DEADLINE
TAX PLANNING

April 15th. The date that strikes fear into the hearts of
landscape contractors everywhere. As it fast approaches, you might want
to run down this list of hints that can help reduce the amount of money
Uncle Sam picks from your pocket.

by Mark E. Battersby
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his is a confusing time of the
I year. The tax year for the land-
scaping operation has ended,
cutting off all hope of making any
more tax-saving moves. Plus, the im-
pact of the Tax Reform Act of 1986 is
just finding its way onto the annual
tax return.
Fortunately, there are still quite a

few good moves that can be made to
substantially reduce that tax bill.

‘Depreciation’

One good example of pre-filing plan-
ning is provided by equipment or fix-
tures bought before the year’s end. On
the surface, it might appear that the
landscape contractor has only two
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choices: straight-line depreciation or
accelerated depreciation. But look at
the basic depreciation rules.

As every landscaper knows, busi-
ness and income-producing property
(other than land) generally lose their
usefulness or value over a period of
time. Our tax rules permit an annual
deduction or “cost recovery” of a por-
tion of the cost. Under our present tax
rules, cost recovery is normally ac-
complished by using statutory accel-
erated methods. Long gone are the
concepts of “estimated useful life”
and ‘“‘salvage value.” This almost
eliminates arguments with the Inter-
nal Revenue Service about deprecia-
tion, formerly a consistent source of
litigation.

Depreciation or cost recovery cur-
rently looks like this:

@ Personal property: accelerated
200 percent declining balance depre-
ciation will be allowed for three-,
five-, seven- and 10-year class prop-
erty. Business autos and light trucks
are now classified as five-year prop-
erty.

® Luxury autos: ACRS (acceler-
ated cost recovery system) deduction
is limited to $2,560 for the year in
which the auto was placed in service,
$4,100 for the second year; $2,450 for
the third year; and $1,475 for all later
years.

@ Real property: Straight-line de-
preciation over 31%: years for all com-
mercial property. Now is the time to
not only place newly-acquired prop-
erty into the proper asset class, but to
decide whether the ACRS method
would be more beneficial in the long
run than the only existing alternative,
straight-line depreciation.

Another tactic that requires
thought is the first-year expensing op-
tion. Up to $10,000 of so-called “per
sonal property” (signs, desks, mowers,
tractors, typewriters, computers,
etc.) can be expensed or imme-



diately written off. Those write-offs,
however, are subject to a phase-out on
a dollar-for-dollar basis where the
landscaper’s total investment in qual-
ified property exceeds $200,000 for
the vyear.

Although asset expenditure or ac-
quisition may have already been
made, it still must be decided whether
the expense is currently deductible or
can only be deducted ratably over the
depreciation period. Unlike the costs
of running a landscaping business
which are currently deductible, ex-
penditures for items of a more perma-
nent nature (i.e., lasting more than a
year) generally must be capitalized.

Profit or loss?

Whether the landscaping operation
actually made a profit or lost money is
something else that can’t be deter-
mined with any degree of accuracy
until after the close of the tax year. At
either end of the spectrum, tax deci-
sions must be made before filing the
annual income tax return.

First, those losses: a so-called “‘net
operating loss’ (NOL) arises when the
expenses of a business exceed the in-
come earned. An NOL is first carried
back three years and, if not absorbed,

carried forward for up to 15 years. Or
the landscape contractor can choose
to give up the carryback altogether.
Giving up the carryback might be
appropriate when a landscaper,
whose prior three years’ income was
taxed at low rates, expects to be in
higher brackets in the future. Or
when a landscape contractor used the
preferential long-term capital gain

It may be difficult to
conceive, but under our
tax law, there is such a
thing as too much profit.

rates in prior years.

In other words, if a loss resulted
and sufficient income has been re-
ported during the previous three
years, then compare the tax benefits
of a future-year deduction with anim-
mediate cash refund. If last year was
bad—but not bad enough to produce a
loss—were estimated taxes overpaid?

The incorporated landscape con-
tractor can apply for a “quickie” re-

fund of those overpaid taxes. This
must be done after the year has ended
and before the income tax return is
filed and, in any event, no later than
2%, months after the end of the tax
year.

It may be difficult to conceive, but
under our tax law, there is such a
thing as too much profit. Unless there
is a proper business reason for a land-
scaping corporation to accumulate
earnings in excess of $250,000
($150,000 for certain personal service
corporations), a penalty may be as-
sessed of 27.5 percent on the first
$100,000 of current year excess and
38.5 percent on the balance. For 1988,
and thereafter, a flat rate of 28 percent
is applied.

Profitable landscape contractors
should carefully document the busi-
ness reasons for accumulating earn-
ings. These should be specific both as
to the proposed use and the amounts
needed. Plus, there is also the *“2%-
month” rule which can be used as an-
other avenue of escape from this
penalty. What could be easier than
paying dividends within 2% months
after the year ends?

The ‘‘2%-month’ rule allows
shareholder income shifting, which
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Get your hands on any Shindaiwa pro model
trimmer or brushcuttér, and you'll be hooked.
Because whether you're working out in the
field, along the highway or on the golf course,
you'll find every model combines lightweight
design and rugged dependability to cut the

With F'I‘O\’C'n features such as aircraft alumi-
num tubing for maximum strength, minimum
weight. A transistor ignition system for easy
stal’ﬁng. The world's most advanced cutting
attachments, including a cast-aluminum fixed
line head as well as t'uﬁv automatic heads.

toughest job down to size. Time after time after

( A vibration isolation design to minimize
time.

fatigue. And tough two-cycle engines that make

Shindaiwa, pound for pound, the most powerful




might also be valuable for other rea-
sons. If the dividends are large
enough, the penalty tax problem
would disappear for the current tax
year.

Splitting income
An often-overlooked method of split-
ting income among family members
involves giving stock in an S corpora-
tion to the minor children of parents
who are also stockholders. This usu-
ally involves transferring the stock to
one of the parents as custodian under
a gifts-to-minors act—a transfer that
should have occurred prior to the end
of the tax year

Any income over $500 attributed to
a minor from this transfer will be
taxed at the highest marginal rate of
the parents if:

® income is split among family
members as a result of such a gift
made in earlier years;

® the minor is under 14; and

@ the parents are in a higher tax
bracket than the minor.

Organizing records

Now is also an excellent time to put all
of the contracting operation’s records
in order. They will not only be needed

to properly prepare the income tax re-
turn but also to comply with the new
tax law.

Nowhere is this more evident than
under the rules governing meals and
entertainment. All landscape con-
tractors need to review their account-
ing system to assure that meal and
entertainment expenses not be sub-
ject to the new 80 percent rule are
separately identified. Plus, a review of
the accounting records should be
made to determine if they meet the
new rules and substantiation require-
ments.

The Tax Reform Act of 1986 lim-
ited the deduction for meals (includ-
ing meals incurred while away from
home)and entertainment expenses to
80 percent of the amount that is other-
wise tax deductible. Fortunately, this
80 percent limitation does not apply to
the following items:

@ items taxed as compensation or
excluded under the de minimis fringe
benefit rules;

® reimbursed expenses (the con-
tractor making the reimbursement is
the one subject to the 80 percent rule);

@ traditional employer-paid recre-
ational expenses for employees and
their spouses (e.g., holiday parties and

summer outings); and

@ meals provided in 1987 or 1988 as
an integral part of a banquet meeting
where more than 50 percent of the
participants are away from home, at
least 40 people attend and the banquet
includes a speaker.

Once the records are assembled, it
is a simple matter to pick out expenses
that may get lost in the tax filing shuf-
fle. Medical expenses, for instance,
may be relegated to the personal in-
come tax return as they have been in
the past—but perhaps they no longer
should. Normally, medical expenses
are only deductible as an itemized ex-
pense on landscapers’ personal in-
come tax returns. Self-employed
contractors, however, may now claim
a business expense deduction for 25
percent of their health insurance pre-
miums for themselves, their spouse
and their dependents.

It should be obvious by now that
many things can still be done before
the deadline for filing that income tax
return that will substantially reduce
the annual income tax bill.

Even with the assistance of a pro-
fessional tax return preparer, the bot-
tom line rests in the hands of the
landscape contractor. LM

PURELY PHYSICAL.

equipment around. (Our model T-25, for exam-
ple, generates 1.4 hp from just 24.1 cc.)
All of which explains why Shindaiwa has
become the industry standard for excellence.
So go ahead and give any model a test. Really

get physical. We can take it.

Contact your local Shindaiwa dealer:

Orcall 800-521-7733.

LOVE IT. ORYOUR

MONEY BACK.

Buy any Shindaiwa pro model
trimmer or brushcutter: Put it to
work for seven days after the date

of purchase. If in that time you are
not completely satisfied — for any
reason — just return it to your
dealer for a complete refund. For
more details see your dealer.

WE SIMPLY MAKE THEM BETTER.




