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BEFORE THE “NEW FRIENDLIER” IRS 



A LITTLE ABOUT ME (WHY I DO AN LIKE DOING WHAT I DO?) 

Grew up  in retail auto business 

 1. Survived a board of equalization audit for a dealership I was running! 

Owned a catering truck business. 

 1. Survived another  board of equalization audit. 

 2. As a result of poor tax planning it became  necessary for me to negotiate 

      an offer in compromise with the IRS  (see next slide) 

Owned a mortgage and real estate company for 10 years. 

 1. Had property management client that owed IRS  (per  their figures) over 1        

            million! 

 2. Client  was also on State of  California’s most popular list!  



A THANK-YOU NOTE FOR ME PAYING OFF MY 

OFFER!!!!! 



222 N. SEPULVEDA, EL SEGUNDO, CA 







WHAT IS AN ENROLLED AGENT 

Enrolled agents (EAs) are America's 

Tax Experts. EAs are the only 

federally licensed tax practitioners 

who specialize in taxation and also 

have unlimited rights to represent 

taxpayers before the IRS.  



WHAT DOES THE TERM “ENROLLED AGENT” 

MEAN? 

“Enrolled” means to be licensed to practice by the 
federal government, and “Agent” means 
authorized to appear in the place of the taxpayer 
at the IRS. Only enrolled agents, attorneys, and 
CPAs have unlimited rights to represent taxpayers 
before the IRS. The enrolled agent profession 
dates back to 1884 when, after questionable 
claims had been presented for Civil War losses, 
Congress acted to regulate persons who 
represented citizens in their dealings with the U.S. 
Treasury Department. - 



WHAT ARE THE DIFFERENCES BETWEEN ENROLLED 

AGENTS AND OTHER TAX PROFESSIONALS? - 

Only enrolled agents are required to demonstrate to the 

IRS their competence in all areas of taxation, 

representation and ethics before they are given 

unlimited representation rights before IRS. Unlike 

attorneys and CPAs, who are state licensed and who 

may or may not choose to specialize in taxes, all 

enrolled agents specialize in taxation. Registered tax 

return preparers have passed a minimal competence 

test on tax forms for individuals, and have only limited 

representation rights - 



SMALL BUSINESS TAXING AUTHORITIES 

Everyone just wants money!!!!!!!!! 

County 

 Recorders office 

  Fictitious business name 

   Needs to be published 

 Treasurer-Tax Collector / Assessor 

  Personal property tax 

 



WHO MUST FILE 

The Revenue and Taxation Code of the State of 

California requires that every person who owns, 

claims possesses, or controls business property 

(i.e., machinery and equipment, office furniture, 

tools, molds, dies and fixtures) on January 1 of 

each year, shall file a written Business Property 

statement, upon the request of the Assessor. 

 

Form 571-L  (Needs to be filed by April 1) 



CITY OR MUNICIPALITY 

Business License / Permit 

  This is also a tax that is can be based on gross income,  

 number of employees or office size 

CAUTION 

 IF YOU ARE A BUSINESS DOING BUSINESS IN MULTI 

 CITIES EACH CITY WILL REQUIRE A BUSINESS 

 LICENSE.  Example , Contractors, Pool Services, Maid  

 services, etc. 

  Business’s needing building permits, the city  

  will require you to purchase a business 

  license at time of permit application. 

Note, I will not pay  any penalties but I have heard that    

 ignorance has been successively used as a defense ! 



STATE OF CALIFORNIA 

 State Board of Equalization 

  Sales / Use Tax 

   Purchase for resale 
   Resale permit 

 It is a misdemeanor to issue a resale certificate to a seller to evade payment of tax. Each 
offense is punishable by a fine of $1,000 to $5,000 or imprisonment for up to one year in 
the county jail, or both. 

  Use Tax 

   A tax paid on items purchased out of California for use in California.  If you are  
  not required  to  have a re sale permit you can report you use tax on your  
  California tax returns 

      

 



STATE OF CALIFORNIA 

Employment Taxes 

 Required when you pay an employee over $100 

  (special rules for household workers) 

  Unemployment 

   New business 3.4% for 2 to 3 years until  $ 7000 in wages paid 

    Rates can vary based on employer experience 

  Employment Training Tax 

   .1% up to $7000 in wages 

 UNEMPLOYMENT AND EMPLOYMENT TRAINING TAX ARE NOT 

DEDUCTABLE FROM EMPLOYEE WAGES 

Need to register with EDD and is paid according to size of business 

    



IS THAT WORKER AN EMPLOYEE 

IRS 20 Factors and 3 Categories of Control 

Revenue Ruling 87-41: The Twenty Factors 

 

       To help determine whether a worker is an employee under the common law rules, the 

IRS identified 20 factors that may indicate whether the employer can exercise enough 

control to establish an employer-employee relationship. These factors, set forth in 

Revenue Ruling 87-41, were based on the circumstances that the courts identified 

and relied upon to decide whether an employment relationship existed. Not all the 

factors must be present to find an employee/employment relationship, but the factors 

are guides to use to assess the likelihood as to whether an individual is an employee 

or an independent contractor. 



(1). Instructions. An employee must comply with instructions about when, where and 

how to work. 

The control factor is present if the employer has the right to require compliance with the 

instructions. 

 

(2) Training. An employee receives on-going training from, or at the direction of, the 

employer. Independent contractors use their own methods and receive no training from 

the purchasers of their services. 

 

(3) Integration. An employee’s services are integrated into the business operations 

because the services are important to the business. This shows that the worker is 

subject to direction and control of the employer. 

 

(4) Services rendered personally. If the services must be rendered personally, 

presumably the employer is interested in the methods used to accomplish the work as 

well as the end results. An employee often does not have the ability to assign their work 

to other employees, an independent contractor may assign the work to others. 

 

(5) Hiring, supervising and paying assistants. If an employer hires, supervises and pays 

assistants, the worker is generally categorized as an employee. An independent 

contractor hires, supervises and pays assistants under a contract that requires him or 

her to provide materials and labor and to be responsible only for the result. 



(6) Continuing relationship. A continuing relationship between the worker and the 

employer indicates that an employer-employee relationship exists. The IRS has 

found that a continuing relationship may exist where work is performed at frequently 

recurring intervals, even if the intervals are irregular. 

 

(7) Set hours of work. A worker who has set hours of work established by an 

employer is generally an employee. An independent contractor sets his/her own 

schedule. 

 

(8) Full time required. An employee normally works full time for an employer. An 

independent contractor is free to work when and for whom he or she chooses. 

 

(9) Work done on premises. Work performed on the premises of the employer for 

whom the services are performed suggests employer control, and therefore, the 

worker may be an employee. Independent contractor may perform the work 

wherever they desire as long as the contract requirements are performed.  

 

(10) Order or sequence set. A worker who must perform services in the order or 

sequence set by an employer is generally an employee. Independent Contractor 

performs the work in whatever order or sequence they may desire 



(11) Oral or written reports. A requirement that the worker submit regular or written 

reports to the employer indicates a degree of control by the employer. 

 

(12) Payments by hour, week or month. Payments by the hour, week or month generally 

point to an employer-employee relationship. 

 

(13) Payment of expenses. If the employer ordinarily pays the worker’s business and/or 

travel expenses, the worker is ordinarily an employee. 

 

(14) Furnishing of tools and materials. If the employer furnishes significant tools, 

materials and other equipment by an employer, the worker is generally an employee. 

 

(15) Significant investment. If a worker has a significant investment in the facilities 

where the worker performs services, the worker may be an independent contractor. 

 

(16) Profit or loss. If the worker can make a profit or suffer a loss, the worker may be an 

independent contractor. Employees are typically paid for their time and labor and have 

no liability for business expenses. 

 

(17) Working for more than one firm at a time. If a worker performs services for a 

multiple of unrelated firms at the same time, the worker may be an independent 

contractor 



(18) Making services available to the general public. If a worker makes his or her 

services available to the general public on a regular and consistent basis, the worker 

may be an independent contractor. 

 

(19) Right to discharge. The employer’s right to discharge a worker is a factor indicating 

that the worker is an employee. 

 

(20) Right to terminate. If the worker can quit work at any time without incurring liability, 

the worker is generally an employee. 



Three Categories of Control Factors 
 

Over the years, the Internal Revenue Service recognized changes in business practices 

and therefore created three categories of factors to assess the degree of control and 

independence. These factors are to be used in conjunction with the 20 Factors. 

 

(1) Behavioral Control - Includes the type of instructions the business gives to the worker, 

such as when and where to do the work, and the training the business provides to the 

worker. The key consideration is whether the business has retained the right to 

control the details of the worker’s performance or has relinquished that right 

 

(2) Financial Control - Address the business’s right to control the business aspects of the 

worker’s job. 

 

(3) Relationship Of Parties - The nature of the relationship may be evidenced by: 

_ a written contract; 

_ the benefits the business provides to an employee, such as paid vacation and health 

coverage; 

_ the permanency of the position; and 

_ the extent to which the services performed are a key aspect of the regular business of 

the company. 



Business Entities 
 

Corporation 

 Advantage 

  Liability protection 

  Totally different entity (like another person) 

 Disadvantage for small business 

  More stringent record keeping 

  Double Taxation 

S Corporation 

 Advantage 

   Liability protection 

  Can be used as a vehicle to avoid self employment taxes 

 Disadvantage for small business 

  More stringent record keeping 

  Some employee benefits taxable    

 

   

   

  

  

 

 

 

LLC 

 

 

 

Sole Proprietorship 



Business Entities 
 

Limited Liability Company 

 Advantage 

  Liability protection 

  Totally different entity (like another person) 

 Disadvantage for small business 

  More stringent record keeping 

  Double Taxation 

Sole Proprietorship 

 Advantage 

  Simple / Cheap 

   Disadvantage for small business 

  More stringent record keeping 

  Some employee benefits taxable    

 

   

   

  

  

 

 

 

LLC 

 

 

 

Sole Proprietorship 







STATE OF CALIFORNIA 

Franchise Tax Board 

 ****Caution*** 

  For corporations and LLC’s there is an $800 

 minimum tax 



  
Franchise Tax Board Statute of Limitations 

 

 Taxpayer Did Not File a Return  

or Taxpayer Files a False or  

Fraudulent Return  

If the taxpayer did not file a tax return, or files a false or fraudulent tax return, 

there is no time limit for FTB to assess tax. FTB will estimate net income from 

any available information and assess tax based on that estimate. (Revenue and 

Taxation Code section 19087; Appeal of Arthur H. Hesbon, 81-SBE-154, 

November 16, 1981.)  

Even if the taxpayer asserts that the tax return was mailed, the taxpayer must 

provide convincing evidence, such as a certified mail receipt, of mailing the 

return to overcome FTB's records indicating that no return was filed. (Appeal of 

La Salle Hotel Co., 66-SBE-071, November 23, 1966; Appeal of Richard L. and 

Mary D. Marks, 76-SBE-057, May 4, 1976; see also Government Code section 

11003, Internal Revenue Code section 7502, and Treas. Reg. section 

302.7502.1(c)(1)(iii)(A).)  



STATE OF CALIFORNIA 

Franchise Tax Board 

 ****Caution*** 

  RUTHLESS COLLECTION TACTICS 

 USE PRIVATE COLLECTION AGENCIES! 

 IF NO RETURN FILED ESTIMATE INCOME BASED ON LICENSING! 

Realtors, Contractors, Barbers, and CPA’s beware!!! 

 MONITOR BANK ACCOUNTS! (IRS does also) 

 SHARE INFORMATION WITH OTHER AGENCIES 



FROM, ACCOUNTING TODAY 

S Corps Pay Highest Effective Tax Rates 

Washington, D.C. (August 7, 2013) 

 

By Michael Cohn 

The National Federation of Independent Business and the S Corporation Association 

released a new study Wednesday showing that S corporations pay the highest 

effective rates of any business type. 

The study, authored by Quantria Strategies LLC, compares the tax burden that 

different business entities will shoulder in 2013 and finds that S corporations will 

pay the highest average effective tax rate (at 31.6 percent of their income), 

followed by partnerships (29.4 percent), C corporations (17.8 percent) and sole 

proprietorships (15.1 percent). 

http://waysandmeans.house.gov/uploadedfiles/quantria_study_etr_8613_final_pm_embargoed.pdf




INTERNAL 

REVENUE  

SERVICE 











Accounting Today 



  Tax Year 2001 

(billions) 

Tax Year 2006 

(billions) 

Total Tax Liabilities $2,112 $2,660 

Gross Tax Gap $345 

(83.7% compliance) 

$450 

(83.1% compliance) 

Enforcement and Late 

Payments 

$55 $65 

Net Tax Gap $290 

(86.3% compliance) 

$385 

(85.5% compliance) 

  

Federal Tax Gap 



Accounting Today 



WATCH PAYROLL TAX 

Accounting Today 





Accounting Today 





IRS’S RULES OF PLAY (ON INTERNET) 





WILL I QUALIFY FOR SMALL BUSINESS HEALTH CARE TAX CREDITS? 

 

YOU MAY QUALIFY FOR EMPLOYER HEALTH CARE TAX CREDITS IF YOU HAVE FEWER 

THAN 25 FULL-TIME EQUIVALENT EMPLOYEES MAKING AN AVERAGE OF ABOUT 

$50,000 A YEAR OR LESS. 

 

TO QUALIFY FOR THE SMALL BUSINESS HEALTH CARE TAX CREDIT, YOU MUST PAY AT 

LEAST 50% OF YOUR FULL-TIME EMPLOYEES' PREMIUM COSTS. YOU DON’T NEED TO 

OFFER COVERAGE TO YOUR PART-TIME EMPLOYEES OR TO DEPENDENTS. 

 

STARTING IN 2014, THE TAX CREDIT IS WORTH UP TO 50% OF YOUR CONTRIBUTION 

TOWARD EMPLOYEES' PREMIUM COSTS (UP TO 35% FOR TAX-EXEMPT EMPLOYERS). 

 

THE CREDIT IS AVAILABLE ONLY IF YOU GET COVERAGE THROUGH THE SHOP 

MARKETPLACE. 

 

HIGHER BENEFITS FOR SMALLER BUSINESSES 

 

THE TAX CREDIT IS HIGHEST FOR COMPANIES WITH FEWER THAN 10 EMPLOYEES 

WHO ARE PAID AN AVERAGE OF $25,000 OR LESS. THE SMALLER THE BUSINESS, 

THE BIGGER THE CREDIT 



EXAMPLE OF HOW THE TAX CREDIT WORKS 

 

EXAMPLE FOR AN EMPLOYER WHO QUALIFIES FOR THE MAXIMUM CREDIT WORTH 

50% OF THEIR PREMIUM CONTRIBUTION IN 2014: 

 

NUMBER OF EMPLOYEES: 10 

 

WAGES: $250,000 TOTAL OR $25,000 PER EMPLOYEE 

EMPLOYER CONTRIBUTION TO EMPLOYEE PREMIUMS: $70,000 

TAX CREDIT AMOUNT: $35,000 (50% OF EMPLOYER'S CONTRIBUTION) 

FIND OUT IF YOU QUALIFY FOR THE SMALL BUSINESS HEALTH CARE TAX CREDIT 

 

YOU DON'T HAVE TO WAIT UNTIL OPEN ENROLLMENT ON OCTOBER 1, 2013 TO FIND 

OUT IF YOU QUALIFY FOR THE SMALL BUSINESS HEALTH CARE TAX CREDIT. 

 

YOU CAN FIND OUT NOW BY FOLLOWING BY VISITING IRS.GOV. YOU CAN ALSO 

CONSULT WITH YOUR TAX ADVISOR OR ACCOUNTANT TO LEARN IF YOU QUALIFY, 

AND IF SO, HOW MUCH YOUR CREDIT WILL BE. 

HAVE QUESTIONS ABOUT THE SHOP MARKETPLACE FOR BUSINESSES WITH 50 OR 

FEWER EMPLOYEES? CALL 1-800-706-7893 (TTY USERS: 1-800-706-7915). HOURS: 

MONDAY THROUGH FRIDAY, 9 A.M. TO 5 P.M. EST. 

 

http://www.irs.gov/uac/Small-Business-Health-Care-Tax-Credit-for-Small-Employers


 

  



IRS POWERS   

 9.1.2.4  (01-16-2008) 

Authority to Arrest  

The authority of special agents to make arrests is provided by 26 USC §7608. 

This section provides, in part, that a special agent is authorized: to execute and 

serve search warrants and arrest warrants; to serve subpoenas and 

summonses issued under authority of the United States; to make arrests 

without warrant for any offense against the United States relating to the Internal 

Revenue laws that is committed in his/her presence, or for any felony 

cognizable under such laws if he/she has reasonable grounds to believe that 

the person to be arrested has committed or is committing any such felony; and 

to make seizures of property subject to forfeiture under the Internal Revenue 

laws 



  
9.1.2.4.1  (11-10-2004) 

Authority To Carry Firearms  

There is no specific statutory authority for special agents to carry firearms. The 

General Counsel, Department of the Treasury, has concluded that no specific 

authority is necessary because " where a Federal officer has authority to make 

an arrest, he/she has implied authority to carry firearms" . Authority for special 

agents to make arrests is contained in 26 USC §7608(b).  



  





Form 1099 K (Credit Cards) 



  



    



STILL WANT 

SELF EMPLOYMENT 

? 



KEEP RECORDS 

 

DON’T OVER KEEP RECORDS 

 

 AN ENTREPRENEUR IS A PROMOTER AND 

 A MARKETING PERSON NOT AN 

 ACCOUNTANT! 

 

 KEEP RECORDS ACCURATE AND SIMPLE!! 

 





















KEEP 

 RECORDS 



EXCEL SPREAD SHEET 

August 2013 Sales 

Date Customer Product Sales Price Tax Total Cost profit 

8/20/20

13 Jane Smith widget  $ 2,399.00   $  203.92   $ 2,602.92   $ 1,500.00   $     839.00  

8/21/20

13 Joe Blow gadget  $ 1,200.00   $  102.00   $ 1,302.00   $     800.00   $     400.00  

 $ 3,599.00   $  305.92   $ 3,904.92   $ 2,300.00   $ 1,239.00  

Expenses 

8/17/20

13 Business License  $   25.00  

8/10/20

13 
lunch with Joe  Jane 

smith  $   42.00  discussed her prospective purchase of new gadget Can only write off 1/2 ent and travel) 

8/14/20

13 widget polish  $   23.00  

8/19/19

2013 paper clips  $      0.25  

8/21/20

13 
Thank you flowers for 

Jane  $   22.50  (Can not exceed $25.00 per customer) 

 $ 112.75  

Mileage starting odometer Ending Odometer Miles 

8/17/19

36 Drove from office to Jane smiths house and back to office 125836 125839 3 



START UP EXPENSE DEDUCTIONS 

 
Can write off up to $5,000 first year  

 THE NEXT $ 45,000 IS AMORTIZED! 

Start up cost include 

 

  Analysis or survey lf potential markets, products, labor supply , 

 transportation facilities etc. 

 

  Expenses incurred while investigation the purchase of a business. 

 

  Training wages for employees who will work in the business 

 

  Travel and other necessary costs for securing prospective customer  

 or distributers, or suppliers. 

 

  Cost of professional services, such as executives and consultants 

 

 .  

 



ORGANIZATION COSTS 

More for corporation or partnership 

 Must be incurred before the end of the first year the entity is in 

 business. 

  Attorney fees or legal fees to create organization 

  Temporary directors 

  Organizational meetings!! 

  Accounting service for setting up corporation 

  State incorporation fees 

    

  

  



STATE ORGANIZATIONAL FEES 

Cost Saving resource. 

 If you want to either form an LLC or Corporation… 

  Research advantages and disadvantages of this type of 

  entity. 

   (Miss-conception need a corp to be in 

   business and save taxes, houses or anything 

   else to convince you to pay for their service) 

 

 

You can form your own business entity at 

much lower costs!!! 

 ALSO FILE REQUIRED CORPORATE 

 INFORMATION STATMENTS 







HOME OFFICE 

 
Must be area exclusively used for business! 

 Common deduction for tax fraud 

Must not have other office available 

 

 Draw floor plan of home and take pictures  

 in case of audit 

 

 If you depreciate this area have to take 

 capital gains when you sell your home! 

 

New simplified plan 

  





VEHICLES 

Which vehicle used in a small business used 

exclusively for the business can you  

depreciate faster? 

 

 1. A $228,000 Ferrari 458 

 

 

 2. A $19,000 Ford Focus     



Same 



AUTO DEDUCTION CONSIDERATIONS If using standard mileage deduction 

 

Document (Google Map by itself is not good enough) document, document. 

1. Need starting mileage, purpose of trip place of start time and date 

2. Need ending mileage, purpose of trip and time of end 

 

Only mileage from primary business location or office is deductible 

commuting mileage is not 

 

If using vehicle as business expense document all commuting mileage and 

personal use of vehicle as well as business use. 

 

Keep track of all vehicle expenses 

 

 This is to establish a percentage of use for business and pleasure 

 

 Usage must be over 50% to qualify for accelerated depreciation 



THINGS TO CONSIDER 
 

You are a new business struggling 

 

 With proper documentation for income you may qualify for: 

 

  Reduced utility costs for your home. 

  Cal Fresh food program 

  Health insurance assistance 

 

 If you have children you may qualify for earned income 

 credit and child tax credits amounting to several 

 thousand dollars extra refunded to you at tax time. 

 

Plus more!!!!!! 
   

   

   

    



Pennies on the Dollar!!!!     











Let have some fun! 

 a few assumptions for a typical small business 

   

Negatives 

 1.  Grossly undercapitalized, no money!!! 

 2.  Very limited credit if any!! 

 3.  No help or labor.  Have to do everything    

       yourself! 

   Have to make choices between  

   buying  book keeping system and  

   business cards. 



POSITIVES 
  

 ENTRAPENURIAL SPIRIT 

   

  PASSION 

 

   A PRODUCT OR SERVICE  

   YOU BELIEVE IN! 

 

   WILL TO SUCCEED! 





















EARNED INCOME CREDIT PROBLEMS 







Actual costs of doing business on a daily basis 

 Self employed no employees. 

 

  1.  Social Security      12.4% 

  2.  Medicare                  2.9% 

Total                                                              15.3% of net income  from self  

        employment activities  

         regardless of personal income  

          after deductions  

 





Actual costs of doing business on a daily basis 

 Employees. 

 

  1.  Social Security      6.2% 

  2.  Medicare               1 45% 

Total                                                              7.65 % of net income  from self  

        employment activities  

         regardless of personal income  

          after deductions 

  Amount based on first $7,000 of income 

   

     FUTA Tax                     6.00%                    

                                   less  state credit     -3. 40%  

                                                                      2.6 % 

 

State unemployment tax                               3.40% 

Total Taxes         13.65%  



PRICING 

 

 Assume approximately 20%  

 net income will go to taxes? 

  includes 10% minimum income tax 

 

 Price accordingly 



The Race Horse? 


