the credit in the income year in which earned and if eligible in the two immediately     

succeeding income years.  The new credit is subject to the $20 million cap that applies to the three 

existing job creation credits.  A taxpayer claiming the job expansion credit for a new hire may        

not count that employee towards any other allowable credits.  The existing jobs creation credit        

is amended to provide that the commissioner may not issue any eligibility certificates on or after   

January 1, 2012 and no credit may be granted more than five years after the date that the            

commissioner issues an eligibility certificate. Under its existing terms, the small business jobs        

creation credit is only available for employees hired between May 6, 2010 and January 1, 2013      

(the new job expansion credit applies to employees hired up to January 1, 2014).  The existing      

vocational rehabilitation credit is amended to apply only to employees hired between May 6, 2010 

and January 1, 2012.  

 

Business entity tax  
 

Applicable to tax years beginning on or after January 1, 2013, the $250 business entity tax will be 

payable every other year.  The tax applies to limited liability companies, limited liability partnerships, 

limited partnerships, and S corporations. 

 

Angel investor credit  
 

The minimum investment that is required to qualify for the angel investor income tax is lowered 

from $100,000 to $25,000.  

 

Film credits amended   
 

The film production credit is amended to provide that a relocated television production is eligible for C
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Connecticut Economic Development Legislation Reduces Business Entity Tax... (continued) 

 
 

 

the credit provided it is created at a qualified production facility in Connecticut where: 

 

¶ on or after January 1, 2012, the eligible production company makes a minimum    

investment of $25 million; and  

¶ creates at least 200 new jobs in Connecticut.   

 

A òrelocated television productionó is an ongoing television program, all of the prior seasons of 

which were filmed outside of Connecticut, and may include current events shows, other than a     

general news program, sporting event or game broadcast.  

 

Airport development zones  
 

The Connecticut Airport Authority is authorized to establish additional airport development zones.  

Enterprise zone property tax exemptions and corporation business tax credits are extended to the 

airport development zones.  

 

Public -private partnerships  
 

Effective from passage, the legislation authorizes public-private partnerships to develop public works 

or transportation projects.  Any property developed, operated, or held by a private entity pursuant 

to a public-private partnership agreement is exempt from municipal property taxes.  

 

Urban reinvestment tax credits   
 

The aggregate amount of urban reinvestment tax credits that may be granted is reduced to $650   

million from $750 million.   

 

For more information about this article, please contact us at taxalerts@windes.com or any of       

our tax professionals at (562) 435-1191, (949) 271-2600, (310) 316-8130, or (213) 239-9745. 

C
o

n
ta

c
t 
u

s
 a

t 
ta

x
a

le
rt

s
@

w
in

d
e
s
.c

o
m

 

mailto:taxalerts@windes.com
mailto:taxalerts@windes.com


 

  4 

 

 

 

 

 

 

 

 

Use Tax Lookup Table:   
Use It or Start Saving Receipts  

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

 

 
 

For tax years beginning on or after January 1, 2011, taxpayers may report use tax for single non-

business purchases of $1,000 or less on their California income tax returns using either: 

 

¶ The actual amount of tax due; or  

¶ The amount shown on a lookup table. 

 

Taxpayers who use the lookup table will indicate an estimated amount of use tax due based on their 

adjusted gross income (AGI).  The Board of Equalization approved the lookup table in 18 Cal. Code 

Regulation §1685.50.  The table approved is provided below. 

 

Married filing separate  

 

For a married taxpayer filing a separate California personal income tax return: 

 

¶ An election may be made to report either one-half of the qualified use tax or the   

entire qualified use tax on his or her separate California personal income tax return; 

and 

¶ If an individual elects to report one-half of the qualified use tax, that election will not 

be binding with respect to the remaining one-half of the qualified use tax owed by 

that individual and that individual's spouse. 

 

Safe harbor  

 

Using the lookup table provides a safe harbor for individuals who would rather not (or forgot to) 

keep receipts of purchases made.  The lookup table may only be used by taxpayers reporting use tax 

on their individual income tax returns (Form 540 series).  A taxpayer who pays use tax using a Form 

BOE 401DS, Consumer Use Tax Return, may not use the lookup table. 

C
o

n
ta

c
t 
u

s
 a

t 
ta

x
a

le
rt

s
@

w
in

d
e
s
.c

o
m

 

 

Example:  Ben surfs the internet buying odds and ends that look interesting.  Ben has not 

made a single purchase in excess of $1,000 but estimates that his purchases were between 

$1,500 and $2,000.  Ben's AGI is $125,000.  If Ben reports his use tax on Form 540, his use 

tax (using the table) is $88.  If Ben wants to pay his use tax using Form BOE 401DS, he must 

total all of his purchases, and calculate his use tax owed on those purchases. 
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Use Tax Lookup Table... (continued) 

 
 

 

For more information about this article, please contact us at taxalerts@windes.com or any of       

our tax professionals at (562) 435-1191, (949) 271-2600, (310) 316-8130, or (213) 239-9745. 

 

 

California Net Operating Loss (NOL)        
Carryovers:  Toss Simplicity to the Wind  

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

 

 

Over the years, the California Legislature has used the NOL to raise revenue by suspending losses.  

When losses were suspended the law provided for additional carryforward years. 

 

The California Franchise Tax Board (FTB) has answered two questions regarding NOL suspensions 

in Legal Ruling 2011-4: 

 

1. When is a taxpayer's deduction of an NOL suspended? 
 

2. What is the order in which NOLs must be used where only some NOL deductions 

of a taxpayer have been suspended resulting in an extended carryover period for 

those suspended NOL deductions? 

 

Carryforward  

 

The ruling states that under the California NOL suspension provisions, the carryover period for each 

year's NOL is extended only where an NOL deduction is denied, in whole or in part, because of    

the application of the suspension provisions.  This means that not all losses receive an extended    

carryforward period.  The suspension periods were: 

 

 

C
o

n
ta

c
t 
u

s
 a

t 
ta

x
a

le
rt

s
@

w
in

d
e
s
.c

o
m

 

!ŘƧǳǎǘŜŘ DǊƻǎǎ LƴŎƻƳŜ wŀƴƎŜ ¦ǎŜ ¢ŀȄ [ƛŀōƛƭƛǘȅ 

[Ŝǎǎ ǘƘŀƴ ϷнлΣллл Ϸ   т 

ϷнлΣллл - ϷофΣффф Ϸ  нм 

ϷплΣллл - ϷрфΣффф Ϸ  ор 

ϷслΣллл - ϷтфΣффф Ϸ  пф 

ϷулΣллл - ϷффΣллл Ϸ  со 

ϷмллΣллл - ϷмпфΣффф Ϸ  уу 

ϷмрлΣллл - ϷмффΣффф Ϸ мно 

aƻǊŜ ǘƘŀƴ ϷмффΣффф aǳƭǝǇƭȅ !DL ōȅ лΦлт҈ όлΦлллтύ 
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NOL Carryovers: Toss Simplicity to the Wind (continued) 

 
 

 

¶ 2002 - 2003; and 

¶ 2008 - 2011 

 

A pre-2002 NOL is given a two-year extension to the carryforward period if any part of the NOL is 

denied in either of the two years of the 2002-2003 suspension period, while a 2002 NOL is given a 

one-year extension if it was suspended in 2003.  A pre-2008 NOL is given a four-year extension if 

any part of the NOL is denied in any of the four years of the 2008-2011 suspension periods.  See the 

chart below for the extension periods for NOLs generated in 2008 - 2010. 

 

 
 

Which to use first  
 

When a taxpayer has multiple NOL carryforwards, the taxpayer must use the oldest year first     

regardless of when the loss is no longer allowable.   

 

Although we may think of an NOL carryforward as consisting of the aggregate of NOLs generated in 

prior years, an NOL carryforward is actually the carryforward balance from an NOL generated in     

a single year; that is, each NOL year must be considered separately.  Applying this rule to California's 

suspension provisions can produce an odd result: an NOL from an earlier year may get a later      

expiration year than an NOL generated in a later year (e.g., an NOL generated in 2001 can be       

carried to 2017, but an NOL generated in 2003 expires in 2013).  

  

Carrybacks  
 

The ruling also addresses the planned 2013 carryback provisions.  The law currently will allow a tax-

payer to elect a two-year carryback for an NOL from a taxable year beginning on or after January 1, 

2013.  A carryback is allowed even if the NOL deduction was suspended in 2011.  

 

 

General NOL Carryovers  

Taxable year beginning  

on or after  

Number of  

carryforward years  

California Revenue &  

Taxation Code Sections  

January 1, 1987, and before 

January 1, 2000 * 

5 years 17276.20(d)(1)(A) and 

24416.20 (e)(1)(A) 

January 1, 2000 and before 

January 1, 2008, is 10 taxable 

years 

10 years 17276.20(d)(1)(B) and 

24416.20(e)(1)(B) 

January 1, 2008 20 years 17276.22 and 24416.22 

* For regular NOLs, California has allowed the above carryovers.  Note that for NOLs in-

curred in years prior to 2002, California law provided additional carryover for certain new 

and small businesses as well as an extended carryover period for losses in enterprise zones 

and other EDAs. 
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NOL Carryovers: Toss Simplicity to the Wind (continued) 

 
 

The carryback percentage is: 

 

¶ 50% of the NOL from the 2013 taxable year eligible to be carried back to the 2011 

and 2012 taxable years; 

¶ 75% of the NOL from the 2014 taxable year eligible to be carried back to the 2012 

and 2013 taxable years; and 

¶ 100% of the NOL starting from the 2015 taxable year and thereafter, which may be 

carried back to the 2013 taxable year.   

 

California allows separate elections, so a taxpayer could carry federal loss back and California       

forward or vice versa.   

 

The ruling concludes that if a taxpayer uses the carryback, the taxpayer will be able to use only a part 

of the loss.  If the taxpayer elects to carry the loss forward, 100% of the loss is carried forward. 
 

 
 

 

For more information about this article, please contact us at taxalerts@windes.com or any of       

our tax professionals at (562) 435-1191, (949) 271-2600, (310) 316-8130, or (213) 239-9745. 

 

 

/ŀǊǊȅƻǾŜǊ ƻŦ {ǳǎǇŜƴŘŜŘ bh[ǎ 

¢ŀȄŀōƭŜ ȅŜŀǊ ƭƻǎǎ ǿŀǎ ŘŜƴƛŜŘ bǳƳōŜǊ ƻŦ ȅŜŀǊǎ ŀŘŘŜŘ ǘƻ ŎŀǊǊȅƻǾŜǊ 

нллн ƭƻǎǎ ŘŜƴƛŜŘ ƛƴ нлло м ȅŜŀǊ ϝ 

[ƻǎǎŜǎ ŦǊƻƳ ȅŜŀǊ ǇǊƛƻǊ ǘƻ нллн ŀƴŘ ǎǳǎǇŜƴŘŜŘ 
ƛƴ нллн ŀƴŘκƻǊ нлло 

н ȅŜŀǊǎ ϝ 

[ƻǎǎŜǎ ŦǊƻƳ нлмл ŘŜƴƛŜŘ ƛƴ нлмм м ȅŜŀǊ ϝϝ 

[ƻǎǎŜǎ ŦǊƻƳ нллф ŘŜƴƛŜŘ ƛƴ нлмл ƻǊ нлмм н ȅŜŀǊǎ ϝϝ 

[ƻǎǎŜǎ ŦǊƻƳ нллу ŘŜƴƛŜŘ ƛƴ нллфΣ нлмлΣ ƻǊ 
нлмм 

о ȅŜŀǊǎ ϝϝ 

[ƻǎǎŜǎ ŦǊƻƳ ȅŜŀǊǎ ōŜŦƻǊŜ нллу ŀƴŘ ŘŜƴƛŜŘ ƛƴ 
нллуΣ нллфΣ нлмлΣ ƻǊ нлмм 

п ȅŜŀǊǎ ϝϝ 

ϝ wϧ¢/ {ŜŎǝƻƴǎ мтнтсΦоόōύόмύ ŀƴŘ όнύ ŀƴŘ нппмсΦоόōύόмύ ŀƴŘ όнύ 
ϝϝ wϧ¢/ {ŜŎǝƻƴǎ мтнтсΦнмόōύόмύ - όпύ ŀƴŘ нппмсΦнмόōύόмύ - όпύ 
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Example:  June had a $200,000 NOL from 2007.  In tax years 2008 through 2011, her AGI 

was zero, so the NOL was carried forward to 2012.  Because she was unable to use any of 

the loss - not because of the suspension but because of her limited income - she does not 

add years to the carryforward. 
 

August had a $200,000 NOL from 2007.  In 2008, her AGI was zero but in 2009, her AGI 

was $700,000.  Her NOL is suspended under R&TC Section 17276.21 and she may add four 

years to the original carryforward period of 10 years. 
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Deal-of -the-Day Emails and  
Sales Tax Liabilities  

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

 

 
 

Internet-based companies (for example, Groupon, Tipper, Living Social, etc.) typically offer deal-of-

the-day instruments for sale on their Web sites and often market them by email to a subscriber list. 

 

The deal of the day often features a coupon that can be redeemed at local or national companies.  

Customers generally purchase deal-of-the-day instruments at a discounted price that can be         

redeemed for a set amount of products or services.  The deal-of-the day is similar to marketing and 

sales programs in which retailers issue coupons that entitle their customers to a discounted price for 

products they sell. 

 

 

In general, tax applies to the amount paid by the customer for the deal-of-the-day instrument,       

plus any additional cash, credit, or other consideration required to be paid when the product is     

purchased. 

 

The above are simple examples of one transaction.  Consider the retailer who has many sales -    

some are for more and some are for less than the coupon amount.  And, remember, many of the 

employees handling the sales are not exactly sales tax experts.  If the type of sale is normally not   

subject to tax in the state, then tax would not apply to the sale when the coupon is used by the    

customer.  Common sales that are generally not subject to sales tax include sales of services (such as 

cleaning, spa services, teeth whitening, gym classes, etc.). 

 

For more information about this article, please contact us at taxalerts@windes.com or any of       

our tax professionals at (562) 435-1191, (949) 271-2600, (310) 316-8130, or (213) 239-9745. 
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Example:  Gripper, an Internet-based company, sends e-mails to its subscriber list and advertises 

a deal-of-the-day offer for a $100 tennis racquet for $50.  A customer pays $50 for the coupon.  

The customer then redeems the coupon for the tennis racket and pays no additional amount 

for the tennis racquet.  The retailer must collect sales tax on the $50, which equals the amount 

paid for the coupon.  The retailer must charge state sales tax; if they don't, they must include 

the cost of the coupon in their gross sales and pay it themselves. 

Example:  The next day, Gripper's offer is for $105 worth of custom picture framing for $50.  A 

customer pays $50 for the coupon.  The customer redeems the coupon for a custom frame 

priced at $120.  The amount subject to tax is $65 ($50 paid for the coupon plus the additional 

$15 required to be paid to purchase the custom picture frame, $120 - $105). 

mailto:taxalerts@windes.com
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California Is Now A Federal Unemployment 
Tax Act (FUTA) Credit Reduction State  

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

 

 
 

As a result of outstanding loan balances, the U.S. Department of Labor has notified the Internal    

Revenue Service (IRS) and the Employment Development Department (EDD) that California is now a 

credit reduction state.  (EDD Tax Branch News #165) A credit reduction state is a state that has not    

repaid money it borrowed from the federal government to pay unemployment benefits.   

 

Due to California carrying an outstanding loan balance for two consecutive years, the FUTA credit 

will decrease from 5.4% to 5.1% on January 1, 2012, which means California employers will incur a 

0.3% FUTA credit reduction. 

 

The IRS has posted the 2011 Form 940, Employerõs Annual Federal Unemployment Tax Return, and the 

following two schedules on its website:  (1) Schedule A (Form 940), Multi-State Employer and Credit 

Reduction Information.  (2) Schedule R (Form 940), Allocation Schedule for Aggregate Form 940 Filers.   

 

Form 940 is available at:  www.irs.gov/pub/irs-pdf/f940.pdf. 

 

For more information about this article, please contact us at taxalerts@windes.com or any of our 

tax professionals at (562) 435-1191, (949) 271-2600, (310) 316-8130, or (213) 239-9745. 

 

 

Beware: More Work for Employer  
When the Employee is Terminated  

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

 

 

Beginning in April 2012, the California Employment Development Department (EDD) will use        

the Alternative Base Period for all unemployment insurance (UI) claims.  This means that when       

an individual applies for unemployment, the EDD will start the one-year lookback in the quarter    

immediately prior to the application, rather than starting two quarters back. 

 

The result of this change is that the EDD may not yet have the employment tax report for the prior 

quarter.  Or, even if the employer timely filed the return, the EDD may not have processed the    

return in time to determine the prior quarter wages.  If the EDD has not processed the prior     

quarter wages, they will send Form DE 1919, Wage Verification, to the employer and Form DE 23A,   

~~~ 
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Beware:  More Work for Employer When Employee is Terninated (continued) 

 
 
 

Request for Proof of Wages Claimed, to the employee.  The employer has 10 days to mail back 

Form DE 1919 with the wage information included.  If the employer fails to mail the form back, the 

EDD will use the information provided by the employee, even if it is incorrect.  If, at a later date, the 

employer provides corrected information, the EDD will recompute the UI benefit.  If the amount is 

less than the amount being paid based on the employee's numbers, the EDD will not require the  

employee to repay the amount, which will negatively impact the employer's account. 

 

 

For more information about this article, please contact us at taxalerts@windes.com or any of our 

tax professionals at (562) 435-1191, (949) 271-2600, (310) 316-8130, or (213) 239-9745. 

 

2012 SDI Rate (11-15-2011) 
 

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

 

 

The EDD has announced the 2012 SDI rate and wage base.  

 

 
 

For more information about this article, please contact us at taxalerts@windes.com or any of our 

tax professionals at (562) 435-1191, (949) 271-2600, (310) 316-8130, or (213) 239-9745. 

 
 

  SDI rate  Maximum wage base  Maximum payment  

2012 1.0% $95,585 $955.85 

2011 1.2% $93,316 $1,119.79 
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Example:  Lookback periods for 2011 and 2012 

 

2011 lookback  

James was laid off from his job on May 15, 2011.  The EDD would base his unemployment on 

the one-year period that ends two quarters prior to losing his job: January 1, 2010, through   

December 31, 2010. 

 

2012 lookback  

Julie is laid off from her job on May 15, 2012.  The EDD will base her unemployment on the  

period that began April 1, 2011 and extends through March 31, 2012, the end of the quarter 

before she was laid off. 
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Visit us online at: www.windes.com 

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 todayõs 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 & McClaughryõs 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. 

Orange County Office  

18201 Von Karman Avenue 
Suite 1060 

Irvine, CA  92612 

 

Tel: (949) 271-2600 

Headquarters  

111 West Ocean Boulevard 

Twenty-Second Floor 

Long Beach, CA  90802 

 

Tel: (562) 435-1191 

South Bay Office  

21515 Hawthorne Boulevard 

Suite 840 

Torrance, CA  90503 

 

Tel: (310) 316-8130 

Los Angeles Office  

601 South Figueroa Street 
Suite 4950 

Los Angeles, CA  90017 

 

Tel: (213) 239-9745 
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