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Should You Go “Solo” with a 401(k)?

Take advantage of generous tax law provisions

he retirement plan options available to sole propri-

etors have expanded in recent years. Case in point: If
you file taxes as a self-employed individual, you can take
advantage of a 401(k) plan the same as a corporation
with hundreds of employees. Many of the obstacles to
this arrangement, including the high costs for adminis-
tering such a plan, have been eliminated.

With a “solo 401(k) plan,” you can make contributions
on your own behalf, up to the allowable tax law limits.
What’s more, these contributions can be combined with
contributions by your employer—namely, yourself. Thus,
you may be able to build up a nest egg for retirement in
a relatively short span.

Background: The maximum deductible contribution an
employer can make to a defined con-

bution” of $5,000 if the employee is age 50 or older. Thus,
an employee participating in a traditional 401(k) plan
can make elective deferrals within these annual limits.
Plus, the company may match a portion of the contribu-
tions (usually, up to a set percentage of compensation).

Key point: A company must deal with strict nondiscrim-
ination rules in this area. As a sole proprietor, you gener-
ally do not have the same problems. Although the limits
on deductible employer contributions still apply, there is
a distinct advantage for sole proprietors. Thanks to a
recent tax law change, elective deferrals to a solo 401 (k)
plan do not count toward the percentage cap on overall
contributions. So you can combine contributions for
even greater retirement savings.

For example, if your annual self-

tribution plan in 2008 is the lesser of
25% of compensation or $46,000.
The maximum compensation that
may be taken into account for these
purposes in 2008 is $230,000. For
individuals who are not incorpo-
rated, the 25% cap is replaced by a
limit of 20% of self-employment
income.

The tax law also imposes a dollar cap
on 401(k) elective deferrals. For
2008, an employee can defer up to
$15,500 of compensation to his or
her account, plus a “catch-up contri-
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employment income is $200,000
and you are age 50 or older, you
can defer the maximum $20,500
($15,500 + $5,000) to your account
in 2008 and combine it with an
employer contribution of $40,000
(20% of $200,000). The total con-
tribution for 2008 then totals
$60,500 ($20,500 + $40,000).

Generally, the contributions to a
solo 401(k) plan grow tax-deferred
until you are ready to retire. At that
time, distributions are taxed at ordi-
nary income rates. Alternatively,
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you may roll over part or all of your account to an IRA
without paying current tax.

Note: If you have other employees, they must be covered
by the plan as well. In addition, there are administrative
costs associated with the arrangement.

Of course, other retirement plan alternatives for self-
employed individuals—including Simplified Employee
Pensions (SEPs), Savings Incentive Match Plans for
Employees (SIMPLEs) or traditional Keogh plans—may be
more suitable for your situation. Consult with your profes-
sional advisers.

Charitable Volunteers: Step Forward to Claim Deductions
How to write off your unreimbursed expenses

U nfortunately, you cannot deduct the
value of the time and effort you de-
vote to charitable causes. However, if you
incur expenses in the course of your

charitable activities, you may be able to

deduct your out-of-pocket costs on

your personal tax return. Consider the
following:

Local transportation: If you drive your car to
charitable events or meetings, you may deduct
your expenses—gas, oil, repairs, etc.—attributable to
those trips. Instead of keeping track of actual expenses,
you can deduct a flat rate of 14 cents per mile in 2008
(plus tolls and parking fees). Similarly, rail, bus or taxicab
fares are also tax-deductible.

Long-distance travel: You may also deduct your long-dis-
tance travel expenses on behalf of charity. This includes
airfare and meals while you are away from home. But
note that you cannot deduct these costs if there is a “sig-
nificant element” of personal pleasure, recreation or
vacation in the travel.

Get Ready, Set ... Start Your Business

A new business can take advantage of a special tax
election for start-up expenses. Instead of amortizing
expenses over a 15-year period, you can currently
deduct up to $5,000 of your qualified expenses.

However, proper timing is essential. For instance, the
election must be made for the year in which the busi-
ness begins. In a new case, a taxpayer deducted start-up
expenses in the following
year without any authority
for doing so. The Tax Court
had no choice but to
deny the current deduc-
tion. Consult with a tax
professional on the tim-
ing of start-up expenses.

Charitable conventions: You may deduct the costs of
attending a charitable convention if you are an official
delegate of a qualified charitable organization.

such as sightseeing or recreational

- activities—are nondeductible.

However, even if you qualify for deduc-

/ tions, any personal expenses you incur
\ \ v while you are away from home—
N ¢ Uniforms: If you are re-
;\/b \ quired to wear a uniform or

some other special cloth-
ing while you perform charitable

\ activities, you can deduct the cost of the

clothing. But the clothing cannot be suit-
able for everyday wear. In addition, the cost of cleaning
the uniform is deductible as a miscellaneous expense.
(Miscellaneous deductions are limited to the excess of
2% of your adjusted gross income.)

Telephones and faxes: You are entitled to write off the
cost of long-distance telephone calls made on behalf of a
charity. Similar rules apply to cell phone usage. Even bet-
ter: If you install a second telephone line or fax in the
home just for charitable purposes, the entire cost—not
just your long-distance charges—is deductible.

Home entertainment: If you host a party or dinner for
charitable purposes at home, all of your expenses are
deductible. There is no 50% limit on entertainment and
meal expenses under the charitable donation rules.

Charitable functions: When you attend a function for a
charity, such as a fundraising dinner, you can deduct the
cost minus the fair-market value (FMV) of the benefit
received. Example: You and your spouse pay $100 a plate
each for a dinner with an FMV of $35. Thus, you can
deduct a total of $130 ($200 — $70). Note that you must
obtain written documentation for contributions exceed-

ing $75.

The IRS tends to scrutinize these types of deductions. Make
sure you keep the records necessary to back up your claims.
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Ten Tips for Avoiding E-mail Mistakes

Handle business communications professionally

f you are like many busy business people, you may send

hundreds of e-mail messages each workweek. You are
usually rushed to communicate promptly, so you
might not take care to ensure your outgoing mes-
sages are properly worded. This could lead to mis-
communication that jeopardizes your business
relationships.
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How can you avoid potential problems?
Here are ten helpful hints:

’ Fill in the subject line.
After the recipient

\ ¢
sees who the sender is, his or >\

her eyes will automatically
go to this line. This is {
important if you want your
message to receive prompt
attention. Take time to de-
scribe the content of your
message in a meaningful way.

Modify the subject line if

the focus of the correspondence has changed. Do
not automatically hit “reply” with each response. Start a
new e-mail if the subject has changed completely.

3Alth0ugh e-mail is often informal, you should still
include a greeting in a business context. Even if
you simply put in the person’s name, it is better than
leaving it blank. Otherwise, you might appear to be cold
or disrespectful.

4C0nsider the tone of your e-mail. Unlike face-to-
face meetings, e-mail has no body language. You
cannot see the other person, so you must choose your
words carefully. Put yourself in their shoes and anticipate
what the reaction will be. Do not assume that the recipient
would know you are kidding around or being facetious.

5 The current trend is to send e-mail messages with-

out proper punctuation and grammar. Again, while
this may be acceptable for e-mail to friends, it is discour-
aged in a business setting. Remember that your e-mail is
a representation of both you and your company. Use the
spell-checker to catch errors, and read over your message
for any misuse of words.

6 Be concise. Write only a few paragraphs with just a
few sentences in each paragraph. Remember that
the reader is probably skimming the e-mail to pick out

the salient points. If you find yourself writing a longer
message, pick up the phone and call.

7 Do not assume that your e-mail will not
be passed along. Once you send it, you
/ have no control over where it will end up. If
/ / the message would embarrass you or
7 your company, do not send it. Instead,
/ use other methods to convey per-
—=wmsonal or sensitive information.

End the message with
your  name, even
though it is included at
the top of the e-mail.
o — Add contact informa-
tion such as your
address, telephone
and fax numbers.
The recipient may
/ want to talk at length
or send documents that
')/ cannot be e-mailed. Best
approach: Create a formal signature

block with the critical data.

Fill in the e-mail address of the recipient. This

should be the last thing you do, not the first. Scan
your message for tone of voice, meaning, etc. Were you
being overly emotional when you wrote it? Does it accu-
rately communicate your thoughts? Could it be misinter-
preted? This is your last chance to right the wrongs. If
you enter the recipient’s name first, an inadvertent slip
can send the message before you intended.

, o Finally, wait for a response. Not everyone con-

stantly monitors their e-mail in-boxes. People
do it at their own convenience. If the response is so im-
portant that you must hear back right away, call the
recipient.

contact our office. We would be
glad to serve you in any way




Don’t Fall Prey to Corporate Identity Theft

Protect your company against a growing threat

ou have probably seen television com-

mercials or heard radio ads depicting
identity theft. These spots are generally de-
signed to coerce consumers into securing
credit card protection. But individuals are not
the only targets of such scams. What happens
if a business is victimized by con artists? The
results could be catastrophic.

Case in point: Suppose the entire payroll
deposit of a company is diverted or quarterly
tax payments are illegally obtained by out-
siders. The losses can effectively put a business “out of
business.”

How are corporations victimized by identity theft? All it
takes is the ability to gain access to a company’s database,
create false accounts and authorize payments that can be
kited from one destination to another. With the huge
sum of money at their disposal, the perpetrators can eas-
ily pay to establish new identities for themselves. Once
the crime has been committed, the chances of undoing
the damage are slim.

As with most other crimes against corporations, it is
likely that the corporate officers will ultimately be held
responsible. Sometimes, they may even be involved in
wrongdoing or participate in a cover-up. In many cases
involving corporate fraud, the victims do not choose to
report the crime or seek to have it prosecuted. Furthermore,
the murky laws applicable to corporate theft may encour-

Facts and Figures
Timely points of particular interest

= Treasury Securities—The U.S. government has made
it easier for investors to buy Treasury securities. You
can now purchase securities for a minimum of only
$100. Previously, the minimum purchase was $1,000.
This change is expected to open up this investment
option to a wider range of investors. The change went
into effect on April 7, 2008.

age deception. All these factors have con-
tributed to a noticeable increase in corporate
identity crimes.

What is the solution? There is no clear-cut
answer. Technology may help, but it also can
be a hindrance.

At the very least, a company should establish
procedures involving personal identifications
and passwords, authorization forms, coun-
tersignatures and other tracking features.
Unfortunately, however, certain security
measures may provide details for sophisticated criminal
hackers and effectively “open the doors” to theft or fraud.
Outsourcing of work and recent technological innova-
tions—including online banking, shared systems,
Internet service provider (ISP) and Active Server Pages
(ASP) services—provide additional opportunities to
criminals.

Employee training is often cited as a key aspect of deter-
ring corporate fraud. Develop written guidelines so
employees can better understand their roles in the organ-
ization, the values and assets of the organization, and the
security measures that are needed. Most significantly,
employees must realize that the old way of doing things
will not suffice in this electronic age.

Do not think that your company is immune from corporate
identity theft. Take steps to protect your livelihood. Consult
with your professional advisers for the best course of action.

=Not So Charitable—A board chairperson actively par-
ticipated in the daily management of a tax-exempt
hospital. For example, he had authority to sign checks
and hire and fire employees. The chairperson became
aware of the hospital’s failure to deposit payroll taxes
on time. Result: The district court held the chairper-
son personally liable for the failure.
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