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June, 2010
Dear Client and Friends:

On March 18, 2010, President Obama signed into law the year’s first major tax legislation-the Hiring
Incentives to Restore Employment Act(HIRE Act). The new law is intended to stimulate
employment, employee retention and capital investment. Under the HIRE Act, a qualified employer’s
6.2 percent share of OASDI Social Security tax liability is forgiven for new hires, and a general
business credit is allowed for each retained worker that satisfies a minimum employment period.

Payroll Tax Forgiveness for Hiring Unemployed Workers. The HIRE Act provides relief from the
employer share of OASDI(social security) taxes on wages paid by a qualified employer with respect
to certain covered employment. Covered employment is limited to service performed by a qualified
individual in a trade or business of a qualified employer, or in the firtherance of the activities related
to the purpose or function constituting the basis of the employer’s exemption under Code Sec. 501.
This provision applies to wages paid beginning March 19, 2010 and ending on December 31, 2010.

A qualified employer is an employer other than the United States, any State, any local government, or
any instrumentality thereof. A qualified employer may include a public higher education institution.
A qualified individual is any individual who:

1. begins work for a qualified employer after February 3, 2010, and before January 1, 2011;

2. certifies by signed affidavit New form W-11(under penalties of perjury) that he or she was

employed for a total of 40 hours or less during the 60-day period ending on the date such
employment begins,

3. is not employed to replace another employee of the employer unless such employee separated
from employment voluntarily or for cause; and

4. is not a related party.

A qualified employee need not be someone collecting unemployment compensation or who has lost a
job. It could, for example, be a student hired upon graduation provided they have not worked more
than 40 hours in the 60 days prior to the start of employment.

The maximum exemption is $6,621.60 per qualified employee. This limit would only be reached if
the qualified employee is paid at least the 2010 OASDI wage limit of $106,800 during the applicable
pay period.

The exemption applies to both full-time and part-time employees.

Employers who qualify for the OASDI forgiveness in the first quarter of 2010 will receive the benefit
through a credit toward general second quarter 2010 QASDI liability on Form 941; they can't simply
stop paying the 6.2 percent OASDI tax immediately on wages paid to new hires. After the first
quarter, however, the employer does not pay the 6.2 percent tax as wages are paid.

Claiming the OASDI tax exemption causes the wages paid to the worker curing his first year to not be
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usable in computing the Work Opportunity Tax Credit. If the employer prefers to claim the WOTC, it
should elect not to claim the OASDI tax exemption. The JCT explanation of HIRE implies that the
election can be made per qualified employee. Thus, employers who hire workers eligible for both the
WOTC and the OASDI tax exemption, must determine which provision is more beneficial.

While the verification that a new worker is a “qualified employee” falls upon the worker, employers
would be wise to ask basic questions to be sure an employee is not improperly providing an affidavit.
HIRE provides no penalty for individuals who provide a false affidavit yet it appears that the cmployer
would lose the exemption if the worker is not qualified.
A qualified employer may not receive the work opportunity tax credit on wages paid to an individual
during the one-year period beginning on the hire date for the same wages used to qualify for the
forgiveness of payroll tax. However, an employer may elect to not have payroll tax forgiveness apply.
Business Credit for Retention of Certain Newly Hired Individuals. In addition under the HIRE
Act, an employer may claim a general business income tax credit equal to the lesser of $1,000 or 6.2
percent of salary for each retained worker that satisfies a minimum employment period. Generally, a
retained worker is an individual who is a qualified individual as defined for purposes of the provision
for payroll tax forgiveness. However, the credit is available only with respect to such individual, if the
individual:

L. is employed by the employer on any date during the tax year;,

2. continues to be employed by the employer for a period of not less than 52 consecutive weeks;
and

3. receives wages for such employment during the last 26 weeks of such period that are at least
80-percent of such wages during the first 26 weeks of such period.

Therefore, an employer will qualify for the full $1,000 credit for cach new hire with a salary over the
52 week retention period of at least $16,129. An employer that hires some part-time new employecs,
in addition to full-time employees, is entitled to the full $1,000 credit, if, of course, the part-time or
full-time employee decides to stay for 52 weeks.

Because payroll taxes are deductible as an ordinary and necessary business expense, employers may
have a correspondingly smaller business expense deduction on their 2010 tax returns. By combining
the benefit of the business credit for new hires with the forgiveness incentive, employers in the 35%
tax brackets will realize a net tax benefit of just over four percent of wages paid to qualified new
employees, up to the $106,800 social security maximum wage base. Therefore, for the maximum
$6,621.60 tax forgiveness for a new hire, a net benefit of approximately $4,304 would be realized.

If you have any questions regarding the hiring incentives under the HIRE Act, please call our office at
your earliest convenience.

Sincerely yours,

Dyl &N

William E. Hesch
Certified Public Accountant
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orm fo Claim Payroll Tax Exemption for Hirng New Workers

Form to Clsim Payrolt Tax Exemption for Hiring New Workars How Aveilablz

[R-2010-54, May 18, 2040

WASHINGTON — The internal Revanus Ssrvice hzs issued th newly ravised payrcl tex form that most aligible
emaloyers can usz to tiaim (& spacial payreli tax axamptian that aspilzs b many new wekers hired during 2010,

Dzsigned l¢ encourage employars o hirs and retais
retenticn credit wers erssted by ths Hiring inzer
on March 18,

Empicyers whe hire unamployed wotkers this year (afier Feb. 3, 2019, and before Jan. 1. 2071} may qualify for28.2-
cercent payroli tax incentive, in effect exempting them fom the employers shase of Soclal Securily fax on wages paid
‘e these workers after March 18, This recluction will have na effect on the employea’s fture Social Securify bensdls.
The empioyes’s 8.2 percent share of Secial Sacurity tax and the empleyer end employee’s shares of Madicara tex sill
apply te aftwages.

In addition, far each gualified employes retained for at leasl 2 ysar whose wages Gid not significantly decreass in the
sacond half of the year, businesses may claim a new hire retention credit of up ta §1,000 per worker on their incame
12x reium Further delails on boliy the tax sredit and the payroll tax exemption can be found it a recentiy-expanded list

of answers bo fraouetly-asked auastions about the new law naw.

Honw to Claim the Payrell Tax Exemption

Form §44, Employer's QUARTERLY Federal Tax Retum, revised for use beginning wilh the sasend calendar quarer
of 2010, will be filad by mast employers claiming the payroil tax exemption for wagss paid to qualified employeas. Tha
HIRE Act does nat allow emnplayers ta claim the exemption for wages paid in the frst quantar but provides for a credit
ir the second quarter. The instructions for the new Farm 941 explain how lhis credit for wages paid from March 13
through March 21 can be claimed on lhe second quarter retum.

The HIRE Act raguires that employers gt a signed statemeant from each eligible new hire, certifying under penalties of
oarfury, hat he or she was not employed for mare than 40 hours dusing the 50 ddys befere keginning employment with
that employer. Emplovers can use new Fom W-11, Hiring Incentivas to Resiore Employment (HIRE) Act Emplovae
Affidacil, raleased tast month, to mast this requirement. Though emplayers need tis cantfication to claim both the
payrolttax exemptioa and e new hire refention cradi, thay do not file these statements with the 1RS. Instead, they
must retain them along with other payrol} and incoma tax recards.

Thesa two tax benefils are espacially helpful to emplayars who are adding posttions o their payrolls, New hires filing
existing pasitions alse qualify 2s long as they are replacing workers who lef volunarily or who veere ferminated for
cause and otherwise are qualified employess. Family mambers and athar relatives da not quelify for either of these tax

banefits,

Businesses, agricuffurat empioyers, tax-exempl orgenizations, tribal governments and public.colleges and universities
all qualify to cizim the payroll tax examation for eligivle newly-hired smployees. Househoid employers and federal,
state and local govemnment employers, other than public collages and Universities, are not aligibke,
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Dapartment of the Treesury
Intaraal Revenue Sawvice

ng Incentives to Restore Employiment (HIRE) Act
Employee Affidavit

b Do not send this form 1o tha IRS, Keep this form tor your records.

To be oohp!eted by new employee. Affidavit is not valid unless emploves signs it

i certify that | have been unemployed or hava not worked for anyene for more than 40 hours during
date | began employment with this employer.

Your name

Social security numbsr b

First date of employment /

/ Name of employer

th

80-Cay perfed ending on the

Under penalties of parjury,
and complete.

Employes's signature -

f declare that | have examinad this affidavit and, to the best of my knowledge and balief, it is trus, correct,

Daie » / /

Instructions to the
Emplover

Section refsrences are to the Internal
Revenue Code.

‘Purpase of Form

Use Form W-11 to confirm that an
employee is a qualified employee under
the HIRE Act. You can use anather
similar statement if it contains the
information above and the employee
signs it under penalties of patjury.

Only employees who meet all the
requirements of a qualified employee
may complete this affidavit or similar
staternent. You cannot claim the HIRE
Act benefits, including the payroll tax
exemption or the new hire retention
credit, unless the employes completes
and signs this affidavit or similar
staternent under penalties of perury and
is otherwise a quatified employee.

A "qualified employee® is an smployee
whao:
* begins employment with you after
February 3, 2010, and before January 1,
2011;
* certifies by signed affidavit, or similar
statement under penaities of perjury, that
fie or she has not been employad for
more than 40 hours during the 60-day
period ending on the date the employee
begins employment with you;
= is not employad by vou to replaca
ancther employee unless the other
employee separated from emplayment
volunidrily or for cause {ncluding
downsizing); and
* is not refated to you. An employes is
related to you if he' or she is your child or
a descendent of your child,

your sibling or stepsibling, your parent or
an ancestor of your parent, your
stepparent, your niace or nephiew, your
aunt or uncle, or your in-law. An
smployee also is related to you if he or
she is related to anyone who owns more
than 50% of your outstanding stock or
capital and profits inferest or is your
dependent or a dependent of anyons
who owns more than 50% of vour
oufstanding stock or capital and profits
interest.

If your are an estate or trust, see
section SH{H(1) and secticn 152(d}2) for
more details.

e Do not send this form fo the IRS.
Heep it with your other payroll
and income tax recerds.

Cat. No. 10744F

Form W-11 {4-2031




