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Contractors tax outlook: Understanding the
uncertain tax climate

Today's session begins at 1:30 p.m. (Eastern)/ 10:30 a.m. (Pacific)
To receive 1.0 hours of CPE, you must individually

participate by remaining logged in for the entire
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Addressing your questions

Downloading presentation materials

We will address questions in Download presentation
Q & A at the end of the program. materials from the
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any time.
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Today's agenda

e Top 10 tax-saving opportunities
for contractors

» Expected legislative tax
developments affecting
contractors

We will address questions in Q & A at the end of the program.
Please type in your questions at any time.

Polling question

» What type of business entity are you?

— C Corporation

— S Corporation

— LLC or Partnership
— Other
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Top 10 Tax Saving opportunities for Contractors

1) Make the most of your net operating loss
deduction

2) Take a hard look at bonus depreciation
deductions
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Top 10 Tax Saving opportunities for Contractors

3) Analyze your business structure

4) Consider possible future capital gains and
dividend tax rate increases
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Top 10 Tax Saving opportunities for Contractors

5) Take full advantage of capital asset expensing
deductions

6) Determine whether the company can lower
property taxes
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Top 10 Tax Saving opportunities for Contractors

7) Examine capital asset depreciation methods and
lives, including repair expensing

8) Review deferred compensation plans
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Top 10 Tax Saving opportunities for Contractors

9) Consider establishing a separate entity to own
and lease fixed assets

10) Consider not deferring income

© Grant Thornton LLP. All rights reserved

Polling question

* What expected tax development will have the most
impact on your company?

— Increase in individual income tax rates

— Increase in dividend and capital gains tax rates
— Worker classification issues

— More audit activity by states

— Other
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Tax Legislative Developments

Extended unemployment / COBRA assistance
Incentives to HIRE the unemployed

— FICA tax holiday

— New employee retention credit

Tax extenders

Additional reporting requirements

Carried interest and sweat equity

» Worker Classification

© Grant Thornton LLP. All rights reserved

Tax Legislative Developments

HIRE incentives for the unemployed

* Who are these “unemployed”?

— Certify to employer, under penalties of perjury,
that they have not been employed more than 40
hours in past 60 days.

— Begins work after 2/3/10

— Not a “related individual”

— Is not employed to replace another employee

unless the other employee resigned or was
separated for cause.
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Tax Legislative Developments

HIRE incentives for the unemployed
What are the incentives?

* FICA tax holiday

— Tax on wages paid March 19, 2010 through
December 31, 2010

— Applies to employer’s share only
— 1st quarter tax credited in 2" quarter
—No WOTC if holiday claimed
» May elect out of holiday to claim WOTC

© Grant Thornton LLP. All rights reserved

Polling Question

» What steps should be taken now to take advantage
of these incentives?

— Get affidavits from qualifying employees

— Determine relative value of WOTC vs. FICA
holiday

— Alert payroll processor
— All of the above
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Tax Legislative Developments

HIRE incentives for the unemployed
What are the incentives?

* New employee retention credit
— Credit = Lesser of $1,000 or 6.2% of wages
— Must be employed for 52 consecutive weeks

— No more than a 20% decrease in wages in last
26 weeks

— Part of general business credit in year 52 week
requirement is met

* Not refundable
» May carry forward, may NOT carry back
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Tax Legislative Developments

Health Care Reform
Combined Bills as of 3/23/10

When do provisions become effective?

e July 1, 2010
— 10% excise tax on indoor tanning
* Enactment of House Bill
— Codification of economic substance
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Tax Legislative Developments

Health Care Reform
Combined Bills as of 3/23/10

» 2010 - Small Employer Health Coverage Credit
» 25 employees or less (10 for max credit)
* Avg. wage < $40,000 (20K for max credit)
* Credit = 35% in 2011 — 2013; 50% thereafter\
* Credit limited to 2 years
e 2011 - Prescription drugs only for HSA, FSA plans
» 2012 - Information reporting expanded
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Tax Legislative Developments

Health Care Reform
Combined Bills as of 3/23/10

« 2013

— Increased Medicare tax on incomes above
$200,000 ($250,000 mfj)
» Additional 0.9% on employee’s share of
earned income
» 3.8% on unearned income

—Exclusion for active income from
passthroughs not required to be reported
as earned income
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Tax Legislative Developments

Health Care Reform
Combined Bills as of 3/23/10

« 2013

— Flexible Spending Account contributions limited
to $2500 (adjusted)

— Exclusion for Part D Medicare subsidy repealed
— Itemized medical deduction floor = 10%
— Limits on insurance executive compensation

© Grant Thornton LLP. All rights reserved

Tax Legislative Developments

Health Care Reform
Combined Bills as of 3/23/10

» 2014
— Mandates
* Individuals must acquire minimum insurance
» Employers with over 50 full time employees

—$2,000 per employee fee if full time
employee qualifies for assistance

— Individual Assistance

© Grant Thornton LLP. All rights reserved
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Tax Legislative Developments

Health Care Reform
Combined Bills as of 3/23/10

» 2018
— 40% excise tax on high cost plans
* $10,200 single / $27,500 family
» $11,850 / $30,950 for high risk
—High risk includes construction
* Inflation adjusted after 2013

© Grant Thornton LLP. All rights reserved

Tax Legislative Developments

Extended Unemployment Benefits
Tax Extenders — partial list

* Research credit
* New markets tax credit
» Expensing for environmental remediation

» Special depreciable lives for restaurants, retail, and
leasehold improvements

* DC, Liberty Zone, GOZone, and Midwest disaster
area provisions

* Individual provisions, but not AMT
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Tax Legislative Developments

Additional reporting requirements
Revenue offset proposals

» General expansion of Form 1099 reporting
— All entities, including corporations
— Payment for goods and services

» Targeted expansion of Form 1099 reporting

— Taxpayers with rental income required to report
payments of $600 or more to service providers

» Expanded levy program on federal contractors

© Grant Thornton LLP. All rights reserved

Tax Legislative Developments

Carried Interest and Sweat Equity
Revenue Offset Proposals

* Net income, including gain on sale, from an
investment service partnership interest taxed as
earned income
— Ordinary income, not capital gains
— Subject to FICA, Medicare tax

* Investment service partnership interest = interest
held by a person who has provided a substantial
guantity of certain services to the partnership

— Does not include an interest that was acquired through
the contribution of capital.

© Grant Thornton LLP. All rights reserved
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Tax Legislative Developments

Carried Interest and Sweat Equity
Revenue Offset Proposals

Can an interest in a real estate or development
partnership be an “investment services partnership
interest”?

What can | do if it is one?

When could this be effective?

 Why me?

© Grant Thornton LLP. All rights reserved

Polling Question

* How do you recognize an employee from an
independent contractor?

— Know one when | see one
— Up to him
— Depends on whether he drives Ford or Chevy

— Independent contractors take their own credit
card to Home Depot

© Grant Thornton LLP. All rights reserved
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Tax Legislative Developments

Worker Classification Proposals

* FY 2011 Budget Proposal

— Lifts section 530 ban - IRS could reclassify
workers prospectively

— Reduced penalties for misclassification
contingent on accepting reclassification

— Industry and job-specific guidelines authorized
— Workers must be told their classification

— Independent contractors could request
withholding
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Our presenters will answer your questions

Please type any questions into Q&A

© Grant Thornton LLP. All rights reserved 30
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Who to contact

Todd Taggart Mel Schwarz

National Construction Legislative Affairs
Practice Leader Partner

Minneapolis Office National Tax Office
T612.677.5193 T 202.521.1564

E Todd.Taggart@gt.com E Mel.Schwarz@gt.com
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After the program

* Respond to online evaluation form

* Print your CPE Certificate from a CPE confirmation
email

— Note: Group participation will not receive CPE
» Download today’s slides as a reference resource

For questions regarding your CPE certificate,
contact LearnLive at 888.228.0988
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Thank you.

Tax Professional Standards Statement

This document supports Grant Thornton LLP’s marketing of professional services, and is not written tax
advice directed at the particular facts and circumstances of any person. If you are interested in the subject
of this document we encourage you to contact us or an independent tax advisor to discuss the potential
application to your particular situation. Nothing herein shall be construed as imposing a limitation on any
person from disclosing the tax treatment or tax structure of any matter addressed herein. To the extent
this document may be considered to contain written tax advice, any written advice contained in, forwarded
with, or attached to this document is not intended by Grant Thornton to be used, and cannot be used, by
any person for the purpose of avoiding penalties that may be imposed under the Internal Revenue Code.

© Grant Thornton LLP. All rights reserved
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Today's agenda

e Top 10 tax-saving opportunities
for contractors

» Expected legislative tax
developments affecting
contractors

We will address questions in Q & A at the end of the program.
Please type in your questions at any time.

Top 10 Tax Saving opportunities for Contractors

1) Make the most of your net operating loss
deduction

2) Take a hard look at bonus depreciation
deductions
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Top 10 Tax Saving opportunities for Contractors

3) Analyze your business structure

4) Consider possible future capital gains and
dividend tax rate increases
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Top 10 Tax Saving opportunities for Contractors

5) Take full advantage of capital asset expensing
deductions

6) Determine whether the company can lower
property taxes
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Top 10 Tax Saving opportunities for Contractors

7) Examine capital asset depreciation methods and
lives, including repair expensing

8) Review deferred compensation plans
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Top 10 Tax Saving opportunities for Contractors

9) Consider establishing a separate entity to own
and lease fixed assets

10) Consider not deferring income
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Tax Legislative Developments

Extended unemployment / COBRA assistance
Incentives to HIRE the unemployed

— FICA tax holiday

— New employee retention credit

Tax extenders

Additional reporting requirements

Carried interest and sweat equity

» Worker Classification
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Tax Legislative Developments

HIRE incentives for the unemployed

* Who are these “unemployed”?

— Certify to employer, under penalties of perjury,
that they have not been employed more than 40
hours in past 60 days.

— Begins work after 2/3/10

— Not a “related individual”

— Is not employed to replace another employee

unless the other employee resigned or was
separated for cause.
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Tax Legislative Developments

HIRE incentives for the unemployed
What are the incentives?

* FICA tax holiday

— Tax on wages paid March 19, 2010 through
December 31, 2010

— Applies to employer’s share only
— 1st quarter tax credited in 2" quarter
—No WOTC if holiday claimed
» May elect out of holiday to claim WOTC
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Tax Legislative Developments

HIRE incentives for the unemployed
What are the incentives?

* New employee retention credit
— Credit = Lesser of $1,000 or 6.2% of wages
— Must be employed for 52 consecutive weeks

— No more than a 20% decrease in wages in last
26 weeks

— Part of general business credit in year 52 week
requirement is met

* Not refundable
» May carry forward, may NOT carry back
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Tax Legislative Developments

Health Care Reform
Combined Bills as of 3/23/10

When do provisions become effective?

e July 1, 2010
— 10% excise tax on indoor tanning
» Enactment of House Bill
— Codification of economic substance
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Tax Legislative Developments

Health Care Reform
Combined Bills as of 3/23/10

» 2010 - Small Employer Health Coverage Credit
» 25 employees or less (10 for max credit)
* Avg. wage < $40,000 (20K for max credit)
* Credit = 35% in 2011 — 2013; 50% thereafter\
* Credit limited to 2 years
» 2011 - Prescription drugs only for HSA, FSA plans
» 2012 - Information reporting expanded
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Tax Legislative Developments

Health Care Reform
Combined Bills as of 3/23/10

« 2013

— Increased Medicare tax on incomes above
$200,000 ($250,000 mfj)
» Additional 0.9% on employee’s share of
earned income
» 3.8% on unearned income

—Exclusion for active income from
passthroughs not required to be reported
as earned income
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Tax Legislative Developments

Health Care Reform
Combined Bills as of 3/23/10

« 2013

— Flexible Spending Account contributions limited
to $2500 (adjusted)

— Exclusion for Part D Medicare subsidy repealed
— Itemized medical deduction floor = 10%
— Limits on insurance executive compensation
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Tax Legislative Developments

Health Care Reform
Combined Bills as of 3/23/10

» 2014
— Mandates
* Individuals must acquire minimum insurance
» Employers with over 50 full time employees

—$2,000 per employee fee if full time
employee qualifies for assistance

— Individual Assistance
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Tax Legislative Developments

Health Care Reform
Combined Bills as of 3/23/10

» 2018
— 40% excise tax on high cost plans
* $10,200 single / $27,500 family
* $11,850 / $30,950 for high risk
—High risk includes construction
* Inflation adjusted after 2013
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Tax Legislative Developments

Extended Unemployment Benefits
Tax Extenders — partial list

* Research credit
* New markets tax credit
» Expensing for environmental remediation

» Special depreciable lives for restaurants, retail, and
leasehold improvements

* DC, Liberty Zone, GOZone, and Midwest disaster
area provisions

* Individual provisions, but not AMT
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Tax Legislative Developments

Additional reporting requirements
Revenue offset proposals

» General expansion of Form 1099 reporting
— All entities, including corporations
— Payment for goods and services

» Targeted expansion of Form 1099 reporting

— Taxpayers with rental income required to report
payments of $600 or more to service providers

* Expanded levy program on federal contractors
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Tax Legislative Developments

Carried Interest and Sweat Equity
Revenue Offset Proposals

* Net income, including gain on sale, from an
investment service partnership interest taxed as
earned income
— Ordinary income, not capital gains
— Subject to FICA, Medicare tax

* Investment service partnership interest = interest
held by a person who has provided a substantial
guantity of certain services to the partnership

— Does not include an interest that was acquired through
the contribution of capital.
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Tax Legislative Developments

Carried Interest and Sweat Equity
Revenue Offset Proposals

Can an interest in a real estate or development
partnership be an “investment services partnership
interest”?

What can | do if it is one?

When could this be effective?

 Why me?
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Tax Legislative Developments

Worker Classification Proposals

* FY 2011 Budget Proposal

— Lifts section 530 ban - IRS could reclassify
workers prospectively

— Reduced penalties for misclassification
contingent on accepting reclassification

— Industry and job-specific guidelines authorized
— Workers must be told their classification

— Independent contractors could request
withholding
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Our presenters will answer your questions

Please type any questions into Q&A
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Thank you.

Tax Professional Standards Statement

This document supports Grant Thornton LLP’s marketing of professional services, and is not written tax
advice directed at the particular facts and circumstances of any person. If you are interested in the subject
of this document we encourage you to contact us or an independent tax advisor to discuss the potential
application to your particular situation. Nothing herein shall be construed as imposing a limitation on any
person from disclosing the tax treatment or tax structure of any matter addressed herein. To the extent
this document may be considered to contain written tax advice, any written advice contained in, forwarded
with, or attached to this document is not intended by Grant Thornton to be used, and cannot be used, by
any person for the purpose of avoiding penalties that may be imposed under the Internal Revenue Code.
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