
Mid-Year Business Tax Tune-Up
by Colette Carlson

Have you breathed a sigh of relief now that your 2007 tax returns have 
been filed? Are you looking forward to several months without thinking 
about taxes? Here are 20 ways to tune up your business for a smoother 
2008 tax ride.

Spend dollars to save dollars
•	 Spending too much on fixed assets at the end of the year can result in 

lower depreciation deductions. Assess your fixed asset needs and post-
pone purchases until 2009.

•	 The direct write-off of fixed asset purchases has been increased to 
$250,000 with a maximum purchase allowance of $800,000, and the 
50 percent bonus depreciation has been reinstated. Use your tax sav-
ings to finance your fixed asset upgrades.

•	 The domestic production activity deduction can be limited by wages 
related to the production activity. Consider paying wages to related 
parties to qualify for the deduction.

•	 Explore various government programs for tax credit or 
deferral opportunities. Hire employees that fit job tax  
credit qualifications. 

•	 The personal capital gains rate for lower-income filers fell to 
0 percent in 2008. Use that opportunity to pay back share-
holder loans.

•	 An 18-year-old child will be subject to the “kiddie tax” in 
2008, as will certain 19- to 23-year-olds who are full-time 
students. Employing your children in your business may help 
them meet requirements to be taxed at their own rates.

•	 The individual tax rebate is based on your 2008 income. 
Control your 2008 income level if you missed out on  
receiving a rebate this summer.

Decrease cash outflows
•	 Set up deferred compensation plans for key employees to 

delay payments if cash flow is tight.
•	 If profits are down, consider reducing withholding or esti-

mate payments to provide additional cash flow. Calculate 
your required estimates using the annualization method.

•	 Health savings accounts (HSAs) can result in cash savings  
for you and your employees. Look into setting up an  
HSA plan.

Act Now to Prepare for the New 990 
by Karen A. Gries

 
The Internal Revenue Service has completely redesigned Form 
990—the information return filed by charities and other tax-
exempt organizations. You need to act now to make sure you 
understand the new form, including new policy disclosures and 
reporting requirements. The form is effective for tax year 2008, 
with returns due May 15, 2009, or after. 

The 2008 Form 990 consists of an 11-page core form and 16 
related schedules. All tax-exempt organizations must complete 
the core form, which contains questions intended to increase the 
transparency of tax-exempt organizations and present the IRS and 
stakeholders with a realistic picture of entities and their operations. 
The 16 schedules are required only if your organization partici-
pates in certain activities. For example, Schedule C will only be 
completed by those organizations participating in political and 
lobbying activities.

The 2008 form requires exempt organizations to report infor-
mation never requested before. It also requires greater accounting 
detail than the current form. Here are some of the highlights.

Governance
The form asks questions about organizational policies such as 
conflicts of interest, whistleblowers, document retention, and 
joint ventures. The form also requests information about the com-
position and independence of the governing body and unrelated 
business income, documentation of board and committee actions, 
compensation practices for key individuals, and the board’s review 
of the Form 990 itself.

Compensation
The form requests information about compensation of directors, offi-
cers, key employees, highly compensated employees, and independent 
contractors. A significant change is that compensation—including that 
from related organizations—will now be reported on a calendar-year 
basis through W-2s and 1099s.

Schedule J requires a description of specific types of compensa-
tion, including first-class travel, companion travel, gross-up payments 
to cover taxes, housing allowances, club dues, and personal services, 
such as maid or chauffeur services. Organizations must describe the 
process of approving executive compensation, including specific infor-
mation about nontaxable benefits and deferred, incentive, and other  
compensation.  

Revenue and expense reporting
The revenue and expense reporting format has changed. Organizations 
will now be required to disclose amounts paid for services such as 
management, legal, accounting, lobbying, professional fundraising, 
and investment management. 

Public charity status
Schedule A is now limited to information concerning 501(c)(3) public 
charity status and details regarding supporting organizations. In addi-
tion, the public support calculation method must be the same method 
used within the tax filing. For example, an accrual-basis organization 
will complete the public support schedule on an accrual basis. And, 
for publicly supported organizations that are not meeting the 331/3 
percent public support test, the form requires an explanation of how 
the organization meets the 10 percent facts and circumstances test. 

Schedule of contributors
Schedule B remains unchanged from the current version; however, 
the instructions clarify the method of reporting contributions and the 
definition of “contributor.”
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Supplemental financial statements
Schedule D requires detailed information concerning donor-advised 
funds, conservation easements, art, historical treasures, trust, 
escrow and custodial arrangements, endowments, and investments. 
Organizations also must report footnotes to the organization’s 
financial statements that describe potential liability for uncertain  
tax positions. 

Fundraising and gaming
Schedule G is required for reporting fundraising and gaming rev-
enue, expenses, and activities. It also requires information about 
payments to professional fundraisers and a list of the states in which 
the organization solicits contributions. 

Tax-exempt bonds 
Schedule K requests information regarding identification of bond 
issues, proceeds, private use, and arbitrage.  

Transactions with interested persons
Schedule L requires organizations to report excess benefit trans-
actions, loans, grants, and business transactions with directors,  
officers, and key employees. 

Non-cash contributions
Schedule M requests information about non-cash gifts, gift- 
acceptance policies, the number of Form 8283 filed, and the use of 
third parties or related organizations to process non-cash gifts. 

Related organizations
Schedule R requires organizations to identify and provide informa-
tion about “disregarded” entities, such as single-member LLCs, 
related tax-exempt organizations, partnerships, and taxable entities. 

“Dry run” recommended before year-end
Now is the time to obtain the forms and complete a dry run for each 
required schedule to ensure you are prepared for the new Form 990. 
This will help you identify the policies that may need to be modified 
or adopted. It will also help you understand what new accounting 
information needs to be gathered to complete the forms.

Karen A. Gries is a nonprofit and government principal at LarsonAllen. 
Contact Karen at kgries@larsonallen.com or 612-376-4716.

Reduce your risk
•	 Start-up businesses often outgrow their sole proprietorship 

entity choice. Consider transferring your business to a corpora-
tion, partnership, or limited liability company (LLC).

•	 Review buy/sell agreements and insurance policies.
•	 New or modified key man life insurance policies have strict 

notification requirements. Review them before you sign on the 
dotted line.

Maximize your losses
•	 Partnership and S corporation losses are limited to an owner’s  

basis in the entity. Finance losses through basis-producing  
strategies.

•	 Passive activity rules can limit an owner’s loss deductions. Step up 
your activity to meet the requirements and get advice on keeping a 
log to document that activity.

Plan for the future
•	 Gifting ownership in your business is a powerful estate-planning 

tool. Arrange an appraisal of your business now to maximize your 
gifting potential at year-end.

•	 Individual retirement account contribution limits increase by 
$1,000 for 2008. Analyze your profit-sharing options now. 

•	 In 2009, a disregarded entity will file payroll reports under its own 
ID number. Apply now.

•	 Certain tax accounting methods cannot be changed without 
approval by the IRS and must be filed prior to year-end. File now.

•	 Several changes to accounting methods recently have become auto-
matic. Review their applicability to your business.

Carefully consider these strategies to see if any apply to you. A tax 
tune-up now can rev up your business’s performance.

Colette Carlson is a tax principal with LarsonAllen. Contact Colette at 
ccarlson@larsonallen.com or 320-203-5520.

Now is the time to obtain the forms  
and complete a dry run for each required 

schedule to ensure you are prepared  
for the new Form 990.
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