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Take Advantage of Tax Savings
in a Down Market
Know when you have a deductible loss

Just because the stock market lost money, doesn’t mean you have a deductible loss. As
long as you hold on to an investment, you only have a loss on paper. It's only when you

actually sell the investment that you have a transaction to report on your tax return.

Fortunately, the tax law allows you to offset your capital gains by your capital losses.
You can avoid or minimize taxable gains by selling two investments, one at a gain and
the other at a loss.

However, an investment sold at a loss is not gone forever. If you believe it was a good
long-term investment, you can buy it back. This strategy works very well if the price

of the investment either stays the same or goes down even further. For example, let’s
say you sold 100 shares of ACME stock, which you purchased for $3,000, and receive
$2,500 in cash proceeds from the sale. You can use the $500 capital loss to offset
capital gains or other income. Now, let’s assume you want to buy back the ACME stock
because it’s a good long-term investment. If the price of 100 shares of ACME is $2,500
or less, you can use the proceeds from the first sale to buy the stock back without
having to provide any additional money. Caution: You must wait at least 3l days after
the sale to repurchase the stock, otherwise the loss is not allowed.

If you are an IRA owner over age 592, you can take advantage of the down market by
taking distributions (either voluntary or required) of actual investments from your

IRA, instead of the cash. You’ll also escape the additional ten-percent premature
distribution penalty. If there are investments within your IRA account that you want to
hold long-term, but the value is currently down, you may want to consider having them
distributed to you. Be aware that this is a taxable event and the fair market value of the
investment must be reported on your tax return. However, any appreciation earned
after the distribution will not be taxable until you sell the investment. This provides
several advantages:

* Ifyousell the investment, it will be taxed at the lower capital gains rate, which may
be less than the rate for your IRA distribution;

e ltreduces your IRA account so your required minimum distributions may be
smaller in future years; and,

*  You can gift that investment to a person or a charity at a later date.

As always, consult your investment and tax advisor prior to taking any actions.

Important Dates:

August 15
Minnesota Property Tax Refund

September 5

3rd Quarter Corporate and
Individual Estimated Income Tax
Payments

October 15
Extended Individual Income Tax
Returns

October 15
Second Half of MN Property
Taxes for Non-Farmers

November 17
Second Half of MN Property
Taxes for Farmers

December 15
4th Quarter Corporate Estimated
Income Tax Payments

January 15,2009
4th Quarter Individual Estimated
Income Tax Payments

January 31, 2009
Second Half of WI
Property Taxes
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Farming as a Corporation or Partnership?
Hold Land in Some Type of Entity?

By: Ann McMahon, CPA, Principal Tax Specialist

MINNESOTA DEPARTMENT OF
AGRICULTURE REQUIRES FILING A
CORPORATE FARM APPLICATION FOR
ANY ENTITY WITH INTEREST IN AG
LAND.

If you farm as an entity
or hold farm land in a
partnership or other
form of business entity
in Minnesota, you

need to be aware that
Minnesota Statute
500.24 requires that

all corporations,
limited partnerships,
LLC’s, trusts, pension
or investment funds
must be certified by the
Minnesota Department
of Agriculture before
engaging in farming

or having any interest
in farm land. General
partnerships need

not file. The law was passedin 1971 to
encourage and protect the family farm.
It restricts business entities with more
than five non-family members from
engaging in farming or holding interests

in farm land.

It has come to our attention that some
entities which are required to register
with the Minnesota Department of
Agriculture are not in good standing

- either because they were never
registered when originally formed or

have not continued to do the required

annual updates. This filing requirement

is sometimes confused with the

Secretary of State annual renewal.

These are two separate filings. It is

important to remain in good standing

with the Department of Agriculture.

receiving a renewal each year to update.

These reminders are separate and in

addition to the Secretary of State annual

filings. The renewal certificate sent

out earlier this year by the Minnesota

Department of Agriculture included a
PIN number. If there

Otherwise, fines may be imposed.

You may not be able to renew any
Green Acres contracts. The property
tax divisions of most counties are now

checking the status of all entities.

You would be required to file the
Minnesota Corporate Farm Application
if your entity has interest in any farm
real estate, whether owned or leased.
These applications are due on April
I5th of each year. If you had filed a
Minnesota Corporate Farm application

at inception, you should have been

were no changes to
either the front or back
pages of the renewal
certificate, you can
update online. If
there are any changes,
you must fill out

the certificate and
mail it back. Second
notices were mailed

in May. If you have
not been getting these
reminders, a new
application should be
sentin.

The application form
and more information
about filing requirements are available
at http://www.mda.state.mn.us/
licensing/corpfarmreport.htm. You can
also search the website to see if your

entity is in good standing.

Feel free to contact any one of the
AgStar tax specialists for help in
preparing this form. We would be glad
to help you through it.



Are You Audit Proof?

By Kathy Blonigen, EA and Ronald Woltjer, EA

[t may be time to start thinking about — and planning for — audits

again. For many years there has been relatively low activity in the
audit arena. The Little Falls, MN office, for example, has only seen
seven audits out of more than 16,000 returns prepared since 1996.
But this freedom from “Big Brother’s” watchful eye has perhaps
made people careless. It's much easier to let the paper trail go
cold if no one is chasing you down.

It’s time to reassess.

The IRS is coming up with several new audit campaigns designed
to narrow the estimated $300 billion tax gap between projected
tax collections and what’s being paid now. The IRS continues to
increase its projected audit rates overall, with new significance
being placed on middle-class individuals (those making $25,000
to $100,000), as well as certain business entities (S Corporations
and partnerships.)

Another area under attack is one used regularly on qualified farm
returns — spousal wages with a 105 benefit plan arrangement.
Would you survive an audit?

There is a somewhat exhaustive checklist for those farmers

and their wives who are making use of these arrangements as

a direct expense on their farm schedules. Forinstance, has a

clear and legitimate employer/employee relationship been
established? Have the employees’ actual services and reasonable

compensation been determined and recorded? Who is the health
insurance policy holder and who makes the premium payments?
These are just a few of the items needed to hold up to IRS scrutiny.

The audits below illustrate these issues more clearly.

Last fall, two large Central MN dairies were audited. Both farm
businesses had paid the spouse of the owner in commodities

and provided them with medical benefits as part of their
compensation. One farmer saw both deductions disallowed while
the other saw them hold up to audit scrutiny. The difference was a
question of details:

* The farmer who paid his wife with bull calves had the
commodities allowed because she could demonstrate
control, dominion, price risk and independent marketing; the
disallowed commodity wage was a percentage of the milk
check where independent marketing was not possible and
the salary received was an attempt to replace a given dollar

amount of cash wages.

» The farmer who had his medical benefits allowed had a
uniform, written medical benefit plan that was applied fairly
to all full time workers; the disallowed plan was given only
to the farmer’s spouse when there were other employees
who should have been included under IRS Sec. 105
discrimination requirements.

» The farmer who had his deductions allowed reviewed his
situation in detail with his AgStar tax specialist before the
audit; the one who had them disallowed went into the audit
unprepared. A confident explanation stressing the above
principles can deter a more careful look and a challenge.

Both farmers had issued W-2s to their employees and could

defend the employer-employee relationship.

The AgStar tax group is strongly recommending that any farm sole
proprietor or entity owner review their wage, benefit, and other
tax-saving moves to ensure that they are defendable in the case
of an audit. Many of these moves have been in use for many years
and have saved many thousands of dollars. As the IRS increases
their audits, it's time to get prepared!
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Home Mortgage Forgiveness Debt Relief

By: Connie Meier, CPA, Principal Tax Specialist

Homeowners whose mortgage debt was partly or entirely forgiven
during 2007 may be able to claim special tax relief by filling out
Form 982. Normally, debt forgiveness results in taxable income.
But under the Mortgage Forgiveness Debt Relief Act of 2007,
enacted December 20, taxpayers may exclude debt forgiven on
their principal residence if the balance of their loan was less than
$2 million. The limitis $I million for a married person filing a

separate return.

The new law applies to debt forgiven in 2007, 2008 or 2009. Debt
reduced through mortgage restructuring, as well as mortgage
debt forgiven in connection with a foreclosure, may qualify for this
relief. In most cases, eligible homeowners only need to fill out a
few lines on Form 982 (specifically, lines le, 2 and 10b).

The debt must have been used to buy, build or substantially
improve the taxpayer’s principal residence and must have been
secured by that residence. Debt used to refinance qualifying debt
is also eligible for the exclusion, but only up to the amount of the

old mortgage principle, just before the refinancing.

Debt forgiven on second homes, rental property, business
property, credit cards or car loans does not qualify for the new tax-
relief provision. In some cases, however, other kinds of tax relief,
based on insolvency, for example, may be available. See Form 982
for details.

Borrowers whose debt is reduced or eliminated receive a year-end
statement (Form 1099-C) from their lender. For debt cancelled in
2007, the lender was required to provide this form to the borrower
by Jan. 31, 2008. By Law, this form must show the amount of debt
forgiven and the fair market value of any property given up through
foreclosure.

Borrowers should carefully check the Form 1099-C, and notify the
lender immediately if any of the information shown is incorrect.
Borrowers should pay particular attention to the amount of debt

forgiven (Box 2) and the value listed for their home (Box 7).

Thinking of Selling Your Corporation?

Carefully review your options before making a decision

When it comes time to sell your corporation, you have two options.
You can either sell the corporation stock or have the corporation
sell the assets and distribute the proceeds. The tax implications of
the two sales are very different. If you choose to sell the stock, you
are the seller. The corporation is not affected by the transaction. The
new owner steps into your shoes as the shareholder and takes over
the existing corporation. If your share of the proceeds exceeds your
basis in the stock, you’ll have a capital gain to report on Schedule D.

If the corporation sells its assets, the corporation may close its doors.

The assets could be sold to one person who intends to operate a
business similar to yours, but does not want your corporation. The
corporation return will reflect the sale of the assets. When the
corporation liquidates, your share of the cash will be reported on
Form 1099-DIV as a liquidating distribution. You'll use Form [099-
DIV to report the sale of your stock on Schedule D. Selling the assets

of the corporation could result in double taxation. The sale of the

assets is taxable to the corporation and the liquidating distribution is taxable to the shareholder.

If you are selling the corporation stock for a loss, you may qualify for special tax treatment. It's a good idea to review the tax

consequences of the sale with your tax advisor before making a move.




Business Provisions of the Economic Stimulus Act
of 2008 - An Incentive to Spend?

By: Sherry Rae, CPA, Senior Tax Specialist

Not only did the Economic Stimulus Act of 2008 provide an economic stimulus payment to qualifying taxpayers, the act also contained
two provisions to encourage capital purchases by business owners. In order for businesses to take advantage of these new provisions,

the business will have to purchase qualifying property in 2008.

Section 179 Expensing

One of the provisions is an increase in the Section 179 expensing of depreciable property. For 2008, the limit for expensing depreciable
property has been increased to $250,000 from the previous limitation of $128,000. The Act also increased the total amount of new
property the business may purchase before the phase out of Section 179 applies. If your business purchases more than $800,000 of
qualifying property in 2008, your allowable Section 179 Llimit will be phased out dollar for dollar for all amounts over $800,000. The
new law does not alter the Section 179 expensing for sport utility vehicles, which remains at $25,000. Qualifying property for Section

I79 expensing includes new and used equipment purchases.

Special Depreciation Allowance

Bonus Depreciation Rules allow the business owner to depreciate an additional 50% depreciation of the adjusted basis of property
acquired and placed in service in 2008. Note that for property to qualify for this special allowance, it must be new property with a
depreciable life of 20 years or less. Also, there is no Alternative Minimum Tax (AMT) penalty for taking this special allowance.

Example: If the business owner purchases qualifying 7-year property for $300,000, the owner (in the 25%) tax bracket could see ordinary

income tax savings of $69420, computed as follows:

Purchase price: $300,000

Section 179 deduction: $250,000 (up to $250,000 - basis is reduced to $50,000)

Bonus depreciation: $25,000 (50% of the remaining basis- basis is reduced to $25,000)
Regular MACRS depreciation: $2,678

Total deductions: $277678

Tax benefit @ 25%: $69420

These depreciation provisions can be great tax planning tools. As there are specific requirements that must be met and pitfalls to avoid,

it is always a good idea to speak with your tax advisor to make sure that your decisions will have the expected outcome.

FREE!
3-Year Tax Analysis!

Make sure your finances are in good health!

A certified AgStar tax specialist will review your tax
returns from the last three years to determine if there
are ways you can save money on your taxes. Give your
local AgStar office a call today to arrange your free, no

obligation analysis.



Reimbursing Your Employees for
Business Expenses

What method should you choose?

Attracting and keeping good employees is a goal in any business. One
way to make life easier for your employees is to have an easy-to-use
reimbursement plan. Travel, transportation, moving, and educational
expenses are common reimbursable expenses. As the employer,

you have the option to set up an accountable or nonaccountable
reimbursement plan. Under either plan, you can deduct many of the
business expenses paid to or for employees. However, the plan you

choose can make a big difference to your employees.

Qualified items that are reported under an accountable plan are not
included in the employee’s wages. Under this plan, you issue a check
to the employee, who accounts to you for the expenses and returns
the excess advance, if any. You take the deduction for the business

expense, but the expense never shows up on the employee’s W-2. For
a meal expense, the employee must provide you with the time, place,
and business purpose. You are allowed to give and deduct the meal
per diem amount given to the employee. If the meal per diem is within

the federal guidelines, no income is reported on the employee’s W-2,
even if he or she doesn’t spend the entire amount. Keep in mind that

you and your relatives are not allowed to use the per diem method.

Under a nonaccountable plan, you grant a certain amount of money
to the employee to cover business expenses. The employee’s W-2
income includes the expense money. You deduct the expense money
as wages paid to the employee. The employee can deduct the

allowable business expenses on his or her personal return, subject

to a limit. Tax wise, the accountable plan is generally easier and more

advantageous for the employee.

TaxTalk

Is provided as a service to AgStar clients. This information is based on reliable sources and checked for accuracy. However, you should

consult your tax advisor for application to your individual circumstances.
Please address correspondence to:

Dan Goettl, CPA

Principal Tax Specialist/Team Leader
AgStar Financial Services

PO. Box 4249

Mankato, MN 5600
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uick Tips

Beginning July I, 2008, the standard mileage rates

for the use of a car (including vans, pickups, or panel

trucks) are:

» 58.5 cents per mile for business miles driven;

e 27 cents per mile for all miles driven for medical
or moving purposes; and

* |4 cents per mile for all miles driven for

charitable purposes.

If your tax refund was too high or too low, adjust
your withholding so it doesn’t happen again next
year. You can file a revised Form W-4 with your
employer at any time to increase or decrease

the number of exemptions you claim. The more
exemptions you claim, the less tax your employer
withholds from your wages, resulting in a smaller
refund. Decreasing the number of exemptions

results in more withholding and a larger refund.

It doesn’t appear that a college education will get
cheaper any time soon. Look into establishing a
qualified tuition plan for your children. The earnings

in the account grow tax-free. As long as the funds

are spent on qualified education expenses, there are
no tax consequences. Plus, there may be an added
tax benefit at your state level.

Are you planning on making any substantial gifts?
Talk to your tax preparer first. Gifts with values
exceeding $12,000 must be reported to the IRS.

Not only will you save money at the pump if you
buy a hybrid vehicle, you may be eligible for a credit
on your income tax return.

If your child has earned income from a summer job,
you may want to consider opening an IRA for him or
her. There is no minimum age for contributing to an

IRA. The only requirement is that the person making
the contribution has earned income and has not

reached age 70'2.

First-time home buyers get a tax credit of up to
$7.500 for buying a main home after April 8, 2008
and before July 1, 2009.

Tax Referral Incentive: receive a gift certificate of up to $50!!

If you refer someone to AgStar Financial Services Tax Team and they have their tax return prepared by AgStar, you will receive a gift

certificate of up to $50.00!!! Call all your friends, neighbors, relatives, etc... it’s as simple as that.

AgStar Tax Referral

Tax Specialist Name:

Phone Number:

Person Who Introduced Us:

Address:

City, State, Zip:

Phone Number:
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[92] Premier Drive
PO. Box 4249
Mankato, MN 56002-4249

AgStar is an equal opportunity employer and provider.

Our Locations:

Baldwin Office
540 Baldwin Plaza Drive
PO Box 360

Baldwin, WI 54002
715-688-6300

Blue Earth Office
|700 Giant Drive

PO Box 220

Blue Earth, MN 56013-0220
507-526-7366

Glencoe Office
|710 East [0th Street
Glencoe, MN 55336
320-864-5595

Little Falls Office
[13 E Broadway

Little Falls MN 56345
320-632-3013

Mankato Office
[921 Premier Drive

PO Box 4249

Mankato MN 56002
507-387-4174

North Branch Office
38625 l4th Ave, Suite 100
North Branch, MN 55056
651-277-1300

ACES Call Center: 866-577-183l

Northfield Office
1260 W 5th St

PO Box 534

Northfield MN 55057
507-645-0552

Preston Office
25 St Paul St SW

PO Box 525

Preston MN 55965
507-765-5323

Rice Lake Office
2912 Pioneer Ave

PO Box 540

Rice Lake WI 54868
715-234-2114
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Rochester Office
3555 9th Street NW Ste 400
PO Box 7438

Rochester MN 55903
507-529-2000

Waite Park Office
806 3rd St S

PO Box 608

Waite Park MN 56387
320-251-8850

Worthington Office
[791 Diagonal Road

PO Box 579

Worthington MN 56187
507-376-7247
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