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Significant Changes to
International Tax Law

includes nearly $11 billion in provisions. These tax law changes
intended to support a spending package to bolster Medicare funds a
provide aid to states to prevent teacher layoffs.

The international offsets are similar to those included in extenders legi§

extenders legislation that stalled in the Senate in June. The provisions
H.R. 1586 are effective prospectively. These provisions will:

1 prevent the splitting of foreign tax credits from related income,
effective for foreign income taxes paid or accrued after December
31, 2010;

1 disallow a credit for foreign taxes imposed on income eliminated from the U.S. tax base in a$
acquisitions, generally effective for acquisitions after December 31, 2010;

7 limit the deemeedpaid taxes from lowetier foreign corporations, effective for income
inclusions attributable to U.S. property acquired by a controlled foreign corporation aft¢
December 31, 2010;

T eliminate 050/80 effectively connected in
taxable years beginning after the date of enactment;

On August 10, President Obama signed legislation (H.R. 1586) thit

lation approved by the House in late May and in various iterations qf

n

set

r

com

1 separately basket items resourced under tax treaties, effective for taxable years beginning gfter

the date of enactment;

¢ limit direct foreignto-foreign deemed dividends via redemptions, effective for stock acquisitiops

after the date of enactment to which Section 304 applies; and

Incentives to Restore Employment (HIRE) Act to clarify the circumstances under which
statute of limitations will be extended for corporations that fail to provide certain informatio
on crossborder transactions or foreign assets.

1 require that a technical correction be made to the foreign compliance provisions of the Hiri}‘g

In addition, the bill raises revenue by eliminating advanced refundability of the earned incomsg
credit, effective for taxable years beginning after December 31, 2010.

e

tax

For more information about these significant international tax law changes, please contact up at

taxalerts@windes.coror any of our tax professionals at (562) 43991.
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New Process for Treasury and
Loan (TT&L) Payments

The Internal Revenue Service (IRS) announced that it will no longer allow businesses to subni

and loan coupon payments at their financial institutioA$ter December 31, 2010, businesses thaI]
eir

have to make these types of payments will be required to seek alternate methods to make
payments.

Consistent with a Financial Management Service initiative announced in April of this year, th

it tax

b |IRS

issued proposed regulations to significantly increase the number of electronic transactions betyveen

taxpayers and the federal government. The proposed regulations (REG 18934@uld eliminate
the rules for making federal tax deposits by paper coupon, because the paper coupon system W
longer be maintained by the Treasury Department after December 31, 2010. The propo

ill no
sed

regulations generally maintain existing rules for depositing federal taxes through the Electjonic

Federal Tax Payment System (EFTPS).

Using EFTPS to make federal tax deposits provides substantial benefits to both taxpayers af
government. EFTPS users can make tax payments 24 hours a day, seven days a week from h
the office. Deposits can be made online with a computer or by telephone. EFTPS also signifi
reduces paymentelated errors that could result in a penalty. The system helps taxpayers sche(
dates to make payments even when they are out of town or on vacation when a payment is
EFTPS business users can schedule payments up to 120 days in advance of the desired payme|
Information on EFTPS, including how to enroll, can be foundvalv.eftps.govor by calling EFTPS
Customer Service at-800-5554477.
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Nt date.

Some businesses paying a minimal amount of tax may make their payments with the relatgd tax

return instead of using EFTPS.

For more information about the new treasury and loan payments process, please contact U
taxalerts@windes.coror any of our tax professionals at (562) 43991.

Franchise Tax Board (FTB) Assessing
Failure -to-Withhold Liabilities and Penalties

The FTB has begun assessing penalties on:

1 businesses who failed to remit an approved reduced withholding amount for a vendor
or payee; and

1 partnerships, LLCs, and S corporations who made distributions to nonresident partners,
members, or shareholders, but did not withhold or remit.

The FTB may assess a $100 penalty for each information form not filed. Withholding agents
business entities who fail to withhold or who remit too little withholding are also liable for th
greater of:

1 the amount actually withheld, plus interest; or

1 the amount of taxes due from the nonresident, but not more than the amount required jo

be withheld, plus interest.
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This article is reproduced with permission from Sdigkihgulnc.
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Corporations May Access Their Account
Information on Franchise Tax
Board (FTB) Website

Beginning in the fall of 2010, the Franchise Tax Board (FTB) will provide taxpayers, tax professvi[)nals,

and businesses a new secure method to log in and acesss/ees on the FTB's website. This ne
secure method, Access Your Account, requires a-dinee registration. In the registration process,

users choose their user names and passwords. Access Your Account replaces the current custpmer
service number (CSN) based system. To view a client's business account, tax professionals ghould

have their client's permission and will need to provide information from the client's tax return.

When Access Your Account is implemented, taxpayers and tax professionals can view the follqwing

account information: estimated tax payments made, other payments made to the FTB, cufr
account balance, wage withholding, and #SBBed 1099 information. In the initial implementatior},

ent

these additional -services will be provided: taxpayers will be able to update their addresses onljne;

and businesses will be able to make payments online using the FTB's new Web Pay servi
business entities.

Important California Payroll Tax
Changes in 2011

e for

The California Employment Development Department (EDD) has recently announced imporfant

payroll tax changes for 2011. Starting with the first quarter of 2011, employers will begin reporfi

ng

their Unemployment Insurance, Employment Training Tax, and State Disability Insurpnce

Contribution Return and Report of Wages, Form DE 9, instead of annually on the An
Reconciliation Statement, Form DE 7. Detailed wage items for each worker will be reported on
new Quarterly Contribution Return and Report of Wages, Form DE 9C, instead of the Quartefl
Wage and Withholding Report, Form DE 6. Employers will still use the Forms DE 6 and DE 71

contributions, along with the Personal Income Tax withholdings, quarterly on the new Quart’lrly

ual
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years prior to 2011. Employers will continue to make deposits using the Payroll Tax Deposit, Horm

DE 88ALL.

This quarterly reporting change will not affect the following:
(1) deposit and return due dates; and

(2) Annual Household employers, Disability Insurance Voluntary Plan filers, or Disaljility

Insurance Elective Coverage filers.

Also, beginning in the spring of 2011, EDD will significantly expand-sesveees for business.

Employers will be able to conduct more business online with EDD, including: viewing accpunt

information, filing reports, and paying tax deposits and liabilities.

For more information about how corporations may access their account information on the HIB

website or changes in California payroll tax, please contact uaxalerts@windes.conor any of
our tax professionals at (562) 43B191.
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2010 California Tax Rates,
Exemptions, and Credits

The rate of inflation in California, for the period from July 1, 2009 through June 30, 2010, was (
The 2010 personal income tax brackets are indexed by this amount and are reproduced here.

Exemption credits

Married filing joint and surviving spouse $198
Single, married filing separate, and head of household $ 99
Dependent $ 99
Blind and Age 65 or older $ 99

Phaseout of exemption credits
Higherincome taxpayers' exemption credits are reduced as follows:

Reduce each credit by: For each: Federal AGI exceeds:
Single $6 $ 2,500 $ 162,186
Married filing separate $6 $ 1,250 $ 162,186
Head of household $ 6 $ 2,500 $ 243,283
Married filing joint / Surviving spouse $12 $ 2,500 $ 324,376

Reduction in itemized deductions
Itemized deductions must be reduced by the lesser of 6% of the excess of the taxpayer's feg
adjusted gross income (AGI) over the threshold amount of 80% of the amount of itemi
deductions otherwise allowed for the taxable year.

Single and married filing separate $162,186
Head of household $243,283
Married filing joint and surviving spouse $324,276

Standard deductions
The standard deduction amounts for:

Single and married filing separate $3,670
Married filing joint, head of household, and surviving spous&7,340
The minimum standard deduction for dependents $ 950

Individual tax rates
The maximum rate for individuals is 9.55%
The alternative minimum tax (AMT) rate for individuals is 7.25%

The mental Health Services Tax Rate is 1% for taxable income in excess of $1,000,000 for al
statuses.

AMT exemption
Single and head of household $59,646
Married filing separate, estates, and trusts $39,762

.9%.

Heral
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| filing

Married filing joint and surviving spouse $79,526
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AMT exemption phaseut

Single and head of household $223,669
Married filing separate, estates, and trusts $149,111
Married filing joint and surviving spouse $298,224

Franchise Tax Board (FTB) cost recovery fees

Bank and corporation filing enforcement fee $188
Bank and corporation collection fee $413
Personal income tax filing enforcement fee $113
Personal income tax collection fee $217

companies that are classified as partnerships. The bank and corporation fees apply to banlfs and
corporations, as well as limited liability companies that are classified as corporations. Interest]jdoes
not accrue on these cost recovery fees.

The personal income tax fees apply to individuals and partnerships, as well as limited Ii{bility

Corporate tax rates

Corporations other than banks and financials 8.84%
Banks and financials 10.84%
AMT rate 6.65%
S corporation rate 1.5%

S corporation bank and financial rate 3.5%

2010 California Tax Rate Schedules
Note: These rates are subject to change when the 2010/2011 budget is completed.

=
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$ Schedule 1

c Single, Married Filing Separate, and Fiduciaries

= I f the taxable income i s.
% Over But not over Tax i pé. Of amount,
[} over é.
§ $0 $7,124 $0.00 plus 1.25% $0

8 $7,124 $16,890 $89.05 plus 2.25% $7,124

I $16,890 $26,657 $308.79 plus 4.25% $16,890

g $26,657 $37,005 $723.89 plus 6.25% $26,657

g $37,005 $46,766 $1,370.64 plus 8.25% $37,005

*g $46,766 and over $2,175.92 | plus | 9.55% $46,766

@
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Schedule 2

Married Filing Joint and Surviving Spouses with Dependents

I f the taxable income iseée.
Over But not over Tax i d9eé. Of amount
$0 $14,248 $0.00]| plus 1.25% $0
$14,248 $33,780 $178.10| plus| 2.25% $14,248
$33,780 $53,314 $617.57| plus| 4.25% $33,780
$53,314 $74,010 $1,447.77| plus| 6.25% $53,314
$74,010 $93,532 $2,741.27| plus| 8.25% $74,010
$93,532 and over $4,351.84] plus 9.55% $93,532
Schedule 3
Unmarried Head of Household
I f the taxable income i seé.
Over But not over Tax i d9é. Of amount
$0 $14,257 $0.00| plus 1.25% $0
$14,257 $33,780 $178.21]| plus 2.25% $14,257
$33,780 $43,545 $617.48| plus| 4.25% $33,780
$43,545 $53,893 $1,032.49| plus 6.25% $43,545
$53,893 $63,657 $1,679.24]| plus 8.25% $53,893
$63,657 and over $2,484.77| plus 9.55% $63,657

For more information about 2010 California tax rates, please contact waxaerts@windes.com

or any of our tax professionals at (562) 43391.

This article is reproduced with permission from Spidell Publishi
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Tax, RVs, and a Trip to the
Board Meeting

It is not uncommon, particularly for retired individuals, to buy
motor home with the dream of roaming the country. It is also no
unusual for them to buy the RV in another state to save sales tg4x.
Unfortunately, the law requires that a vehicle or vessel purchased]in
another state and brought to California is subject to use tax, unleps
the vehicle or vessel is not brought into the state at all during the 1
month period beginning on the date of purchase and was functionglly
used outside the state during this time. There is also a "repdir
# exception." For purchases beginning October 1, 2007, time spent]in
the state for repairs up to a maximum of 30 days does not coumt
toward the abovementioned tests. Here is a story of a couple whd

tried to avoid sales and use tax on their home on wheels.

Allyn and Georgetta Taylor, residents of Fresno, California, purchased an RV from a Califgrnia

dealer.

On March 19, 2004, the dealer delivered the motor home to the Taylors in Verdi, Nevdda,

where Mr. Taylor signed a statement certifying that the delivery took place outside California fpnd
that the vehicle was purchased for use outside California. The dealer then registered the venicle

with the California DMV on behalf of the Taylors, but no sales or use tax was paid to California.

In March and May 2004, the Taylors brought the RV back into California for repairs. That is wWhen
the Board of Equalization (BOE) started asking about use of the RV in California. The Taylors gtated
that the motor home was purchased as a temporary residence for Holly Hicks, who was attengling

school

in Reno, and was parked on the property of another unrelated individual. Unfortunately,

records showed that Ms. Hicks' school address was different from the home where the RV as
parked and that the mileage on the RV between the times that the RV was repaired indicated|that
there was more mileage in California than that which would have been used to drive from Renp to

Fresno and back two times.

At the Board hearing, Mr. Taylor represented himself and argued that:

f

il

il

to be used in California if brought to the state within 90 days of purchase;

he was unable to obtain additional verification from Ms. Hicks because she had sud
gotten married and moved to Alaska, and he could not get in touch with her; and

he took a shorter route between Fresno and Reno than the BOE had calculated 4nd,

therefore, he had not used it in California.

he is dyslexic, so he did not read the documents he signed stating that the RV was presImed

enly

During the hearing, the Board members were very kind to Mr. Taylor and tried to help him. Butlhe
was likely nervous and obviously confused. The net result was that the Board ruled in favor of the
state, and he was assessed not only use tax on the purchase, but a 10% penalty for failing tq file a

return.
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In a similar case, taxpayers purchased a motor home in San Diego and had it delivered to
Arizona. During the first 12 months, the motor home was in California for at least 216 days.
taxpayers claimed their intention was to use the RV in Florida, where they owned property,
brought it to California for the wife to live in while receiving treatment for cancer. The Board rul

that the taxpayers failed the ¥onth test and the use tax, along with a failure to file penalty afgd

interest, applied.

In 1995, before he was elected to Congress, BOE member Brad Sherman advised taxpayers
how not to lose a case at the BOE. Sherman said, "The best way to possibly win a case is to
up and bring stuff." In the Taylor case, the Taylors met Sherman's first criteria, but failed the se
They lacked appropriate documentation, including statements and testimony from others who ¢
verify the time the RV was located in Reno.

For more information about Use Tax, please contact usaaflerts@windes.conor any of our tax
professionals at (562) 436191.

This article is reproduced with permission from Spidell Puhlish

Franchise Tax Board (FTB) No Longer
Accepting First -time Homebuyer
Applications

The FTB stopped accepting FifEme Homebuyer Credit applications at midnight on Sunda},

uma,
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August 15, 2010. As of August 9, 2010, the FTB had received 32,630 applications, totaling mor¢ than

$100 million, the maximum allowed. However, many of these are duplicated, revised, or in
applications.

The FTB has estimated that it will award about 17;200000 credit certificates to applicants. Oncqg
the funds are exhausted, the FTB will deny any remaining applications. As the FTB process

alid

s the

applications, they will send a Certificate of Allocation form to claim the tax credit on the Califorfia

personal income tax return to those individuals who have been granted the credit. The credits
be granted on a first come/first served basis. Taxpayers must receive a certificate of allocation
the FTB to claim the tax credit on their California personal income tax return. The FTB expectq
send the allocation certificates over the next few months.

For more information about this topic, please contact ugatalerts@windes.conor any of our tax
professionals at (562) 436191.

This article is reproduced with permission from Spidell Publish
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Interest Rates for First Half of 2011

For the period January 1, 2011 through June 30, 2011, California tax agencies will charge the
interest rates on underpayments and overpayments:

1 Franchise Tax Board
- 4% for personal income tax underpayments and overpayments and corporate
underpayments
- 0% for corporate overpayments

1 Board of Equalization (sales and use taxes)
- 7% for underpayments
- 0% for overpayments

1 Employment Development Department
- 4% for underpayments
- 0% for overpayments
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Windes & McClaughry is a recognized leader in the field of accounting, assurance, tax, and business con
services. Our goal is to exceed your expectations by providing timely, high quality, and personalized se
that is directed at improving your bottorine results. Quality and valtsxded solutions from your accounting
firm are essenti al steps toward success in tod
deliver exceptional client service in each engagement. For over eighty years, we have gone beyond tradi

services to provide proactive solutions and the highest level of capabilities and experience.

Windes & McClaughryds team approach all ows you
extensive resources. We service a broad range of clients, from higlwogh individuals to privately held
businesses to publicly traded companies. We act as business advisors, working with you to set stratg

maximize efficiencies, minimize taxes, and take your business to the next level.
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Contact us at taxalerts@windes.com

Orange County Office
18201 Von Karman Avenue
Suite 1060

Irvine, CA 92612

Tel: (949) 2712600

South Bay Office
21515 Hawthorne Boulevard
Suite 840

Torrance, CA 90503

Tel: (310) 3163130

Los Angeles County Headquarters
111 West Ocean Boulevard
Twenty-Second Floor

Long Beach, CA 90802

Tel: (562) 4351191

Visit us online at: www.windes.com



