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Internal Revenue Service (IRS) Increases
Mileage Rate to 55.5 Cents per Mile

On June 23, 2011, the IRS announced an increase in the optignal
standard mileage rates for the final six months of 2011. Taxpaygrs
may use the optional standard rates to calculate the deductible cogts
of operating an automobile for business and other purposes.

The rate will increase to 55.5 cents a mile for all business miles driien
from July 1, 2011 through December 31, 2011. This is an increasq of
4.5 cents from the 5Xent rate in effect for the first six months of
2011, as set forth in Revenue Procedure 210 In recognition of
recent gasoline price increases, the IRS made this special adjustrhent
for the final months of 2011. The IRS normally updates the milegge

rates once a year in the fall for the next calendar year.

adjusting the standard mileage rates to better reflect the recent increase in gas prices,” saifl IRS
Commissioner, Doug Schulman. "We are taking this step so the reimbursement rate will be fajr to
taxpayers." While gasoline is a significant factor in the mileage figure, other items enter intd the
calculation of mileage rates, such as depreciation and insurance and other fixed and variable cots.

"This year's increased gas prices are having a major impact on individual Americans. TherRS is

The optional business standard mileage rate is used to compute the deductible costs of operatipg an
automobile for business use in lieu of tracking actual costs. This rate is also used as a benchmprk by
the federal government and many businesses to reimburse their employees for mileage.

The new sixmonth rate for computing deductible medical or moving expenses will also increasq by
4.5 cents to 23.5 cents a mile, up from 19 cents for the first six months of 2011. The rate [for
providing services for charitable organizations is set by statute, not the IRS, and remains at 14 cents a
mile.

Taxpayers always have the option of calculating the actual costs of using their vehicles rathef than
using the standard mileage rates.

Purpose Rates 1/1 through 6/30/11 Rates 7/1 through 12/31/11
Business 51 55.5
Medical/Moving 19 23.5
Charitable 14 14

Contact us at taxalerts@windes.com

For more information about this article, please contact udadalerts@windes.conor any of our
tax professionals at (562) 438191, (949) 2722600, (310) 3148130, or (213) 23D745.
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Beware of E -Mail Scams about
Electronic Federal Tax Payments

Consumers should be aware of a scarmailabout anelectronic
federal tax payment the-mail claims they tried to make
or whichmentions the Electronic Federal Tax Payment Syst¢g
(EFTPS). The-mail states that tax payments made by thmail
recipient through EFTPS have been rejected. Thead then
directs recipients to a bogus lirflr a transaction report that,
when clicked, downloads malicious software (malware) th
infects the intended vi designedd
to send back personal and financial information to the scamm
already contained on the taxpayer's computer or obtaine
through capturing keystrokes. The scammueses this personal
and financial information to commidentity theft.

sender for this or any other unsolicited-mailsthat they may receivabout their tax accounthat

scam and believes he or she may have become the victim of identity theft, find out what steps ¢
taken. The IRS and the Financial Management Service (the Treasury bureau that owns EFTPS
communicate payment information throughneil. A scam that tricks people into revealing thei
personal and financial data is identity theft. A scam that attempts to do this thronggilés known

as phishing. Find out more about IRS impersonation phishing scams and how to recogniz
report them to the IRS.

EFTP$ a tax payment system that allows individuals and businesses to pay federal
electronically via the Internet or phone. It is committed to taxpayer privacy and uses indus
leading security practices and technology to protect taxpayer data.

For more information about this article, please contact ugaatalerts@windes.conor any of our
tax professionals at (562) 438191, (949) 272600, (310) 314130, or (213) 23D745.
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To avoid malware, théaxpayers should not click on any links, open any attachments, or reply to fhe

y

claims to come from the Internal Revenue Service (IRS) or EFTPS. If the taxpayer responded o this
hn be
do not
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http://www.irs.gov/newsroom/article/0,,id=98129,00.html
http://www.irs.gov/privacy/article/0,,id=179820,00.html
http://www.irs.gov/privacy/article/0,,id=179820,00.html
http://www.irs.gov/individuals/article/0,,id=155344,00.html
http://www.irs.gov/newsroom/article/0,,id=217794,00.html
http://www.irs.gov/privacy/article/0,,id=179820,00.html
http://www.irs.gov/privacy/article/0,,id=179820,00.html
http://www.irs.gov/efile/article/0,,id=98005,00.html
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The Internal Revenue Service (IRS)
QuickAudit is Getting Quicker

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

In fall 2010, the IRS Press Office issued a release explaining how helpful it
was that the IRS would obtain information from the QuickBooks data fije
directly, rather than forcing the taxpayers to spend time providing t
needed data, which they may not have possessed the skill set to do. Sjnce
that time, the American Institute of Certified Public Accountants (AICPA)
has become more vocal in their objection to this process. The IRS Has
responded to the AICPA and is becoming more aggressive at issying
information document requests (IDRs) pertaining to QuickBooks.

A\ Information Document Request (IDR)
pe The IRS is now including a paragraph about QuickBooks and states, "If your
client does not utilize QuickBooks, please have the following availablg at
the time of our scheduled appointment." Their list includes traditiongl
items like work papers and other books and records.

The 2011 IDR referencing QuickBooks now includes a thpage document regarding Interna
Revenue Code (IRC) 86001, which substantiates why the IRS is allowed to ask for QuickBookj
files. It includes Revenue RulingZl and references IRC of 1954. It is a trip down memory lan
discussing punch cards and magnetic tapes.

data

\1%4

The 2011 QuickBooks paragraph in the IDR asks for an original electronic backup file and it sfates,
"The copy should not be an altered version| of
IDR states that the "file should include any changes to the data entered afteeyeat ¢ . " |t
assumed that it meant the IRS wants to have any-gadradjusting journal entries posted into the
file but does not want the file to be modified in any other way.

AICPA letter to the IRS
Patricia A. Thompson, Chair of the AICPA's Tax Executive Committee, sent a letter dated MarcH 29,

2011, to Christopher Wagner, Commissioner of the Small Busines#8gifoyed Division of the
IRS. She makes several points in her letter, which will be covered below.

In the Large Business and International Division of the IRS, Thompson notes that a full accofinting
system is never turned over to the IRS. The IRS asks for certain information and the taxppyer
provides it. Her comment is that QuickBooks can work in exactly the same manner. She states]that
the software file contains information that is not relevant to the tax year issues or issues under ajdit,
and the file may contain information considered confidential under the law. She believes this is

central to the issue at hand: the IRS audit is usually a limited scope audit, so why should the IRS
require access to all records of all types of the taxpayer for the applicable year? Her letter then
states, "The AICPA believes the taxpayer should have the right to "redact” the software file and jurn
over only the data that is responsive and relevant to the examinatimut no more." This would be

a huge undertaking for small business, but indicates how varied the opinions are about small bysiness
exams.
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IRS response to the AICPA

On April 20, 2011, Commissioner Wagner responded. The Wagner letter states that, "an ejact

copyébe provided to the examiner and not F
properly consider the integrity and veraci{

n
y

audit trail is discussed without naming it. The paragraph concludes using the phrase, "difectly
relevant to the evaluation of the taxpayer's internal controls." The Wagner letter provides

suggestions to the small business under examination:

1 The taxpayer backs up the "electronic data files" annually. This backup can then
be used by the IRS.

1 The taxpayer can condense the data other than the period under audit.

The Wagner letter goes on to state that if the examination is expanded, another backup fqr a
different year will be needed, a backup that does not have condensed data for the next year Under

audit. This will happen when the IRS goes to an older year for a second year of examination.
points out the difficulty in condensing. If the year of audit is 2008, then the taxpayer would cond¢
through 2007. If the IRS went back to 2007, the taxpayer would not have to take a new backup
go through the condensing process through 2006.

When the IDR is compared to the IRS letter, the inconsistencies can be seen. A backup-ahgeal

This
nse
and

would not have yeaend adjusting journal entries. At least, in 2011, the Wagner letter is asking fqr a

backup QuickBooks file with a file extension of "QBB," not a working copy with a file extensior
"QBW."

of

The Wagner letter goes on to address the privacy issue of the IRS getting all of a taxpayer's

accounting system. The letter references IRC 86103 and states the taxpayer's information

'Is a

matter of the utmost importance to the IRS." While that is the official position of the IRS, it ddes

not address the misuse of the additional information by the IRS. There are dozens of questions
can be contemplated pertaining to the IRS possessing the taxpayer's complete file.

Taxpayer's dilemma

that

It is clear that the subject has not been resolved. The IRS will continue to request QuickBooks pata
files, so the small business will have to respond to these requests. Although there has been nore
discussion at higher levels, there is no absolute manner to deal with the QuickBooks request. Here

are some alternatives:

1. Provide schedules both in hard copy and in electronic spreadsheet format of all
accounts selected for examination without providing the QuickBooks file. This
is the cleanest and fairest way to provide the IRS with needed information.

2. As soon as the fiscal yeand bank accounts are reconciled, save a copy of the
QuickBooks file in QBW (working copy) format and rename it "Tax Return
Copy - Tax Year 20XX." When the yeaend adjustments are received, post
them into this copy as well as the live QuickBooks file the taxpayer is
continuing to use into the new year. If the tax return is selected for the audit,
the data file can be compressed accordingly.

a
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3. Ifthe IRS audit is of a Schedule C taxpayer, the focus is typically on the income
statement. The taxpayer may be able to have reasonably good results with a
compression of the QuickBooks file using QuickBooks tools.

4. If the IRS audit is for a business return and the IRS wants to examine various
balance sheet accounts, such as officer loans or advances, and intercompany
accounts, the taxpayer may want to seek professional assistance in truncating
the QuickBooks file for just the period of the audit.

5. Professional data managers, like in #4 above, can also remove the audit trail of
a QuickBooks file.

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

The Internal Revenue Service (IRS)
Releases Draft Version of Form 8938
for Foreign Financial Asset Holders

The I RS is seeking comments on the new dr a
Assets, 6 which is available on the I RS'"s w
interest in one or more specified foreign financial assets under the Internal Revenue Code (
Section 6038D. The form is required to be filed by the taxpayers on or before April 16, 2012
the initial year.

Background

For tax years beginning after March 18, 2010, the Hiring Incentives to Restore Employment A
2010 (HIRE Act) provides that individual s
during the tax year must attach a disclosure statement to their income tax returns for any yeal
which the aggregate value of all such assets is greater than $50,000. In addition, to the €
provided by the IRS in regulations or other guidance, the IRC Section 6038D applies to any dormj
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entity formed or availed of for purposes of holding, directly or indirectly, specified foreign finangial

assets, in the same manner as though the entity were an individual.

0Specified foreign financial assetsd are:

(1) depository or custodial accounts at foreign financial institutions, and
(2) to the extent not held in an account at a financial institution,

(a) stocks or securities issued by foreign persons,

(b) any other financial instrument or contract held for investment that is
issued by, or has, a counterparty that is not a U.S. person, and

(c) any interest in a foreign entity.
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Recent guidance

In the Notice 201155, 201129 IRB, the IRS suspended the IRC Section 6038D reportihg
requirements until it releases Form 8938. After the new Form 8938 is released in its final fprm

individuals for whom the filing of Form 8938 was suspended for a tax year will have to attach
form for the suspended tax year to their next income tax returns required to be filed with IRS.

The Notice 201155 further stated that the IRC Section 6501(c)(8) limitations period for tT
ire

assessments for periods for which reporting is required under IRC Section 6038D will not ex
before three years after the date on which the IRS receives Form 8938.

Draft Form

the

The draft Form 8938 was released on June 22 without instructions. However, the draft fgrm

references the instructions throughout, which indicates that they will likely be issued soon

Part | of the draft form requires information about foreign deposit and custodial accounts, inclugling

the maximum value of any such account duri
foreign assets, 6 but notes that specified f

for a summary of tax items attributable to the accounts and assets reported in Parts | and I, incl
associated items such as interest, dividends, and royalties. Part IV requires disclosure of the n
of the filed forms referenced in Part Il on which any foreign financial assets that were excepted
Part Il were reported.

Forms 3520, 352\, 5471, 8621, or 8865, do not have to be included on Form 8938. Part Il a{ks

Comments on the form must be submitted on the IRS's website within 30 days of the form's Jun
posting date to receive consideration.

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.
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Proposed Change to
Due Date of Tax Returns

There is a legislative proposal presented to the Internal Revenue Service (JRS)
to change the due dates of various returns (see table below). The propokal

was made because of the problem the tax practitioners have with the Igte

arriving Schedule K from the partnerships and trusts. If the partnership o
trusts have other Schedules-K flowed into their tax returns, their tax

returns cannot be completed and finalized until all thé¥are received. Due
to the flow of the information from one entity to another, it causes thg
delay on the filing process. The IRS has temporarily fixed the problem]by
shortening the extension for the partnership and trust returns by one month,
from October 15 to September 15. However, people are still looking for p
better way to fix the problem, which results in the following proposed change
to the various due dates. As of today, this is only a proposal and no gne
knows when it will be effective and what will be the final form of the changgs.
The information is here to let people be aware of the proposed change.

>

CURRENT PROPOSED
Original due Extended due Original due Extended due

date date date date

C Corporation (Form 1120) 3/15 9/15 4/15 10/15

S Corporation (Form 1120S) 3/15 9/15 3/31 9/30

Trust & Estates (Form 1041) 4/15 9/15 4/15 9/30

Partnership (Form 1065) 4/15 9/15 3/15 9/15

Individual (Form 1040) 4/15 10/15 4/15 10/15

Foreign Bank Account Reports (FBAR 6/30 N/A 6/30 10/15
(Form TD F 9622.1)

Employee Benefit Plan (Form 5500) 7/31 10/15 7/31 11/15

S
S
Q
7
@
S
=
=

There is also a bill introduced by a senator to change the due dates of the quarterly estimateq tax
payments for corporations in April 2011. There has not been any recent development on thig] bill
since it is not clear whether this bill will be a revenue loser or gainer. Since the due dates offthe
guarterly estimated tax payments are dictated by the due dates of the tax return, if the above chhnge
is implemented, people can expect to see changes in the due dates of the quarterly estimatefd tax
payments as well.

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.

Contact us at taxalerts
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