




















Change in FICA Wage Base:

FICA taxes are divided into two components and are withheld from employees' wages (and matched by
employers) at the following rates and wage bases:

2009 Bases 2010 Bases

Social Security (old age, survivors'
and disability insurance) 6.20%  $106,800 6.20%  $106,800
Medicare (hospital insurance) 1.45% Unlimited 1.45% Unlimited

If you prepare payroll, you will be required to update your software to accommodate annual changes in
withholding tables.

Qualified Pension Plan Employee Contribution Limits:

2009 2010
401(k) $ 16,500 $ 16,500
401(k) “catch-up” limit (age 50 or older) $ 22,000 $ 22,000

Generally, at the time of contribution, employee deferrals under the limits stated above are exempt from
Federal income tax withholding, but FICA and Federal unemployment taxes normally apply.

Employer-made contributions to a qualified plan are exempt from employment taxes.

Definition of Independent Contractor:

The IRS has distinguished between independent contractors and employees. If an employee is incorrectly
treated as an independent contractor, substantial penalties may be imposed on the employer.

The degree of control a company exercises over an individual is the primary test used by the IRS in
identifying employees. However, the IRS has a list of 20 different factors which are used to determine
independent contractor status. This list can be made available to you upon request.

Please contact us with your specific questions concerning this issue.

Lump-sum and Certain Other Distributions from Retirement Plans:

Lump-sum and certain other distributions from retirement plans are subject to a 20-percent withholding
requirement if the distribution is paid directly to an employee. The 20-percent withholding is required even
if the distribution from a pension or profit-sharing plan is eligible to be rolled over into an IRA. The
withholding requirement does not affect the taxability of a distribution. Distributions from pension and
profit-sharing plans will still be eligible for rollover into an IRA. However, the 20 percent withheld from the
distribution will become taxable unless the employee can roll over an equivalent amount into the IRA from
personal funds. The 20-percent withholding can then be claimed as a credit on the individual’s Form 1040.

The 20-percent withholding requirement can be avoided if an individual arranges to have the funds
transferred directly from trustee to trustee.



Household Emplovyee:

If you have a household employee, you may need to withhold and pay Social Security and Medicare taxes,
or you may need to pay federal unemployment tax, or you may need to do both. You may also be
responsible for state unemployment taxes.

You do not need to withhold federal income tax from your household employee’s wages. But, if your
employee asks you to withhold it, you can choose to do so.

Tax-Exempt Organizations - Proxy Tax:

Trade associations and other organizations that collect dues or fees from members should disclose the
amount of these dues or fees expected to be used for lobbying purposes. Failure to do so will result in the
organization being subject to a proxy tax, at 35%, on lobbying expenditures.

Small Tax-Exempt Organizations - Form 990-N (e-Postcards):

Beginning in 2008 and continuing this year, small tax-exempt organizations that previously were not
required to file returns may be required to file an annual electronic notice, Form 990-N, Electronic Notice (e-
Postcard) for Tax-Exempt Organizations not Required to File Form 990 or 990-EZ. The Form 990-N is due by the
15t day of the fifth month after the close of the tax period. Organizations that do not file this notice will lose
their tax-exempt status.

Charitable Contributions Substantiation;

While all contributions must be substantiated, outright contributions in excess of $250 or more, or quid-pro-
quo contributions in excess of $75, require a written receipt from the charitable organization. The charitable
organization must provide such information, but it is the responsibility of the taxpayer claiming a charitable
deduction to be sure to have received a contemporaneous written acknowledgement. Failure to do so will
cause the contribution to be nondeductible. A canceled check does not qualify as written substantiation for a
contribution in excess of $250.

Contributions of vehicles (as well as boats and airplanes) require stricter documentation/receipt
requirements as well as possible limitations on the amount that is tax deductible. If a vehicle is contributed
to a charity that sells the vehicle to a third party without doing any major repairs, the deduction allowed will
be limited to the proceeds received by the charity from the sale of the vehicle. The charity must include the
amount of the proceeds received on the written acknowledgement.

State of New Hampshire

New Hampshire Annual Reports:

Corporations, Limited Liability Companies and Limited Liability Partnerships are required to file an annual
report with the Secretary of State by April 1 of each year, along with a $100 fee.

New Hire Reporting:

All employers must file a New Hire Reporting form within 20 days after hiring a new employee or rehiring
an employee. The form should also be filed for all individuals with whom you contract for services, other
than casual labor, when reimbursement for services in this state is anticipated to exceed $2,500. The form is
filed with the Department of NH Employment Security.
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Abandoned Property Reporting:

All businesses that hold unclaimed monies belonging to customers/ clients are required to report and turn all
monies over to the State. Voiding any unclaimed check is not adequate. The State then makes efforts to
locate the rightful owners and return the funds. The reports are filed annually, due November 1.

Please contact us if you think this applies to your business.

State of Massachusetts
Form 1099:
All companies doing business in Massachusetts are subject to 1099 reporting requirements which are
essentially the same as the federal reporting requirements. Copies of the federal 1099s may be used to satisfy

the Massachusetts requirement.

Electronic Filing and Payments:

Corporations with gross receipts over $100,000 must electronically file their MA state tax returns and make
all business tax payments electronically.

Partnerships with 25 or more partners, or gross receipts over $50,000 must electronically file their MA state
tax returns and make all business tax payments electronically.

Passthrough Entity Withholding Requirements:

Starting January 1, 2009 a pass-through entity (partnership, S corporation, or LLC) that files a return in
MA will have to pay quarterly income tax withholding payments unless certain affirmations are made
on the new form PTE-EX ("Withholding Exemption Certificate for Members of a Pass-Through Entity").
The reasons an individual would be exempt from this withholding are: 1) the member of the pass-
through entity is a MA resident, 2) is part of a composite filing, or 3) taxpayer asserts that he will make
estimated tax payments. This PTE-EX must be filed annually on or before the last day of the first month
of the taxable year (or within thirty days of joining the organization, whichever is later).

Consolidated Return Filing Requirements:

Starting with the tax years beginning on or after January 1, 2009, affiliated corporations with 50-percent or
greater common ownership will be required to file a unitary combined return. Unitary combined groups will
include C corporations, S corporations, and several other types of investment, insurance and financial
institutions.

States of Maine, New York & Vermont

Withholding:

The states of Maine, New York and Vermont require pass-through entities to withhold income taxes from
the state-sourced distributive income of nonresident partners, shareholders, or beneficiaries.



