Thinking Taxes
by Dan Gordon

What do you need to do to prepare this
year’s taxes? And how can PMPs plan for
rising tax rates in the future?
As the saying goes, the only two certainties in life are
death and taxes. Both are unpleasant topics. However,
there are certain strategies to employ that can minimize
the effects of the latter. (You are on your own for the
former.) This article will explore what is needed to get
ready for 2011 filing as well as strategies that can be
employed in times of rising rates.
Careful planning and preparation will help you
minimize taxes. Stay calm and clear headed. Ask yourself
the following when it comes to taxes: Do you do the tax
sprint running around like a maniac at tax time or is your
tax planning and preparation run like a smooth marathon?
2011 TAXES. To help you keep your stress level to
a minimum, you need to know what deductions are
available and have the information and documentation
available to take advantage of those deductions.
First, you will need to have an accurate profit and
loss statement as well as an accurate balance sheet
for your business. All figures should be reconciled to
bank statements. Most expenses that are reasonable
and necessary to carry on your business are deductible.
Some expenses by definition (such as penalties) are not
deductible.
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In addition, business meals and entertainment
meetings are only deductible at 50 percent. For these
expenses you will need a business log that records the
expense, who attended these meetings and the business
purpose of these meetings. If you come under audit and
you don’t have these records, the deductions will be
disallowed.
Accurate recording of asset acquisitions, such as
vehicles and or bed bug heat equipment, will allow
you to maximize the depreciation deductions for these
purchases.
You should check with your CPA to determine if any
new assets added in 2011 are eligible for Section 179
deduction (you can literally expense 100 percent of the
purchase if the assets are eligible).
If you are a C Corp your net income will be taxed
at the corporate level using the corporate tax tables.
Any dividend payments to owners also will be taxed at
the individual level, thereby creating a double tax. It
should be noted that dividends are currently taxed at the
long-term capital gains rate for 2011 and 2012. During
2013, dividends are scheduled to be taxed at ordinary
rates. This can cost as much as an additional 24.6
percent.
If you are a sole proprietor, partnership, or LLC taxed
as a sole proprietorship or partnership, you will be taxed
at the individual level only. It should be noted that you
will be taxed on the profit without regard to whether you
distribute these profits or not.
(Continued next page, Taxes)
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For those who have a home office, you are entitled
to a home office deduction. This is an office in your
home that is used 100 percent for business — it cannot
be the kid’s computer room that you occasionally pay
bills from. It must be a space that is dedicated to
carrying on business activities.
If you have a home office, you are entitled to
deduct the following:
• A portion of property taxes, mortgage interest or
rent
• A portion of homeowners’ insurance, utilities,
repairs and maintenance
• A portion of Internet service in your home
• Other expenses, including in some instances,
depreciation on your home.
(Consult your CPA to determine what deductions
make sense here.)
If you can afford it, you should also think about
contributing the maximum to a company 401K, or other
pension arrangement.
TAXES ARE RISING. Now that we have done
everything we can to minimize 2011 taxes, what
does the future hold? Higher taxes? There is a good
possibility.
Conventional wisdom tells us to defer both death
and taxes as long as possible. But over the past
couple of decades, the individual tax rate has trended
downward.
Deferring taxes in an environment where rates are
either remaining constant or falling makes sense. In
that situation, you would hold on to your money longer,
capitalizing on the time value of the money.
And if rates are falling, that deferral lets you
take advantage of the lower rate when you actually
recognize the income for tax purposes.
Thanks to the ever widening federal budget deficit
and the current attitude of many in Washington, this
lower tax party is almost over and the tax times will
be changing. When the tax increases actually will be
implemented is still a matter of speculation, but based
on all available information, it’s not if, but when taxes
will rise.
So is conventional wisdom relevant when taxes are
rising? The answer is no. Deferring taxes is not a good
strategy in periods of rising rates.
Let’s look at an example: Assume you are able to
make a profit of $100 on a job that you have a choice
to do in 2012 or 2013. Let’s also assume that you are in
a 25 percent tax bracket. The current tax rates known
as the “Bush era tax cut rates” are set to expire at the
end of 2012. If nothing is done in Washington, this 25
percent rate will increase to 28 percent in 2013 (there is
talk to raise the rates even further but let’s use the 28
percent). That would mean that you will pay an
(Continued on back page, Taxes)
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(Continued from Page 7, Taxes)
additional $3 in taxes in 2013. So here it would make sense
to do that job in 2012 and not defer it until 2013.
It sounds crazy in an environment where the economy
is so fragile to raise rates, but in order for the government
to pay for the “sins” of the past, tax increases are probably
coming. It should be noted that the top marginal rate
if these rates return to the pre-Bush era tables is 39.6
percent. In 1980 the top marginal rate was 70 percent.
So, while rates are going higher, historically, they were
much hire 30 or so years ago. However, 30 years ago was
another time of extreme economic challenges.
So what do we do? Tax planning is really a business
decision and there are two factors to consider. First, do we
want to minimize our taxes? And second, if minimizing our
taxes means paying taxes sooner rather than later do we
have the funds to pay the taxes currently?
TAX TIPS. Here are a few tax planning ideas that are
relevant in a rising tax environment:
Realizing capital gains. Taxpayers who have
appreciated property and are looking to sell that property
will be taxed a maximum of 15 percent federally. That rate
is expected to rise to 20 percent at the end of 2012 (that
is the thinking at this writing, there is no guarantee that
the government won’t change this during 2012). By selling
the asset and recognizing the gain prior to the expected
increase you will pay less capital gains tax while rates are
still low.
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Choosing not to defer income. If you are planning
a large bird job or some other large service, those who
are expecting the tax rates to rise would be better off
performing that job sooner rather than later. If you are a
cash basis taxpayer, you will need to be paid prior to the
rate increase date.
Deferring expenses. Where a PCO has the option of
deferring an expense into the period where tax rates are
rising, he should consider this. Deferring expenses have
the exact opposite effect as deferring income.
That means if those expenses are taken when tax rates
are higher you will shield more of your income from taxes.
Winter is usually when we start to think about taxes.
This year we not only have to think about pulling our
information together to prepare 2011 taxes, but we also
need to consider the future tax increase environment that
seems inevitable. It’s important that you have a competent
CPA on your side who understands the issues and most
importantly one who understands the pest control industry.
The author is a CPA in New Jersey and owns
an accounting firm that caters to PCOs. Visit www.
pcobookkeepers.com to learn about his firm. E-mail him at
dgordon@giemedia.com.
Conventional wisdom tells us to defer both death
and taxes as long as possible. So is conventional wisdom
relevant when taxes are rising? The answer is no.
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