
YEAR END TAX PLANNING FOR BUSINESS OWNERS

The following is a checklist of actions that could 
mitigate business income tax exposure if acted upon 
prior to December 31st.  Although not all suggestions 
will apply in your particular situation, please consider 
the following: 

1. Hire a worker who has been unemployed for at 
least 60 days before year end if you are thinking of 
adding to payroll.  Your business will be exempt from 
paying the employer's 6.2% share of the Social 
Security payroll tax on the formerly unemployed new-
hire for the remainder of 2010.  In addition, if you keep 
that formerly unemployed new-hire on the payroll for a 
continuous 52 weeks, your business will be eligible for 
a nonrefundable tax credit of up-to-$1,000 after the 52-
week threshold is reached.  This credit will be taken on 
the business’s 2011 tax return.  To be eligible, the 
formerly unemployed new-hire's pay in the second 26-
week period must be at least 80% of the pay in the first 
26-week period. 

2. Place new business equipment and machinery 
into service before year end to qualify for 50% bonus 
first-year depreciation allowance.  Unless Congress 
acts, this bonus depreciation allowance expires on 
January 1, 2011. 

3. Make expenses qualifying for the $500,000 
business property expensing option.  The maximum 
amount you can expense for a tax year beginning in 
2010 is $500,000 of the cost of qualifying property 
placed in service for that tax year.  The $500,000 
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amount is reduced by the amount by which the cost of qualifying property placed in 
service during 2010 exceeds $2 million.  Also, within the overall $500,000 expensing limit, 
you can expense up to $250,000 of qualified real property (certain qualifying leasehold 
improvements, restaurant property, and retail improvements).  Note that at tax return time, 
you can choose not to use expensing (or bonus depreciation) for 2010 assets.  This is 
something to contemplate if tax rates rise in 2011 and beyond, and you would prefer to 
have more deductions after 2010 than for 2010. 

4. Create a self-employed retirement plan if you are self-employed and have not done 
so yet. 

5. Increase basis in your partnership or S-corporation if doing so will enable you to 
deduct a loss from it this year.  A partner's share of partnership losses is deductible only to 
the extent of the partner’s partnership basis as of the end of the partnership year in which 
the loss occurs.  An S corporation shareholder can deduct a pro-rata share of the S 
corporation's losses only to the extent of the total of the shareholder’s basis in: (a) the S 
corporation stock; and (b) debt owed to the shareholder by the S corporation. 

6. Consider whether to defer cancellation of debt (“COD”) income from the 
reacquisition of an applicable debt instrument in 2010.  A business can elect to have the 
COD income included in gross income ratably over five tax years beginning with the fourth 
tax year following the tax year in which the repurchase occurs (i.e., beginning with 2014). 

Required Tax Disclaimer and Additional Tax and Professional Advice

Internal Revenue Code Circular 230 requires us to disclose that this is not a reliance 
opinion. This is not intended or written by us to be used, and it cannot be used by you, for 
the purpose of avoiding penalties that may be imposed on you or another taxpayer, and 
you should consult directly with your tax professional.

Our attorneys have significant income tax experience in all of the aforementioned areas. If 
you have questions about the aforementioned, or how it may apply to your circumstances, 
please do not hesitate to contact our closely held business attorneys Jonathan D. Mishkin, 
LL.M., Randall L. Duncan or John T. Witherspoon, and we would be pleased to provide 
guidance and assistance.
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Nothing in this communication creates or is intended to create an 
attorney-client relationship with you, constitutes the provision of 
legal advice, or creates any legal duty to you.  If you are seeking 
legal advice, you should first contact a member of the Closely Held 
Business Team with the understanding that any attorney-client 
relationship would be subsequently established by a specific written 
agreement with Harrang Long Gary Rudnick P.C.  To maintain 
confidentiality, you should not forward any unsolicited information 
you deem to be confidential until after an attorney-client relationship 
has been established.




