TAX SERVICES

2008 Automobile Rules
Computation
For Personal Use

DECEMBER 2008

LEGACY

PROFESSIONALS LLP

CERTIFIED PUBLIC ACCOUNTANTS

CHICAGO MUNSTER, IN MINNEAPOLIS
(312) 368-0500 (219) 836-1065 (952) 841-3950

Www.|legacycpas.com




DECEMBER 2008 LEGACY PROFESSIONALSLLP

2008 AUTOMOBILE RULES
COMPUTATION OF PERSONAL USE

The taxable income resulting from the personal use of automobiles provided by an employer is
computed by the employer using guidelines established in Internal Revenue Service regul ations and
must be reported on aForm W-2, Employee Wage and Tax Statement. Thisinformationisrequired
to enable the employees to prepare their individual tax returns. The employeeisto receive aForm
W-2 no later than February 2, 2009.

The rules for computing the personal use of an employer provided automobile have not changed
from 2007. However, some of the rates used in computing the taxable income have changed. In
order to compute the taxableincome, the following steps must be taken on each automobile, whichis
provided to an employee.

1. The employer must obtain a written statement from each employee of the total
mileage and that portion whichiseither business or personal. Each employee should
be advised of what constitutes personal use and what is required to substantiate
businessuse. A sample statement is attached as Exhibit 1.

2. The employer must value the personal use of the automobile (including fuel) as
explained later in thisrelease.

If the empl oyer made an el ection to val ue the personal use of the automobile under one of the special
valuationrules, or elected not to withhold income tax, the employer must have notified the empl oyee
of these elections by January 31 of the applicable calendar year or 30 days after the employer first
provides the benefit to the employee. Employees need not be notified of the employer's intent to
continue using a particular valuation method previously e ected.

Substantiation Requirements

The RS has published rulesfor the substantiation of the business use of autos made available by an
employer for use by an employee. In general, the employee must include in gross income the
persona use portion of the vaue of the automobile. The business use portion for which the
empl oyee provides adequate substantiation is not includedin grossincome. If theemployer includes
100% of the value of the auto in the employee's gross income, the employee may deduct, on his
personal return, the percentage of the total valuethat can be substanti ated asbusiness. Thededuction
is amiscellaneous itemized deduction and subject to reduction by 2% of adjusted gross income.

A taxpayer must have sufficient information to substantiate the amount, time, use and business
purpose of submitted expenses or use. Taxpayers should maintain and be able to produce such
substantiation that will constitute proof of each expenditure or use. A contemporaneouslog is not
required, but arecord of the elements of an expenditure or of abusiness use of the auto made at or
near the time of the expenditure or use, supported by sufficient documentary evidence, has a high
degree of credibility not present with respect to a statement prepared | ater.
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To meet the"adequate records” requirements, the IRS saysthat ataxpayer shall maintain an account
book, diary, log, statement of expense, trip sheets, or similar record, and documentary evidence
which, in combination, are sufficient to establish each element of an expenditure or use. It is not
necessary to record information in an account book, or similar record which duplicatesinformation
reflected on a receipt so long as the account book, etc. and receipt complement each other in an
orderly manner.

If ataxpayer failsto maintain an adequate record, then the taxpayer must establish the el ements of
an expenditure or use by awritten or oral statement and other corroborative evidence sufficient to
establish the elements. For example, ataxpayer may maintain an adequate record for portions of a
taxable year and use that record to substantiate the annual business use of an automobile only if the
taxpayer can demonstrate by other evidence that the periods for which the adequate record is
maintained are representative of the taxable year.

The taxpayer may substantiate concurrent or repetitious expenditures or uses as a single item in
certain cases. Amounts expended for gasoline or repairs for an automobile may be aggregated. If
these expenses are aggregated, the taxpayer need not provethe business purpose of each expense, but
may prorate the expenses based on the total business use of the property. Similarly, ataxpayer may
consider around trip or an uninterrupted period of business use as asingle use.

Employer's Reliance on Employee Records

An employer substantiates its deduction for business use of automobiles provided to employees by
either of two methods. First, the employer may show that, based on adequate records maintained by
the employees or on other evidence corroborating the employees' statements, all or aportion of the
use of the auto by employeesisin the employer'strade or business, and that if any employee used the
car for personal purposes, the employer included an appropriate amount in the employee's income.
Alternatively, the employer may treat al use by employees as personal use and include an
appropriate amount in the employees' income.

An employer may rely on adequate records submitted by its employees or, the employer may rely on
astatement submitted by the employee that provides sufficient information to allow the employer to
determine the business use. The employer cannot use the statement if he knows, or has reason to
know, that the statement is not based on adequate records or sufficient corroborative evidence. The
employer must retain a copy of the substantiation used to compute the taxable income if submitted
by the employee. 1f the employer relies on the employee' s statement, the employer must retain a
copy of the statement and the employee must retain a copy of the adequate records or other
evidence.

Determination of Annual Value of an Employer-Provided Automobile

Current regulations provide optional specia methodsto determinethetaxableincomereportablefor
personal use of an auto. If these specia methods are not used, the employer must determine the
costs the employee would have incurred if he had leased or rented a comparable automobile, on
comparableterms, for acomparable period. If the employer electsto useaspecia valuation method,
then the employer must notify the empl oyee of the el ection by the later of January 31 of the calendar
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year for which the election isto apply or 30 days after the employer first provides the benefit to the
employee. A sample natification is attached as Exhibit 2.

If the employer elected to use a special valuation rule in a prior year and notified the affected
employee in the prescribed manner, the employer need not notify the employee that the same
valuation rulewill be continued. The special valuation rules must be adopted by the first period in
which the vehicle is used by an employee for personal use. Once a special valuation rule is
adopted, it must be used for all subsequent periods in which the automobile is used by the
employee.

The amount that would otherwise be reported as income may be reimbursed by the employee to
avoid inclusion. An employee may determine the amount of such reimbursement using the same
special valuation method elected by his employer or using the general rule described above. The
remainder of thisrelease will relate to the specia rules based on the assumption that personal use
will be reported as the employee's taxable income.

Automobile Lease Valuation Rule

This rule requires the determination of the total annual value of operating an automobile. The
employee's personal use percentageisthen applied to thisvalue to determine the employee'staxable
income. There are two main components, Annual Lease Value and Fuel Costs, thetotal of whichis
the value of operating the auto.

® Annual LeaseValueisdetermined from atable provided by the IRS based on thefair market
value of the auto when placed in service. Thetableis attached as Exhibit 3. Fair market
value is the amount a person would pay to purchase the automobile in an arms-length
transaction from athird party. All purchasefees(i.e., salestaxesandtitlefees) areincluded.
Fair market value does not necessarily mean the amount that you paid to purchase the
automobile. Thereisasafe-harbor value. If you purchased the automobilein an arms-length
transaction, the cost, including purchase expenses, isthe safe-harbor value. If you leasethe
automobile, you can use any of the following as the safe-harbor value: the manufacturer's
invoice price with options plus 4%, the manufacturer's suggested retail price less 8%
(including purchase expenses), or theretail valuereported by anationally recognized pricing
source, if reasonable. Thefair market value of theauto isnot adjusted annually. Theannua
lease value will remain in effect for the period that begins with the first date the special
valuation ruleis applied by the employer to the automobile, and ends on December 31 of the
fourth full calendar year following that date. If the auto is till in usein thefifth year, anew
fair market value and a corresponding annual |ease value are determined. For example, an
auto placed in service and valued in 2003 will be revalued on January 1, 2008. If the
employer transfers an automobile from one employee to another employee for a valid
business purpose, the employer may recalculate the Annual Lease Value based on the fair
market value of the automobile as of January 1 of the year of transfer. Salestaxesandtitle
feesareincluded as part of the purchase price. For aleased or arevalued auto, fair market
value can be determined by any nationally recognized publication that periodically reports
such retail values.
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The Annual Lease Value includes the value of insurance, repairs, tires and other operating
expenses. If one of these servicesis not provided by the employer, the lease value may not
be reduced by the value of these services.

® Fud Costscan be determined by an actual cost allocation or based on 5.5 cents per milefor
the personal mileage of the employee.

If the employer provides any service such as achauffeur, with respect to the automobile, the service
must be valued separately and added to the amount computed above.

If theauto is provided to the employee for lessthan an entire calendar year, thevalueis prorated over
the part of the year that theauto isin use. If theauto isavailableto the employeefor aperiod of less
than thirty days, adaily lease value is computed based on the annual lease value multiplied by four
times the number of days of the availability and divided by 365. When the period of availability is
more than seven days but less then 30, the value of the benefit, at the taxpayer's election, may be
calculated under the regular prorated annual lease value method asif the car had been available for
30 days. Theformulafor this proration would be the annual lease value times 30/365 days.

Vehicle Cents-Per-Mile Valuation Rule

The personal use of acompany auto may be valued using the cents-per-mileruleif thefollowing two
reguirements are met:

Requirement 1.

a) The employer reasonably expects the vehicle will be regularly used in the employer's
trade or business throughout the calendar year, or

b) Thevehicleisdriven at least 10,000 miles (business and/or personal) during the year and
is used primarily by the employees.

Requirement 2:

Thefair market value of the vehicle on thefirst day it is made avail able to the employee
does not exceed the sum of the depreciation limits for the auto for the first five years of
service. For an automobile first made available to an employee in 2008, the fair market
value may not exceed $15,000 and $15,900 for atruck or van. Thelimitation of thefair
market value of autos made available during 2007 was $15,100 and $16,100 for atruck
or van. Please note that based on the Consumer Price Index (CPI), the new car, truck
and van component of the CPI for 2008 was lower than in 2007.

The RS determines whether avehicleisused regularly in the employer’ strade or business based on
facts and circumstances. The vehicle meets a safe-harbor if it fulfills one of the following
requirements: 1) at least 50% of the automobil€’'s total mileage is for the employer’s trade or
business; 2) the automobileis generally used each workday by a commuting pool to drive at |east
three employeesto and from work; or 3) the vehicleisregularly used in the trade or business on the
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basis of al of the facts and circumstances. Infrequent business use of the vehicle, such as for
occasional tripsto the airport or between multiple business premises, isnot regular use of the vehicle
in the employer's trade or business.

Under this method the value of the personal useis determined by multiplying the standard mileage
rate provided by the Internal Revenue Service by the personal milesdriven. For 2008, the standard
mileage rate was 50.5 cents per milein the first half of 2008 and 58.5 cents per mile in the second
half. The standard mileage rate effective January 1, 2009 is 55 cents per mile. Unlike the lease
value tables, the mileage rate includes the value of fuel. If the employer does not provide fuel, the
rate may be reduced by 5.5 cents per mile.

Once elected, the cents-per-mile valuation rule must be used until the vehicle no longer meets the
previously outlined requirements. At that point, the employer may then usetheleasevaluationrule.
Thereisone exception: employers are allowed to aternate the use of the commuting valuation rule
and the cents-per-mile rule for the same vehicle.

In addition, if the employer uses no more than four vehicles for business purposes, the standard
mileage rate can be used for all of the vehicles. Prior to 2004, employers using more than onevehicle
at atime could only account for the actual expenses for each vehicle.

The cents-per-mile rule may only be used to value the miles driven for personal purposes. The
employer may not include in the employee's income 100% (al business and personal miles) of the
value of the vehicle using the standard mileage rule.

The use of this cents-per-mile valuation rule is limited. If you think this rule may apply in your
situation, we recommend that you contact us before you implement it.

Commuting Valuation Rule

If al of the following requirements are met, the personal use of an employer-provided vehicle may
be computed as $1.50 per one-way commute:

® Thevehicleisowned or leased by the employer and is provided to one or more employees
for usein connection with the employer’ s trade or business,

® For bona fide noncompensatory business reasons, the employer requires the employee to
commute in the vehicle;

® The employer has established a written policy under which the employee may not use the
vehicle for personal purposes other than commuting and de minimis personal use (i.e.,
stopping for lunch between business stops or a persona stop to or from work);

® Theemployee using the vehiclefor commuting is not an officer who is paid at | east $90,000
($95,000 in 2009), director, one percent or greater owner of the employer, or receives
$185,000 or more in compensation in 2008 and $195,000 or more in 2009.
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Instead of using the preceding definition for a controlled employee, you can choose to define a
controlled employee as any highly compensated employee. A highly compensated employee for
2008 is defined as one who meets either of the following tests:

1. The employee was a 5% owner at any time during the current year or the preceding
year.

2. The employee received more than $100,000 in pay for the preceding year (2007).
(Thisamount increased to $105,000 for 2008 and $110,000 for 2009).

Y ou can chooseto ignore Test (2) if the employee was not also in the top 20% of employees when
ranked by pay for the preceding year.

A worksheet for computing the value of the personal use of the auto is attached as Exhibit 4. All
four methodsfor cal culating the value are shown on the worksheet. The method used in most cases
will be the Automobile Lease Valuation Rule.

The Ten Month Rule

Generdly, the value of the personal use of an employer-provided automobile (for a calendar year)
must be determined by January 31 of the following year. However, a special accounting ruleis
available as an dternative. Basicaly, the special rule alows the employer to treat the value of the
personal use of the automobile provided during the last two months of the calendar year or any
shorter period as paid during the following caendar year. Under this specia rule, the employer
could treat the value of the automobile provided in November and December of 2007 as being paid
in 2008. For 2008, the value would be determined from November 1, 2007 through October 31,
2008. If an employer uses this special rule, there are conformity rules which must also be met.

Withholding Elections and Requirements

Employers may eect, for employment tax purposes, to treat the income from the personal use of
employer-provided automobiles as paid on: a pay period, quarterly, semi-annual, annual, or other
basis. The benefit of the persona use of the auto must be treated as paid not less frequently than
annually. A different election can be made for each employee and the el ection for each employee
can be changed from year to year.

For federal income tax purposes, an employer may add the value of the personal use of the auto to
the regular wages for a payroll period and compute withholding taxes on the total. A flat 25%
income tax withhol ding rate can be used as an aternative. Use a35% rate when supplemental wage
payments to an individual exceed $1,000,000 during the year. An employer may elect not to
withhold incometaxesif he notifiesthe employeein writing of the election and includesthevalue of
the personal use of the automobile on atimely furnished Form W-2. The notice must bein writing
and must be provided to the employee by the later of January 31 of the year for which theelectionis
to apply or within 30 days after the date the employer first providesavehicleto theemployee. This
notice must be provided to the employee each year that the election not to withhold incometaxesis
made by the employer. See Exhibit 2.
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Employers must withhold the applicable Socia Security and Medicare taxeswith respect tothevalue
of the personal use of the automobile. If, however, an annual election is made with respect to when
the persona use of the automobile is paid and if the employee has already reached the Social
Security tax base for wages, then no Socia Security tax withholding will berequired. Thereisno
[imit on the Medicare wage base.

Both income tax (if the election regarding withholding has not been made by the employer) and
Socia Security and Medicare taxes should be withheld on the date or dates (pay period, quarterly,
semi-annually, annually, or other) that the employer has el ected to treat the benefit aspaid. Deposits
by the employer of the withheld taxes are due under the regular rules for tax deposits.

When the tax deposit is due, if the employer has not actually collected the taxes from the empl oyee,
then the employer may pay the taxes due. The employer must then recover the taxes from the
employee. For any calendar year, the employer must collect the withholding taxes from the
employee before April 1 of the following year. If the taxes are not collected by this date, then the
taxes paid by the employer must be treated as additional compensation to the employee.

Reporting Requirements

The calculated val ue of the personal use of the employer-provided automobile must be reported on
Form W-2. A separate Form W-2 may be used to report the value of the personal use or it may be
added to the employee’ sregular Form W-2. The value must bereported in Box 1 (Wages, tips, other
compensation); Box 3 (Social security wages), if applicable; Box 5 (M edicare wages and tips); and
you may show the total value of the fringe benefits provided in the calendar year or other period in
Box 14. Box 2 (Federal incometax withheld), Box 4 (Social security tax withheld), if applicableand
Box 6 (Medicare tax withheld) should also be completed. The employer must notify the affected
employees of the valuation rule that has been used and of the period for whichit applies. If 100% of
the value of the vehicleisreported, it must beidentified as such. Thisnotice must be provided at or
near the time the empl oyer provides the employee with the Form W-2. The amount isalso required
to be reported in Box 14.

The value of the personal use of the employer-provided automobile is subject to federal and state
unemployment taxes as well as withholding taxes; therefore, the value will haveto be reflected on
the employer's Form 941, 940, and the appropriate state unemployment tax return. If the employer
treats the value as paid on an annual basis, then the fourth quarter Form 941 will reflect the entire
amount of that value. If amethod other than the annual basisis elected by the employer, then the
first, second, and third quarter Forms 941 may also be affected.

Tax Return Information

Employers must include certain information on their tax returns about the business use of vehicles
and other listed property. Taxpayersthat claim adeduction or credit with respect to any vehicleare
reguired to provide the date that the vehicle was placed in service, information about the number of
miles driven for various purposes, the percent of business use, whether evidence to support the
business use is available, and whether that evidence is written.
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EXHIBIT 1

Vehicle Information Summary

Employee's Name:

Employer's Name:

Description of Vehicle:

Make M odel Y ear

Vehicle!l.D. Number:

Vehicle Used for Period from: to

1. Beginning odometer reading:

2. Ending odometer reading:

3. Tota milesdriven for this period:

4. Tota business miles driven for this period:

5. Total commuting miles driven for this period:

6. Total other persona (non-commuting) milesdriven for this period:

7. Was vehicle used for commuting? Yes No
8. Do you have another vehicle available for persona use? Yes No
9. Wasthe vehicle available for personal use in off-duty hours? Yes No
10. Haveyou maintained evidence sufficient to support the business use?Y es No
11. Isthe evidence written? Yes No

| hereby attest that the information listed above is true and correct to the best of my knowledge.

Employee Date
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EXHIBIT 2

Sample Notice to Employees
TO: (Employee)
FROM: (Employer)
DATE: January XX, 2009

RE: Employer-Provided Vehicle

(Employer Name) has el ected for 2009 not to withhold any federal or stateincometax fromthevalue
of the personal use of the vehicle, which has been provided to you. However, Social Security and
Medicare tax will be withheld if applicable.

Y ou may wish to revise your Form W-4 to cover the additional income for the personal use of the
vehicleprovided toyou. Thisadditional incomewill bereported onyour W-2 at the end of the year.

(Employer Name) has also elected to treat the value of the personal use of the vehicle as paid on a
(pay period, quarterly, semi-annual, or other) basis for 2009.

(Employer Name) has elected for 2009 to use aspecial valuation rulein calculating the value of the
personal use of the vehicle, which has been provided to you. The specia valuation rule used will be
either the automobile lease va uation rule, vehicle cents-per-mile rule, or the commuting val uation
rule, depending on which yields the least amount of taxable income.

In order to use this specia vauation rule, you must provide (Employer Name) with a written
statement to substantiate your business use of the vehicleduring 2009. This statement must include
your total mileage for the year, broken down between business, commuting, and other personal
miles. Attached is a statement, which you may use to submit thisinformation at year-end.

In generdl, if you do not submit awritten statement to (Employer Name), the value of the personal
use will be computed using 100% as the personal use portion.
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EXHIBIT 3
Annual Lease Value Table

Automobile Fair Market Value Annual Lease Value
$ 0 to S L T $ 600
0000 T o T (e 1< TR 850
2200 O T (o T2 1o TR 1,100
11000 T (o TG 1L RO OTRORRPRR 1,350
4000 £ 4,999, ..ot e et e a——— e e et ra—eeaeeea—eaarrearaeerareeaas 1,600
o300 O N (o T o R 1,850
L300 O (o T S X o RO 2,100
K00 O T (o T K 1o R 2,350
o300 O I (o T < 1 o OO 2,600
LS00 O I (o T e o R 2,850
10,000 10 10,999......ciiieie et eeeee e e et e e e e e et e e et e et e e e e et et eareeaaeerareeareeanreenareeaas 3,100
00O T (o T 5 01 TR 3,350
02 00O T (o TR 2 1< o TR 3,600
13,000 10 13,999, ... i et eeeeeeeee et e e et e s et e e et e et e e e e e rereeeareeeaeerareeaneeaereenareeaas 3,850
00O T (o TR 1< o TR 4,100
15,000 10 15,999......ciiieie e et eeeee e e e e e e e e e et e e et e et e et e ettt aareeeaeeraaeeaeearreenareeaas 4,350
3000 T (o T G TS 1 TR 4,600
17,000 10 17,999......oi et eeee e e et e e et e s et e e et e et e e e e e et e eareeeaeerareeaeearreenareeaas 4,850
RS T 0 0O T (o T 1 T o TR 5,100
19,000 10 19,999......cii e et eeeee e e e et e e et e e et e e et e et e e e e ettt rareeeaeerareeaeeanreenareeaas 5,350
20,000 O 20,999, e e —— e — e et e re— e et e et e aa—ereeaaae e 5,600
240 00 T o T~ 1K 1 5,850
200 O B (o T2 [ TR 6,100
PG 00 I (o 2 e 1 6,350
24,000 O 24,999, e ——ar—— e et e e ea—t e et e et e reeaaae e 6,600
PZaS 300 0 I (o 2 1 T 6,850
26,000 O 27,999, e e et e — e — e et e ra— e et e et e et e rreaaae e 7,250
P2t <00 O I (o 2 S K 1 T 7,750
G000 0 I (o TR e L TR 8,250
17200 0 T (o TG 1S e [ TR 8,750
G700 (o R ST 1 T 9,250
1S J00 0 I (o T YK [ TR 9,750
11 <200 0 I (o R & K 1 10,250
40,000  t0 41,999, e e e e et ea— e et e ar——eaatereeeaaae e 10,750
00 O T (o T C 1 o 11,250
44,000 0 45,999 e e e et e e et e e ——era—ere—eaaae e 11,750
TG00 O I (o T K o R 12,250
FEC 00 O I (o T e e o 12,750
EoT0 00 0 I (o TS Y 1K L TR 13,250
EoYZ200 0 I (o R C K 1 13,750
54,000 10 55,999, ettt — e e e et e re e et e et e et e reeaaae e 14,250
LTS T00 0 (o TR Y /K 1 R 14,750
58,000 10 59,999, e e e e et e et e e e et e et e et e reeaaae e 15,250

For vehicles having afair market value in excess of $59,999, the Annual Lease Value:
=($.25 x the fair market value of the automobile) + $500.
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EXHIBIT 4

Worksheet for Computing Additional Compensation for
Personal Use of Employer Provided Automobile

Employee's Name:

Employer's Name:

Description of Vehicle:

Make M odel Y ear

Vehicle Used for Period from: to

I. Facts and Circumstances Method - available to any employee

Cost to rent comparable auto (A)
Insurance (B)
Maintenance ©
Fuel (D)
Tota cost (Add A, B, C, & D) (E)
Personal use percentage ()
Additional Compensation (E x F) (G)

I1. Annual Lease Vaue Method - available to any employee. Utilizes annual |ease table.

X X (1/365) x =
Annual Lease  Daysinuse Personal use % (A)
Value*
X 5.5¢ = + =
Personal (B) (A) (B) Additiona
Miles Compensation

* From IRS Table, based on FMV auto.
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I1l. Standard Mileage - availableif statement aor b is checked yes and statement c is checked

yes.

a _ Vehicleisregularly used in trade or business throughout the year.

b)  Total business and persona milesdriven are at least 10,000 per year, and the
vehicleis primarily used by employee (not family members).

c) __ Farmarket value of auto, at date placed in service, does not exceed IRS

threshold amount: $15,000 for auto placed in service in 2008 and $15,900 for
atruck or van.

$.505 (Jan-June 2008)
X and/or =
Personal Miles $.585 (July- Dec 2008) Additional
Compensation

IV. Commuter Method - availableif there is written policy by employer that only personal use
of auto is commuting to and from work. This method is not available for an officer paid at
least $90,000, director, one percent or greater owner of the employer or employees’
receiving $185,000 or more in compensation.

X $3 =
Days Commuting Additional
to Work Compensation

SUMMARY
Additional compensation to include on employee's W-2 Statement is:

$

Additional socia security and Medicare needed to be withheld from employee sdlary is:

X 6.2% =
Additional Compensation Social Security Tax
Subject to Socia Security Tax

x 1.45% =
Additional Compensation Medicare Tax

TOTAL $
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