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INTRODUCTION 
 

As Certified Public Accountants and consultants, we are frequently asked questions about how 
to form a business and how to efficiently and profitably operate an enterprise. To help answer 
the questions most often asked, Wegner CPAs has developed this guide. We hope you find it 
useful as a reference manual in developing your business, be it a new or existing enterprise. 

 
 
 

DISCLAIMER 
 

The information and suggestions in this New Business Essentials Guide, presented by Wegner 
CPAs, are subject to constant, and sometimes substantial change and, therefore, should serve 
only as a foundation for further investigation and study. All information, procedures, and forms 
contained in this manual should be carefully reviewed and should serve only as a guide for use 
in specific situations.  

 
 
 

ASSISTANCE AVAILABLE 
 

Wegner CPAs began back in 1949. Today, we continue to help businesses succeed through 
detailed service and practical solutions. We are happy to answer questions you may have 
regarding any of the information included in this publication, or any other topic you are 
interested in. Please don’t hesitate to give us a call. 
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REQUIREMENTS OF A SUCCESSFUL ENTERPRISE 
 
Thousands of small businesses open their doors every year - only a few survive, grow and 
evolve into successful enterprises. When owners of thriving businesses are questioned, the 
following reasons for their success become evident: 
 
A. Written business plan – a business plan is instrumental in helping you define how you’re 

going to run your business by answering the following questions:  

 What (specifically) is your business? 

 How will you finance it? 

 How much will it earn or lose? 
 

You should include: 

 Strengths and weaknesses 

 Marked and competition 

 Long-term goals and short-term goals 
 
B. Sufficient funds - have capital, particularly in early growth years.  Funding sources include: 

personal investments, bank financing (short-term and long-term goals), and investors. 
 
C. Good location – consider demographics, parking, traffic patterns, and nearby competition. 
 
D. Reasonable rent - determine what your business can afford as well as space needs and 

location.  Business incubators are a great option for some business types. 
 
E. The right staffing - decide the appropriate levels of experience and personality type needed 

within your staff.  
 
F. Bookkeeping - maintain adequate records (vital in all areas), from cash receipts to payroll. 
 
G. Attention to regulations - consider permits from health, fire, and police departments, as well 

as licensing requirements.  Be aware of environmental, health and safety, regulations on 
both the local and national levels. 

 
H. Insurance - fire and burglary and liability insurance are necessary.  Workers compensation 

insurance is mandatory if you have employees. Consider other risk areas that may be 
unique to your business.  

 
I. Adequate promotion – invest in consistent, targeted marketing, advertising, and publicity.  

Develop a formal marketing plan. 
 
J. Trusted management - the owner or top executive must direct and control the operation. 

Trusted managers must be in place to run the business and help carry out the company 
mission.   

 
Small business entrepreneurs often worry about the evolution of their business – in what stage 
of development are they currently operating, what are the critical problems of that stage, and in 
what areas will they need assistance.  The following chart may be helpful to the small 
businessperson as he or she strives to build a successful enterprise. As you review this chart, 
keep in mind the elements of success listed above, because they apply to all stages of the 
evolution of a business.  
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EVOLUTION OF A BUSINESS 
 
    Pre-Start Up Stage 
Key Characteristics Developing the business concept.  Deciding to “do it”. 
Critical Problems Developing the concept.  Marshalling the resources.  Deciding to     
                                    “do it”. 
Areas of Assistance Assisting with the business plan.  Obtaining financing.   
 
 
    Existence Stage 
Key Characteristics Striving to gain enough customers, or to produce enough quality 

products, to be a viable business. 
Critical Problems Producing the product or selling the service. Cash flow.  
Areas of Assistance Cash control.  “Rent a controller”. 
 
 
    Survival Stage 
Key Characteristics Making less than “economic returns” on the labor and capital  
                                   employed in the business.  Marginal cash flow. 
Critical Problems Cash flow.  Making a profit.  Evaluating the market niche. 
Areas of Assistance Cash control.  “Rent a controller”.  Marketing studies. 
 
 
    Success Stage 
Key Characteristics At a juncture of remaining comfortably profitable (and perhaps  
    deploying time and resources elsewhere) or marshalling the  
                                   financial resources to grow. 
Critical Problems Constructive disengagement.  Absentee management.  Tax  
                                    minimization. Investments. 
Areas of Assistance Reporting systems.  Control systems.  Tax & personal financial  
                                   planning. 
 
 
    Take Off Stage 
Key Characteristics Expanding the company’s geographic coverage, its product lines  
                                   or both. Delegating and installing management controls and  
                                   accountability.  May or may not be public. 
Critical Problems Delegation.  Hiring good people.  Cash for growth.  Management  
    control.  Strategic management.  Strategies for growth. 
Areas of Assistance Management information systems.  Management control systems.   
    Strategic planning.  Mergers-acquisitions.  Initial public offerings. 
 
 
    Resource Mature Stage 
Key Characteristics A large corporation with all the typical resources and problems.  

Usually a public corporation. 
Critical Problems Keeping the company customer-oriented.  Ensuring that the  
                                   company is innovative rather than ossifying. 
Areas of Assistance Taxes.  Systems.  Initial public offerings.  Mergers-acquisitions.
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FORM OF ORGANIZATION COMPARISON  
 
 

Once you have decided to start a business, you must decide what type of business entity to 
use. There are legal and tax considerations that will enter into this decision. Normally, a 
business is conducted in the form of a sole proprietorship, a partnership, a C corporation, an S 
corporation, or an LLC. The following table illustrates the differences in operating a business 
under each entity. 
 
 
 

                
Attribute  S Corporation  C Corporation  Proprietorship  Partnership  LLC1 

           
Continuity of life  Indefinite  Indefinite  Ceases on death 

of proprietor 
 Generally no  Generally no 

           

Transferability of 
interests 

 Generally freely 
transferable; can 
be restricted 
through buy/sell 
agreements 

 Generally freely 
transferable; Can 
be restricted 
through buy/sell 
agreements 

 Freely 
transferable 

 Generally subject to 
partners’ approval 

 Generally subject 
to members 
approval 

           

Management  Centralized; 
Board of 
Directors; 
Corporate officers 

 Centralized; Board 
of Directors; 
Corporate officers 

 Centralized  General partnership: 
not centralized; 
Limited partnership: 
generally centralized 

 Can be either 
centralized or not 
centralized 

           
Liability of 
owners 

 Generally limited 
to assets in 
corporation 

 Generally limited to 
assets in 
corporation 

 Unlimited  General partnership: 
unlimited; Limited 
partnership: general 
partner unlimited, 
limited partner 
limited to investment 
in partnership 

 Limited 

           
Contribution of 
property 

 Nontaxable only 
if transaction 
meets IRC Sec. 
351 
requirements 

 Nontaxable only if 
transaction meets 
IRC Sec. 351 
requirements 

 Nontaxable 
transaction 

 Generally a non-
taxable transaction; 
Assumption of 
liabilities by 
partnership may 
trigger gain 
recognition 

 Generally a non-
taxable 
transaction; 
Assumption of 
liabilities by LLC 
may trigger gain 
recognition 

           
Taxability of 
income 

 Generally 
taxable to 
shareholder 

 Taxable to 
corporation 

 Taxable to 
proprietor 

 Taxable to partner  Taxable to 
member 

           

Deductibility of 
losses 

 Generally 
deductible by 
shareholder; 
Liabilities do not 
increase basis 
for deducting 
losses except 
for direct loans 
from 
shareholder 

 Deductible by 
corporation 

 Deductible by 
proprietor 

 Generally deductible 
by partner to extent 
of basis; Liabilities 
may increase basis 
for deducting losses 

 Generally 
deductible by 
member to extent 
of basis; 
Liabilities may 
increase basis for 
deducting losses 

           

Special 
allocation of 
income/loss 

 Not permitted  Not applicable  Not permitted  Permitted as long as 
there is substantial 
economic effect 

 Permitted as long as 
there is substantial 
economic effect 

           
 
 

               
Attribute  S Corporation  C Corporation  Proprietorship  Partnership  

LLC1 

           

                                            
1 Assumes the LLC is treated as a partnership for tax purposes and not as an association taxable as a corporation. 
1 Assumes the LLC is treated as a partnership for tax purposes and not as an association taxable as a corporation. 
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Passive losses  May not offset 
active or portfolio 
income (limits 
apply at 
shareholder level) 

 May offset active 
income but not 
portfolio income of 
closely held 
corporation; May not 
offset active or 
portfolio income of 
personal service 
corporation 

 May not offset 
active or portfolio 
income 

 Cannot offset active or 
portfolio income (limits 
apply at partner level) 

 Cannot offset active or 
portfolio income (limits 
apply at member level); 
Unclear if members 
treated as limited 
partners 

           
Tax year  Generally must use 

calendar year or 
make Sec. 444 
election 

 May select any fiscal 
year if not a personal 
service corporation 

 Must use tax year 
of proprietor 

 Generally must use 
fiscal year of majority 
interest partners or 
make Sec. 444 
election 

 Generally must use 
fiscal year of majority 
interest partners or 
make Section 444 
election 

Qualified 
retirement plans 
for employee-
owner 

 Payments are 
deductible if plan is 
non- discriminatory 

 Payments are 
deductible if plan is 
non- discriminatory 

 Payments to a 
Keogh Plan or 
SEP are 
deductible 

 Payments to a Keogh 
Plan or SEP are 
deductible 

 Payments to a Keogh 
Plan or SEP are 
deductible 

           

Life insurance for 
employee-owner 

 Statute unclear; 
Assume deductible 
as compensation 

 Premiums for first 
$50,000 group-term 
life are deductible 
and not taxable to 
employee 

 Premiums are not 
deductible 

 Premiums are not 
deductible 

 Premiums are not 
deductible 

           

Health care for 
employee-owner 

 Deductible by 
corporation as 
compensation; 
deductible by 
more-than-2% 
shareholder 
without regard to 
7.5% floor, up to 
amount of wages 
paid to shareholder 

 Payments are 
deductible 

 deductible without 
regard to 7.5% 
floor, up to net 
self-employment 
earnings 

 Typically deductible by 
partnership as 
guaranteed payment; 
Reported as income 
by partners, deductible 
by partner without 
regard to 7.5% floor, 
up to net self-
employment earnings 
from partnership 

 Typically deductible by 
partnership as 
guaranteed payment; 
Reported as income by 
partners, deductible by 
partner without regard to 
7.5% floor, up to net 
self-employment 
earnings from 
partnership 

           
Distribution to 
owner 

 Nontaxable to 
extent of basis in 
stock; Distribution 
of appreciated 
property results in 
gain recognition at 
corporate level 

 Not deductible by 
corporation; Taxable 
dividend to 
shareholder; 
distribution of 
appreciated property 
results in gain 
recognition by 
corporation 
 

 Nontaxable  Nontaxable to extent 
of basis in partnership; 
Disproportionate 
distribution of Section 
751 assets may trigger 
gain 

 Nontaxable to extent of 
basis in partnership; 
Disproportionate 
distribution of Section 
751 assets may trigger 
gain 

Gain on sale of 
interest 
 

 Capital (and/or 
ordinary) 

 Capital (unless 
collapsible 
corporation rules 
apply); Up to 50% of 
gain from qualified 
small business stock 
may be excluded 

 Capital and/or 
ordinary 

  
Capital (and/or 
ordinary) 

  
Capital (and/or ordinary) 

Loss on sale of 
interest 

 Ordinary to extent 
of Section 1244 
stock; Otherwise, 
loss is capital 

 Ordinary to extent of 
Section 1244 stock; 
Otherwise, loss is 
capital 

 Capital and/or 
ordinary 

 Generally capital   Capital 
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Attribute  S Corporation  C Corporation  Proprietorship  Partnership  

LLC1 

           

Liquidating 
distribution 

 At corporate level 
treated as sale of 
property; Gain 
passes through 
and increases 
shareholder basis; 
Could trigger built-
in gains tax 

 At corporation level 
treated as sale of 
property; Gain to 
shareholder if FMV 
exceeds stock basis 

 Nontaxable  Generally, nontaxable; 
Cash distribution in 
excess of basis will 
trigger gain; 
Disproportionate 
distribution of Section 
751 assets may trigger 
gain 

 Generally, 
nontaxable; Cash 
distribution in 
excess of basis will 
trigger gain; 
Disproportionate 
distribution of 
Section 751 assets 
may trigger gain 

           
Accumulation of 
earnings 

 No restrictions  Corporation could be 
subject to 
accumulated 
earnings tax on 
unreasonable 
accumulation 

 No restrictions  No restrictions  No restrictions 

           

Maximum tax rate  Generally taxed at 
individual 
shareholder level; 
If corporate-level 
tax applies, it will 
generally be at 
21% rate 

 21% flat rate  Taxed at individual 
tax rates.  In 
addition, net self-
employment 
earnings are subject 
to SE tax at 15.3% 

 Taxes at individual 
partner level 

 Taxed at individual 
member level 

           

Use of tax credits  Passed through to 
shareholders to be 
applied against 
their tax 

 Used to offset 
corporate tax 

 Used to offset tax of 
the individual 

 Passed through to 
partners to be applied 
against their tax 

 Passed through to 
members to be 
applied against 
their tax 

           

Use of NOLs  Passed through to 
shareholder; Limits 
apply at 
shareholder level 

 Used to offset 
corporate income 
subject to certain 
limits 

 Used to offset 
individual’s income 
subject to certain 
limits 

 Passed through to 
partner; Limits apply at 
partner level 

 Passed through to 
members; Limits 
apply at member 
level 

           

At-risk rules  Limits apply at 
shareholder level 

 Only applicable to 
certain closely held 
corporations 

 Limits apply at 
proprietor level 

 Limits apply at partner 
level 

 Limits apply at 
member level 

           

Charitable 
contributions 

 Passed through to 
shareholder; Limits 
apply at 
shareholder level 

 Deductible by 
corporation subject 
to certain percentage 
limits 

 Deductible by 
individual subject to 
certain percentage 
limits 

 Passed through to 
partner; Limits apply at 
partner level 

 Passed through to 
member; Limits 
apply at member 
level 

           
Self-employment 
income to owners 

 No  No  Yes  Yes, general partners; 
No, limited partners 

 Yes, active 
members 
No, non-active 
members 

           

Accounting 
method 

 Restricted  Restricted  Restricted  Restricted  Restricted 

           

Classes of 
stock/ownership 
interests 

 Restricted  Unrestricted  N/A  Unrestricted  Unrestricted 

           
No. of investors  Limited to 100  Unlimited   N/A  Unlimited  Unlimited2 

Eligible investors  Restricted  Unrestricted  N/A  Unrestricted  Unrestricted      

           

 

 

 

 
 
 
 

                                            
*Treated not as a sale of the ownership interest, but instead as the sale of the underlying assets of the entity. 

1  Assumes the LLC is treated as a partnership for tax purposes and not as an association taxable as a corporation. 
2 Reg. 301.7701-3(b)(1)(ii) disregard single-member LLC as a separate entity. 

*Members of the same family (up to 6 generations) may be counted as one shareholder. 
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BOOKS AND RECORD KEEPING 
 
You must keep records to determine your profit (or loss) and to correctly figure your taxes. Your records 
must be permanent, accurate, complete, and must clearly establish your income, deductions, credits, and 
employee information. The law does not require you to keep your records in any particular way except for 
certain regulated industries.  But if you have more than one business, you should keep a complete and 
separate set of books and records for each business. 
 
NOTE: Records which are written at or near the time expenses are incurred will be more credible than 
oral statements or written records reconstructed much later. 
 

 
Setting Up Your Records 
 

When starting a business, you should set up a system of record keeping that is suitable for your 
business.  You should keep in mind the taxes you will have to pay and when you will have to pay 
them. 

 
Choose an accounting method and a tax year.  You should set up your books using an accounting 
method that clearly shows your income for the accounting period that is your tax year.  

 
Choose a bookkeeping system. You must decide whether to use a single-entry or double- entry 
bookkeeping system.  The single-entry system of bookkeeping is the simplest to maintain, but it may 
not be good for everyone.  You may find the double-entry system is better because it has built-in 
checks and balances to assure accuracy and control. 

 
Single-entry bookkeeping is a system that is based on the income statement and not on the balance 
sheet. It can be a simple system and very practical if you are starting out in a small business. For tax 
purposes, the system records the flow of income and expenses through the use of a daily summary of 
cash receipts, a monthly summary of those receipts, and a monthly summary of disbursements.   

 
Double-entry bookkeeping uses journals and ledgers. Transactions are first entered in a journal and 
then summary totals of the transactions (usually monthly) are entered in ledger accounts. Ledger 
accounts are of five types: income, expense, asset, liability, and net worth.  Income and expense 
accounts are closed at the end of the annual accounting period. Asset, liability, and net worth 
accounts are kept on a permanent basis. 
 
The double-entry system is self-balancing. Every journal entry is made up of both debits and credits. 
The sum of the debits must equal the sum of the credits in each journal entry. Thus, after the journal 
entries are entered in the ledger accounts, the total debits equal the total credits and the accounts are 
in balance. 
 
At the end of each accounting period, financial statements may be prepared. These statements are 
generally the income statement and the balance sheet. The income statement reflects the current 
operations for the year. The balance sheet shows the financial position of the business in terms of 
assets, liabilities, and net worth at an exact point in time. 
 
You should consider a computerized bookkeeping software to assist you with your record keeping.  
There are software programs on the market that can do single-entry accounting as well as double-
entry.  Accounting software makes it easier to maintain journals and supporting journals.  The 
software reduces the amount of errors and makes it easier to produce financial statements and to 
complete your tax return at the end of the year. 
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CHART OF ACCOUNTS.  Each enterprise has unique accounts based on the specific nature of the 
business.  An extensive sample chart of accounts can be found in the Appendix, which will help you 
select the accounts that best meet your needs. 

 

 

RECOMMENDATION 
QuickBooks® and Sage50 are two affordable and widely used 
accounting software products currently on the market that meet the 
needs of most small businesses. 

 

 

Record Keeping 
 

Maintain a separate bank account for business receipts and disbursements.  All receipts, including 
cash received should be deposited in your account and you should also make all disbursements by 
check, if possible.  In this way, both business income and business expenses will be well 
documented. 

 
Write checks payable to yourself only when making withdrawals of income from your business for 
your own use. Avoid writing business checks payable to cash. This will help you to know which 
disbursements are for business and which are for personal reasons. 

 
Establish a petty cash fund for small expenses. All business expenses paid by cash should be 
supported by documents showing their business purpose. 
 
If you must write a check payable to cash (or to yourself) to pay a business expense, include the 
receipt for the cash payment in your records. If a receipt is not available, write a statement in your 
records to explain the payment. 
 
SUPPORT YOUR ENTRIES.  Cancelled checks, paid bills, duplicate deposit slips, and other items 
that support entries in your books should be filed in an orderly manner and stored in a safe place. 
Memorandums or sketchy records that approximate income, deductions, or other items affecting your 
tax liability are not considered adequate. 

 
CLASSIFY YOUR ACCOUNTS.  Divide your accounts into five groups: income, expenses, assets, 
liabilities, and equity (net worth). For your assets, you should record the date of acquisition, cost or 
other original basis, depreciation, depletion, and anything else affecting their basis.   
 
ELECT A BASIS OF ACCOUNTING.  Many start-up businesses use the cash method of accounting, 
whereby income is recognized when cash is received from customers, and expenses are recognized 
when cash is paid.  As businesses grow, many of them elect to use the accrual basis of accounting, 
whereby income is recognized when earned, and expenses are recognized when incurred. The 
accrual basis of accounting generally presents a more accurate picture of the organization’s results of 
operations. 
 
RETAIN RECORDS.  You must keep the books and records of your business available at all times for 
inspection by the Internal Revenue Service (IRS). The records must be kept as long as they may be 
needed in the administration of any Internal Revenue law. 

 
Keep records that support items on a tax return until the statute of limitations for that return runs out.  
Usually, the statute of limitations for an income tax return ends four years after the return is due or 
filed or four years from the date the tax was paid, whichever occurs later. However, you should keep 
some records indefinitely. For example, if you adopt the LIFO method of inventory accounting or 
change your accounting method, records supporting these decisions may be needed for an indefinite 
time. 
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Keep records that verify your basis in property for as long as they are needed to figure the basis of 
the original or replacement property. 

 
SAVE COPIES OF YOUR TAX RETURNS.  They will help you in preparing your future tax returns 
and in making computations if you later file a claim for refund. They may also be helpful to the 
executor of your estate or the IRS if your original return is not available. 

 
COMPUTERIZED SYSTEMS.  If you keep your records in a computerized system, you must be able 
to produce, from that system, legible records that will provide proof of your tax liability. 
 
In addition, you must retain all machine-sensible records along with a complete description of the 
computerized portion of your accounting system. This documentation must be sufficiently detailed 
that it can show the applications performed, the procedures used in each application, and the controls 
employed to insure accurate and reliable processing. These records must be retained for as long as 
there may be material in the administration of any Internal Revenue law. 

 
 

Effective Records 
 

Good records are needed for good management. Here are some ways in which they may help: 
 
IDENTIFY SOURCE OF RECEIPT.  The money or property you receive can come from many 
sources. Your records can identify the source of your receipts so you can prove if they are from non-
business sources or if they are not taxable. 
 
KEEP TRACK OF DEDUCTIBLE EXPENSES.  Expenses may be forgotten when you prepare your 
tax return unless you record them when they occur. 

 
FIGURE DEPRECIATION DEDUCTION.  You should record the assets you can depreciate in a 
permanent record. Without a record of the cost and other information on your assets, you cannot 
figure your depreciation deductions. If the assets are sold, become fully depreciated, or have capital 
improvements made to them, only a permanent record will show how much of their cost you have not 
recovered. 
 
FIGURE YOUR EARNINGS FOR SELF-EMPLOYMENT TAX PURPOSES. The self-employment tax 
is part of the system for providing social security coverage for people who work for themselves. Your 
social security benefits when you retire, are disabled, or that your family can receive when you die 
depend on how much you earn. Your records should show how much of your earnings are subject to 
self-employment tax. 

 
SUPPORT ITEMS REPORTED ON YOUR TAX RETURNS.  If any of your tax returns are examined 
by the IRS, you may be asked to explain the items reported. A complete set of records will speed up 
the examination. Adequate and complete records are always supported by sales slips, invoices, 
receipts, bank deposit slips, cancelled checks, and other documents. 

  

 
Tax Identification Number 

 
You can use your social security number as your taxpayer identification number if you decide to 
operate your business as a sole proprietor.  You must put this number on each of your individual 
income tax forms, such as Form 1040 and its schedules.  
 
However, every partnership, LLC, (except single-member disregarded entities) corporation (including 
S corporations), trust (except those trusts where the income is taxed entirely to the grantor), or estate 
must have an employer identification number (EIN) to use as its taxpayer identification number. Sole 
proprietors must also have EIN’s, if they: 
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1. Pay wages to one or more employees, or 

 
 2. Must file any excise tax returns, including those for alcohol, tobacco, or firearms. 
 

If you are required to have an EIN, include it along with your social security number on your individual 
income tax form Schedule C (Form 1040). 
 
APPLICATION FOR IDENTIFICATION NUMBER.  To apply for a social security number, you should 
use Form SS-5, Application for a Social Security Number Card. If you are under 18 years of age you 
must furnish evidence along with this form of age, identity, and U.S. citizenship. If you are 18 or older, 
you must appear in person with this evidence at a Social Security Office. If you are an alien, you must 
appear in person and bring your birth certificate and either your alien registration card or your U.S. 
immigration form. 
  
To apply for an EIN, use Form SS-4, Application for Employer Identification Number.  You can mail, 
fax, call the IRS, or apply online to receive this identification number. 

 
PAYMENTS TO OTHERS.  If you make payments that require an information return Form 1099, you 
must include the payee’s taxpayer identification number on the information return. 
 
To get the payee’s number use Form W-9, Payer’s Request for Taxpayer Identification Number and 
Certification. A payee who does not provide you with an identification number may be subject to a 
28% backup withholding. 
 
PENALTY.  There is a $50 penalty for each failure to furnish your number to another person or to 
include the identification number of another person when it is required on a return, statement, or other 
document and a $5 penalty for each failure to show your number on your returns, unless it is shown 
that the failure is due to reasonable cause.  

 
You may need to get a new EIN if either the organization or the ownership of your business changes.  
Some examples are: 

 
 CHANGE IN ORGANIZATION: 
 
 1.   A sole proprietorship incorporates; 
 

2. A sole proprietorship takes in partners and operates as a partnership; 
 
3. A partnership incorporates; 

 
 4. A partnership is taken over by one of the partners and is operated as a sole proprietorship; or  
 
 5. A corporation changes to a partnership or to a sole proprietorship.  
 
 If a corporation chooses to be taxed as an S corporation, it does not need a new EIN.  
 
 CHANGE IN OWNERSHIP: 
 

1. You purchase or inherit an existing business that you will operate as a sole proprietorship (you 
cannot use the EIN of the former owner, even if he or she is your spouse); 

 
2. You represent an estate that operates a business after the owner's death; or 

 
3. You terminate an old partnership and begin a new one. 
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If you are required to obtain a federal employer ID from the IRS, chances are good that you must also 
obtain a state employer ID number. Many states require a separate number, but some use the 
Federal ID number. Wisconsin requires that a separate ID number be obtained if you have 
employees. Wisconsin also requires that you obtain a sellers permit if you are required to collect and 
remit sales tax. 
 
 

Records of Employers 
 

You must keep all your records on employment taxes (income tax withholding, social security, and 
federal unemployment tax) for at least four years after the due date of the return or after the date the 
tax is paid, whichever is later. In addition to the following items required for each specific type of 
employment tax, your records should also contain your employer identification number, copies of the 
returns you have filed, and the dates and amounts of deposits you made.  
 
INCOME TAX WITHHOLDING.  The specific records you must keep for income tax withholding are: 

 
1. Each employee’s name, address, and social security number. 

 
2. The total amount and date of each wage payment and the period of time the payment covers. 

 
3. For each wage payment, the amount subject to withholding. 

 
4.   The amount of withholding tax collected on each payment and the date it was collected. 

 
5. If the taxable amount is less than the total payment, the reason why it is less. 

 
6. Copies of any statements furnished by employees relating to nonresident alien status, residence 

in Puerto Rico or the Virgin Islands, or residence (or physical presence) in a foreign country. 
 

7. The fair market value and date of each payment of noncash compensation made to a retail 
commission salesperson, if no income tax was withheld. 
 

8. For accident or health plans, information about the amount of each payment. 
 

9. The withholding exemption certificates (Form W-4) filed by each employee. 
 

10. Any agreement between you and the employee for the voluntary withholding of additional 
amounts of tax. 
 

11. The dates in each calendar quarter on which the employee worked for you, not in the course of 
your trade or business, and the amount paid for that work. 
 

12. Copies of statements given you by employees reporting tips received in their work, unless the 
information shown on the statements appears in another item on the list. 
 

13. Requests by employees to have tax withheld figured on the basis of their individual cumulative 
wages. 
 

14. The Forms W-5, Earned Income Credit Advance Payment Certificate, of your employees who 
are eligible for the earned income credit and who wish to receive their payment in advance of 
when they file their income tax return. 
 

15. An employee’s earnings ledger, which you can buy at most office supplies stores, normally has 
space for the information required in items (1) to (4). 

 



 

2018 Wegner CPAs   13 

 

SOCIAL SECURITY TAXES.  You must also maintain the following information in your records on 
the social security (FICA) taxes of your employees. 

 
1. The amount of each wage payment subject to FICA tax. 

 
2.   The amount of FICA tax collected for each payment and the date collected. 

 
3. If the total wage payment and the taxable amount differ, the reason why they do. 

 
4. Earnings of a spouse, or child over 17 years of age, employed by a sole proprietor that 

constitutes FICA wages. 
 

FEDERAL UNEMPLOYMENT TAX ACT.  Additional information in your records required by the 
Federal Unemployment Tax Act (FUTA) is: 

 
1. The total amount paid to your employees during the calendar year. 

 
2. The amount of compensation subject to the unemployment tax. 

 
3. The amount you paid into the state unemployment fund. 

 
4. Any other information required to be shown on the unemployment tax return, and the  
  amount of the tax. 

 

 

RECOMMENDATION 
Consider automating your personnel records.  There are several 
human resource software packages available that will help you 
maintain accurate personnel records and generate management 
reports. 

 

 

Record Retention 
 

A rule of thumb is that the longer a bill goes uncollected, the less likely it is ever to be paid. The 
same might be said about the contents of file cabinets - the longer they stay there the less likelihood 
there is of their ever being needed. 

 
Unfortunately, however, there are two reasons why you can’t just throw away everything after a year 
or two to clear out valuable storage space: 

 
1. Although only one document out of a hundred may ever be needed, that indispensable single 

piece of paper is hard to identify in advance.  
 

2. Various laws, together with the requirements of a particular industry, may demand that some 
papers be saved for specified periods or indefinitely. 

 
Many of the records retained are needed in order to file accurate tax returns and to document the 
claims made in those returns, should they be audited.  The IRS doesn't tell us which books or 
records to maintain; it simply requires that there must be support for representations made. 
 
How long must tax-related papers be kept?  For most taxes, four years after a return is due or filed; 
however, there are reasons why some documents must be kept longer. If you wish to establish the 
basis of a piece of property acquired and improved over many years, you’ll need documentation 
going way back.  If there is an omission from gross income of 25 percent or more, the statute of 
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limitations is six years, while in cases of fraud, there is no time limitation at all.  The Wisconsin 
statute of limitations is four years.  

 
Branches of government other than the IRS also require companies to maintain all sorts of books 
and records covering everything from elevator inspections to the purity of food products, the health 
and safety of employees, and the justification for government grants, loans, and subsidies.  Federal 
rules are summarized in a book, Guide to Record Retention Requirements in the Code of Federal 
Regulations.   
 
Although this volume is extensive, it is not all-inclusive.  It might be worth consulting at your public 
library if your industry is subject to federal agency regulation.  Simply having employees, for 
example, puts you under the control of the Labor Department. 

 
Various lists of recommended document retention generally agree on documents that should be kept 
permanently, for example, income tax returns and property records. The chart on the next page is 
based on a consensus of several such lists. Before adopting it as your own, however, make 
provisions for types of documentation unique to your own business and then review the result with 
your attorney. 
 

 

RECOMMENDATION 
We strongly suggest following the "General Record Retention 
Guidelines" on the next page. Consult your accountant or attorney 
for specific advice. 
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General Record Retention Guidelines 
 
          Type of Record               Retention Period 

 

Copies of tax returns as filed Forever 

Tax and legal correspondence Forever 

Audit reports of tax authorities Forever 

General ledger Forever 

Financial statements Forever 

Contracts and leases Forever 

Real estate records Forever 

Corporate stock records and minutes Forever 

Bank statements and deposit slips 6 years* 

Sales records and journals 6 years* 

Other records relating to revenue 6 years* 

Employee expense reports and records relating to 
travel and entertainment expenses 

6 years* 

Cancelled checks 4 years* 

Paid vendor invoices 4 years* 

Employee payroll expense records 4 years* 

Inventory records 4 years** 

Depreciation schedules At least tax life of asset plus 4 years 

Other capital asset records At least tax life of asset plus 4 years 

Other records relating to expenses 4 years* 

 
 *   From the later of the tax return due date or filing date 
 ** Longer if you use LIFO (Last in first out) inventory 
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TAX CONSIDERATIONS 
 
One of the most important, and yet most frustrating, aspects of starting a business is understanding which 
types of taxation apply to your business, and which forms need to be submitted to the various taxing 
authorities (federal, state, and local). This section will highlight the most common tax forms and issues for 
new businesses.   
 
 

Applications and Tax Forms 
 

The following is a list of typical forms a business will need to fill out during its course of operations.  
 

1. SS-4 - Application for Employer Identification Number (Federal). 
 

2. Wisconsin - BTR - employer identification, sales tax, use tax, consumer's use tax, mobile seller's 
permit. 

 
 3. Payroll Taxes -  a. WT-4 

b. Form 941, 940, 8109 (IRS) 
c. UC101 (Department of Workforce Development) 
d. Form WT-6, WT-7 (WDR) 
e. W-3, W-2 (SSA) 

 
 4. Sales and Use Taxes - ST – 12 (Wisconsin) 
 
 5. Information Returns - 1099, 1096 
  

6. Income Tax Returns - 1040 Schedule C, 1065, 1120, 1120S 
 

7.  Excise Tax/Use Tax -  Form 720, 2290 
 
8. Municipal Personal Property Tax 
 

 

RECOMMENDATION 
Visit appropriate federal and state web sites for current forms, and 
contact your accountant if you need specific information about any 
of these forms. 

 

 
Income Tax  

 
The most significant component of tax that business owners face is the income tax.  As outlined in 
Section II of this guide, the form of organization you choose has an impact on how the income tax is 
assessed.   

 
If you operate your business as a sole proprietorship or single member limited liability company, then 
the income tax is imposed on you as the owner and not on the business. In this case, you would 
include the total profit on your individual tax return by adding a Schedule C form to your 1040. 

 
If you operate as  a partnership or limited liability company (LLC) with two or more members, your 
business will generally need to file an information return with the IRS to report the overall profits of the 
business and to allow the IRS to make sure the various individual owners report all of their income. 
Such entities are also referred to as pass-through entities. For partnerships and LLCs, the tax form is 
Form 1065. The partners/members include their income on their Form 1040 by adding their Schedule 
K-1 from Form 1065 on their individual tax returns. 
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If you choose to incorporate your business, it can be setup either as a traditional corporation (often 
referred to as a C-Corporation), or as an S-corporation. If you elect to be an S-corporation, the 
business will be treated as a pass-through entity and needs to provide only an information return. The 
profit/loss of the business will pass through to the stockholders and will be included on their individual 
return. On the other hand, if your business is a C-corporation, it will incur tax at the corporation level.  
If the C-corporation pays a dividend to the stockholders, the dividend will be taxable to the 
stockholders. For S-corporations and C-corporations, the tax forms are 1120S and 1120 respectively. 
 
Please discus the pros and cons of these various forms of organization with your tax advisor to make 
sure the form of organization you have selected is appropriate. 

 

 
Payroll Tax 

 
Businesses that have employees must get Federal and state Identification numbers in order to 
comply with payroll tax requirements. Payroll taxes are taxes imposed on employers and employees 
and are usually calculated as a percentage of the compensation that employers pay to their 
employees. Some payroll reports are filed quarterly and others are filed on an annual basis. 

 
The following are the various types of payroll taxes that employers should be aware of: 

 FICA – Federal Insurance Contributions Act 

 FUTA – Federal Unemployment Taxes 

 SUTA – State Unemployment Taxes 

 Federal and State Withholding tax 
 

 FICA – Federal law requires you to withhold three separate taxes from wages you pay your 
employees: 

 Social Security Tax – 6.20% 

 Medicare tax – 1.45% 

 Medicare surtax (when employee wages are more than $200,000) - 0.90% 

 The law also requires you to pay the employer’s portion of 6.2% social security tax and 
1.45% Medicare tax in addition to the employee portion.  

 
Each quarter, all employers must file federal Form 941 with the IRS to reconcile the payroll taxes 
deposited with the calculated amounts due.  

 
 FUTA – Unlike FICA, FUTA is required to be paid only from employer’s funds. Employees do not 

pay this type of tax nor have it withheld from their pay. For 2018, the maximum FUTA tax rate is 
6.0% of wages. Form 940 is used to report FUTA tax.  

 
 SUTA – SUTA is also required to be paid quarterly out of employer’s funds and the rates differ 

widely from state to state and also vary by industry and employer.  
 

 Federal and State Withholding Taxes – Employers are required to withhold federal and state 
income taxes according to withholding tables.  These withholdings must be remitted to the 
Federal and State taxing authorities within specific timeframes.  The due dates of these 
remittances vary depending on employer size. 
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Doing Business in Other States 
 
It is becoming increasingly common for businesses of all sizes to operate in multiple states. Further, 
states are all becoming more aggressive in pursuing out-of-state business activity due to state budget 
shortfalls.   If your business has any of the following factors present, you may need to consider the 
requirements to register to do business, and to file tax returns (income, payroll, property, and/or sales 
tax) in additional states: 

 employees traveling into other states for business purposes 

 employees living and performing work from within other states 

 assets located in other states (for example, your vehicles are making deliveries into other 
states) 

 property owned or rented in other states (for example, inventory or office/warehouse space) 

 significant amount of business transacted with customers in other states, including selling 
products on-line to customers in other states 

 

RECOMMENDATION 
Please consult your tax advisor if you would like to discuss your 
business activity in other states. 

 

Sales and Use Tax 
 
Another area that business owners need to be extra diligent about is sales and use tax. Sales tax is a 
pass-on tax that is charged from the customers in addition to the retail sales price which is then 
remitted to the state or local government by filing a sales and use tax return. A return needs to be 
filed if you have a seller’s permit even if there is zero tax due. The form to file in Wisconsin generally 
is ST-12, and in Wisconsin, the rate of sales tax is 5.5%. How often a return needs to be filed often 
depends on the size of your company and the amount of transactions you are reporting.  
 
Since the Wayfair Supreme Court decision in 2018, additional sales and use tax compliance is 
required for sales to customers in most other states, even if your company has no physical presence.  
There are some exceptions to this requirement for certain small businesses who have a limited 
number and/or dollar amount of transactions.  

 
Along with sales tax, every state imposes a use tax on property stored/services consumed in that 
state, or bought/received from an out of state provider that doesn’t collect sales tax imposed by the 
buyer’s/consumer’s state. Unlike sales tax, use tax is imposed on the buyer/consumer. If the taxpayer 
is already filing a sales tax return for the business, the same return can be used for use tax also. In 
case the taxpayer doesn’t have a seller’s permit, it should apply for a consumers use tax permit and 
report use tax on the regular sales and use tax return. 

 
In addition to state-level sales and use tax, there may be other taxes imposed by other local 
government taxing authorities.  
 

Real Estate and Personal Property Tax 
 

If your business owns real estate, local municipalities will assess an annual tax on the value of the 
real estate, similar to the real estate tax an individual homeowner needs to pay. In addition to real 
estate tax, businesses in Wisconsin also are assessed a tax on their furniture and equipment.  This is 
known as the Personal Property tax.   
  
The value of your business personal property is assessed by the local municipality assessor's office. 
Personal property generally includes tangible items that are not firmly attached to land or buildings 
and are not specially designed for or of such a size and bulk to be considered part of the real estate. 
However, beginning in 2018, most computer equipment, machinery, tools, operating equipment, and 
motor vehicles are exempt from the personal property tax.   
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In Wisconsin, personal property taxes are due on or before January 31st for the previous year. The 
taxes are assessed based on the depreciated value of the personal property owned as of January 1st 
of the applicable tax year. All businesses must file an annual Personal Property Tax Return, which is 
due on March 1st of each year.  
 

RECOMMENDATION 

It’s a good idea to keep your fixed assets and depreciation records 
up to date and remove any assets you no longer own, so that 
personal property taxes are not assessed on assets that are no 
longer in service.   
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EMPLOYMENT CONSIDERATIONS 
 

Avoiding Employee Relations Pitfalls 
 
By definition the entrepreneur is one who takes risks; the smart entrepreneur and business operator 
takes calculated risks. Most have a business plan, have consulted with an accountant, and often have 
sought advice from an attorney. However, in one area of tremendous liability and pitfalls, smaller 
businesses fall short in their planning and control of employment relationships. 
 
The most common hazards in employment relations are: 
 

 Lacking policies and procedures. Saying too much in employee handbooks, thereby creating 

implied contracts. 

 Absence of job descriptions. 

 Misclassifying employees as exempt when they may be nonexempt. Misclassifying employees 

as independent contractors. 

 Not bolstering an "at-will employment" doctrine. Putting too much faith in at-will employment. 

 Inconsistencies in the application of policies (or actions which become policy). Giving 

preferential treatment to an employee or group of employees. 

 A lack of documentation. 

 Not evaluating performance. 

 Waiting too long to discharge an employee. 

 
These are certainly not mutually exclusive. For example, because so many performance evaluations 
are haphazard if done at all and therefore, because documentation is lacking, it is often difficult to 
terminate the marginal or unsatisfactory employee. Even though "protected" by at-will employment 
provisions, one rarely can terminate an individual out-of-hand, nor should an individual be terminated 
without some justification. 
 
A. Lack of Policies and Procedures 
 

Before a company hires its fifth employee, it should have some sort of written policies and 
procedures. While most companies wouldn't think of operating without a bookkeeping function, the 
majority do not think about putting employment policies in writing until after at least one negative 
incident involving the behavior of an employee. 
 
Why the "fifth employee?" Most state laws, especially state laws concerning compensation or 
wages, are in effect for the very first employee. After that, the "magic numbers" seem to be 5, 10, 
14, 20, 25, 50, and 100. As an example, while the federal government's maternity leave law is 
imposed on companies with 15 or more employees, some states have pregnancy leave laws 
which must be adhered to by companies with five or more employees. 
 
It is not just because governments mandate adherence to the laws that smaller companies should 
have written policies and procedures. There are practical matters to be considered: What are the 
hours of work? What is considered tardiness? How much absenteeism is the company willing to 
accept? During the "introductory period?" Does the company provide medical insurance? Sick 
leave? How much vacation time is accrued and over what period of time? What actions can lead 
to termination? Has the company established itself in writing as an at-will employer? 
 
The reluctance to establish some structure through written policies often emanates from an 
overly-paternalistic attitude toward employees and a fear that the company cannot compete with 
larger employers.  Many employees will join a smaller firm, perhaps taking risks as well, because 
the smaller organization offers more in the way of stability than the large companies that may 
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“downsize” at any given moment. Security and a pleasant work atmosphere have become 
extremely valuable as lures for the smaller business. 
 
How can your company be viewed as a pleasant place to work if you tell a new employee that 
you have an at-will employment policy, and then hand him or her a handbook that tells them how 
you can fire them? First of all, the handbook is a mix of the positive and negative. Second, it 
establishes mutual expectations. Third, it communicates information that the employee must 
know in order to become a valued team member. Fourth, without policies and procedures, you 
have three choices: let your actions become your policies; have employees constantly asking 
questions about everything from hours of work to benefits; or have employees who are too afraid 
to ask questions perform poorly and eventually quit. 
 
These apprehensions also lead to the smaller business person making promises within policy 
handbooks. The statement, "We hope you have many productive years with our company" is not 
the same as, "We know you will be with us many years." Nor is, "We provide benefits as we can" 
the same as, "You can expect to receive all the benefits here as you would with our largest 
competitor."  Be careful how much you say, as well as what you say, in employee handbooks. 

 
B. An Absence of Job Descriptions 
 

No one likes to write them, certainly no one likes to keep them updated, but the job description is 
a valuable tool. It describes the responsibilities of the incumbent in a job, and it should also 
describe the accountabilities. 
 
A job description can give a wage range based upon what other secretaries, office managers, 
operations officers, sales people, etc. are getting in your industry and geographic area. 

 
The job description should also be related to performance appraisal. How can an individual's 
performance be evaluated if the manager doesn't know what the employee is supposed to be 
doing? 

 
C. Misclassifying Employees 
 

The federal Fair Labor Standards Act, enacted in 1938, defines the difference between the two 
types of employees and gives the six criteria which must be met simultaneously for an employee 
to be exempt in one of three classifications (Executive, Administrative, and Professional) from 
the Act. 
 
Although specific criteria must be met, the most important at least in conducting a cursory 
evaluation -- are that the employee, (1) manage a department or function of the company or 
supervise two or more employees within the company; (2) use independent discretion and 
judgment without direct supervision; and (3) has the authority to hire or fire, or whose word will 
be given weight in hiring or firing other employees. 
 
If an employee is exempt from the Act, then the employee is not eligible for overtime.  There are 
some states in which overtime must be paid for any time worked by a non-exempt employee 
over eight hours in a day. All states require that non-exempt employees be paid for work in 
excess of 40 hours in a week. 

 
 A title is not a criteria for exemptions; therefore, you might give a title of vice president  
  to the person on the loading dock: s/he is still non-exempt and eligible for overtime.  

 
In determining whether an incumbent's responsibilities meet the criteria for an exemption, a job 
description is, once again, an extremely useful tool. 
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Throughout the country there are business papers that periodically publish a list of companies 
who have been fined, or against which a lien has been placed, for nonpayment of taxes.  About a 
third of these violations are for nonpayment of overtime. Considering the time-and-one-half plus 
penalties, failure to comply with the law can been very costly. 

 
Misclassifying an employee as an independent contractor is perhaps more serious because the 
IRS usually takes the view that the company had done so to avoid paying income and 
employment taxes. There are anywhere from six to 20 criteria for truly being an independent 
contractor -- depending upon which state and which federal or state agency you're talking to. If 
one criterion stands out, however, it is this: an independent contractor can and does work for 
more than one company. 

 
D. At-Will Employment Clauses 
 

All states recognize "at-will employment," employment that can be terminated by either the 
employer or employee with or without cause and with or without notice. Too few smaller 
businesses establish this right -- one of the few protections they might have. Why should a 
business have to establish the right if the law says that the company has the right? Because the 
employee must be notified that the company is an at-will employer and allows the individual to 
terminate his or her employment under the same conditions as the company. 
 
At-will is so important that it should be on application forms (which all applicants should sign, 
including those with resumes), on "consultation" or "warning" reports, and on the first page of any 
employee handbook. But don't take too much comfort in at-will employment rights. Though it may 
be stated that the company can and will discharge an employee with or without cause, the truth 
of the matter is that there should always be some justification for dismissal. If the cause is "poor 
performance," back it up with a performance review. If the cause is that "the employee's 
personality just didn't fit in with the company," you had better have some specifics.  Claims of 
wrongful discharge still occur. 

 
E. Inconsistency 
 

Inconsistencies in applying policies and procedures can be the ruination of whatever structure a 
company has established. While many still adhere to the dictum that "rank has its privileges," 
sometimes the "privileged" give special consideration to their own subordinates. The VP of 
Engineering, for example, who allows his or her subordinates to be late while the VP of 
Accounting wants to dock his or her subordinates for being 10 minutes tardy, undermines all 
departments' attempts to be equitable in enforcing policy. 
 
Furthermore, inconsistencies and preferential treatment such as this can lead to claims of 
discrimination.  Treat all employees fairly and with equity. 

 
F. Documentation 
 

Aside from what normally goes into an employee's file, be certain that there are the following 
documents: Application for Employment, any performance reviews and consultation reports, 
attendance records, and any agreements that have been signed by the employee such as trade 
secrets or non-disclosure agreements. 
 
Any time that an employee must be disciplined should be documented. Initially, the document 
can be a hand-written note, but if the offense is sufficiently severe, a "formal" warning or 
consultation report should be completed, a meeting held with the employee describing the 
specific offense(s), and the form should be signed by the employee.  The employee should be 
allowed to rebut the report, but always have the individual sign the original even if s/he wants to 
write in a disclaimer. 
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If the employee does something positive and worthy of mention that, too, should become part of 
the file.  The combination of such memos, always dated, makes evaluation of performance and 
positive or negative actions so much easier. 

 
G. Performance Appraisals 
 

Without periodic documentation, two major faults with performance appraisals will appear. These 
are called the "halo" and "horns" effect. 
 
For example, an employee performs marginally for 11 months and then, just prior to the formal 
evaluation, does something outstanding. The tendency is to rate the individual as "good" or 
"excellent" because of this more current behavior, which is termed the "recency effect" or "halo 
effect."  

 
The opposite of the halo is the “horns effect” in which an individual performs superbly for 10 or 
11 months and then errs in one way or another. The overall performance is evaluated as 
"marginal" or even "unsatisfactory" because of this one event. 
 
For these and other reasons, performance should be evaluated and documented, both positively 
and negatively, on an on-going basis. 
 
It is important that the documentation be clear and without indicating personal bias. One should 
not write impressions of behavior, i.e., "Joe is a slob," but rather factual incidents of behavior, 
i.e., “Joe came into work on 12-17-11, unshaven and generally unkempt.”  If this is not Joe's 
normal pattern of behavior, then it is up to the manager to find out why there has been a change 
in behavior, attitude, and actions. Perhaps the employee is having work related problems with 
which the manager might be able to help. Employees should be helped to succeed. 
 

H. Waiting too Long to Discharge 
 

Though it is usually in the best interests of a company to see that an employee succeeds, there 
is also a time to recognize that an employee should be fired. You can limit the company's liability 
by following a progressive discipline process, but you do not have to go through the three or four 
normal steps (counseling, probation, suspension, termination) over a long period of time. If you 
have done everything to help an individual, but the behavior remains, it is time to terminate the 
employment relationship. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
“Avoiding Employee Relations Pitfalls” source: Ethan Winning, President of E.A. Wining Associates, Inc., 
Walnut Creek, California. 



 

2018 Wegner CPAs   24 

 

Employee Handbook 
 
The CEO or other officer may want to describe the strategic plan and give a welcome in the form of a 
letter at the beginning of the Handbook. 
 
The purpose of the handbook is to clearly communicate information that is relevant and important to 
employees.  In addition, it provides management an opportunity to educate employees about company 
products, customers, commitment to the community, competitors, etc.  The goal is to establish a positive 
image as an employer, responsible citizen, provider of goods and services, and a contributor of economic 
benefits to society.  Written documentation such as a handbook can provide consistency in administering 
the organization’s policies and procedures.  The areas which might be included are: 
 

 Employment policies and procedures 

 Orientation information for new employees 

 Legal obligations of employer and employee 

 Responsibilities of employer and employee to each other 
 
Not intended to be a complete list, here are some topics to include in the employee handbook: 
 
A. Legal Issues 
 

Employer/employee rights 
Employment 
Safety and health (OSHA) 
Pay policies and procedures 
Overtime policies 
At-will statement 
Dress code, protective clothing and equipment 
Drug screening 
Equal employment opportunity statement 
Lockers and personal property 
Required leaves 
Right to amend the handbook 
Termination agreement 
Reporting violations of the law 
Reporting injuries 
COBRA 
I-9 Forms 
Privacy statement 
Length of time records are kept 
Job posting 
Definition of employee status 
Hiring policy regarding former employees, friends, relatives 
Differentials in pay regarding shifts, trainees, apprentices 
Performance appraisals 
Quality statement and policy 
 
 

B. Benefits 
 
Leaves and vacations 
Paid holidays 
Educational assistance 
Insurance, health, life insurance information 
Retirement 
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Employee assistance programs 
Length of service 
Flextime 
Orientation and training 

 
C. Employee Responsibilities 

 
Attendance/absenteeism 
Performance 
Contribution to success of company 
Following company procedures 
Performance of duties within ethical and legal guidelines 
Reporting of all legal violations 
Work to provide a safe and non-hostile environment 
Notice of change of personal status 

 
D. Grievance Rights 

 
Defining the term “grievance” 
Grievance and appeal procedure 

 
E. Career Development 

 
Education 

 Training 
 Career moves 

 
F. Organizational Philosophy 

 
Strategic goals 
History 
Beliefs 

 
G. Organizational Environment 

 
Smoking 
Rest areas 
Solicitation 
Emergency procedures 
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Wisconsin New Hire Reporting 
 
New Hire is the process by which all employers report information about newly hired employees to assist 
the Department of Workforce Development in locating parents with child support obligations.  New Hire 
and Unemployment Insurance information is shared with the National Director of New Hires to expand 
child support collection activity nationwide. 
 
A. Employee Classification 
 

The Fair Labor Standards Act (FLSA) is a federal law that requires that employees be paid at least 
the minimum wage and overtime for hours worked over 40 hours a week.  Some employees are 
“exempted” from (not covered by) the law, and do not have to be paid minimum wage or overtime if 
certain requirements are met. 
 
The most common exemption is for white collar employees.  To meet this exemption, white collar 
employees generally must meet the Department of Labor definition of an executive, administrative, 
professional, highly skilled computer-related occupation, or work in outside sales.  In addition, the 
white collar employee must be paid on a salary basis. 
 
Paid on a “salary basis” generally means that the employee is paid the same, pre-determined amount 
for each week that he or she performs any work.  The theory behind this is that a white- collar 
employee is paid for the work done, not for the number of hours worked.  Non-exempt employees can 
also be paid a “salary”, but also must be paid overtime for any hours they work over 40 hours a week. 

 
The Department of Labor has a short and long test for executives, administrative employees, and 
professionals.  These short tests and the test for outside sales employees and employees in 
computer related occupations are summarized below.  If you have a specific question about whether 
a given employee meets the test, contact the Department of Labor. 

 
B. Executive Exemption 
 

 Employee must have a weekly salary of at least $455 (annualizes to $23,660). 

 In addition, the employee: 
1) has as his/her primary duty, managing an enterprise, department or subsidiary, and 
2) regularly directs or supervises the work of at least two full-time employees 

 Employee must have the authority to hire or fire employees, or their opinions regarding such must 
be given particular weight 

 
C. Administrative Exemption 
 

 Employee must have a weekly salary of at least $455 (annualizes to $23,660). 

 In addition, the employee: 
1) has as his/her primary duty, office or other non-manual work dealing with management 

policies or general business operations, and 
2) regularly exercises discretion and independent judgment 
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D. Professional Exemption 
 

 Employee must have a weekly salary of at least $455 (annualizes to $23,660). 

 In addition, the employee’s primary duty is performing work that: 
1) requires advanced scientific knowledge or learning and the regular use of independent 

judgment 
2) advanced knowledge must be in the field of science or learning 
3) advanced knowledge must be customarily acquired over a prolonged course of specialized 

intellectual instruction 
 

E. Computer-Related Exemption 
 

 Employee must have a weekly salary of at least $455 (annualizes to $23,660), OR earns not less 
than $27.63 an hour if compensated on an hourly basis.  An employee who earns less than 
$27.63 an hour can still be eligible under the administrative, executive, or professional exemption. 

 In addition, the employee’s primary duties include: 
1) application of systems analysis techniques and procedure, including consulting with users on 

hardware and software specifications 
2) design of computer systems based on user specifications 
3) modification or creation of computer programs based on system design specifications 
4) modification or creation of computer programs related to machine operating systems, or 
5) a combination of the above responsibilities. 

 
F. Outside Sales Exemption 
 

 The employee’s primary duty must be making sales, or obtaining orders or contracts for services 
or for the use of facilities for which a consideration will be paid by the client or customer. 

 The employee must be customarily and regularly engaged away from the employer’s place or 
places of business. 
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State and Federal Workplace Posters 
 

For a complete listing of posters, visit https://dwd.wi.gov/dwd/posters.htm. 
 
 

 

Other State and Federal Agencies 

 
Listed below are organizations that may have poster requirements.  Contact these agencies for 
information about poster requirements and other employer related information. 
 
U.S. Department of Labor/OSHA 
Henry Reuss Federal Plaza 
310 W Wisconsin Ave #180 
Milwaukee, WI 53203 
414-297-3315 

 
OSHA Appleton office: 920-734-4521 
OSHA Madison: 608-441-5388 
OSHA Eau Claire: 715-832-9019 

 
U.S. Equal Opportunity Commission 
Henry Reuss Federal Plaza 
310 W Wisconsin Ave #800 
Milwaukee, WI 53202 
414-297-1111 
800-669-4000 
800-669-3362 

 
U.S. Department of Labor/Wage and Hour Division 
310 W Wisconsin Ave, Ste 1170 
Milwaukee, WI 53203 
414-297-1590  

 
Department of Safety and Professional Services 
Division of Industry Services 
PO Box 8935 
Madison, WI 53708-8935 
608-266-2112 
 
Wisconsin Department of Workforce Development 
PO Box 7946 
Madison, WI 53707 
608-266-6861 
 

 

 

 

 

 

https://dwd.wi.gov/dwd/posters.htm
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Compensation Planning 
 
A compensation package will consist of a variety of both cash and noncash items, such as: salary or 
wages, bonuses, life, health and accident insurance, deferred compensation plans, retirement savings, 
and stock options. Some employers also provide such fringe benefits as free airline travel, hotel stays, 
tuition reimbursements, and automobiles. 
 
Employers are allowed tax deductions for amounts paid to employees as compensation and for 
reimbursement of employees for business expenses.  The issue of reasonableness usually comes up 
only when the employer and the employee are related.  
 
An employer seeks to accomplish a number of things with the compensation package, among these are 
the following: 
 

 Attract and retain employees. 

 Reward superior performance. 

 Assist the employee in saving for retirement. 

 Provide the employee an ownership interest in the company. 
 
Compensation is the total package of benefits paid by an employer to its employee in return for the 
employee's services.  Compensation is provided for the time spent on the job, the level of responsibility 
which the job entails, the skills needed to perform a job, and efforts of the employee to perform at above 
average levels of productivity. 
 
A compensation package can consist of a broad range of elements, and may change depending on the 
job, the competitive position of the company, the objectives of the company, and the needs of the 
employee. 
 
Determining the correct amount of compensation for a particular job is a complicated task.  The 
underlying objective, as an employer, is to determine the minimum level of compensation necessary to 
produce maximum productivity and an incentive for good performance. 
 
Employers must pay the cost of certain government mandated benefits, such as a portion of the cost of 
Social Security and unemployment compensation insurance. 
 
 A. Wages and Salaries 
 

Cash compensation is the basic measuring tool used by a prospective employee to analyze 
opportunities. Cash compensation is the most easily comparable element of a compensation 
package. 

 
BONUSES.  A bonus is an amount paid in excess of normal salary, often paid quarterly or annually.  
It is based on the results of the company, the efforts of the company, the efforts of the employee, 
and other performance-oriented measures.  The bonus can be paid in cash, in stock of the company, 
or partly in each, and may be payable immediately or deferred to a future date, such as the 
employee's retirement. 
 
COMPANY STOCK OWNERSHIP. Company stock ownership plans provide compensation in the 
form of company stock instead of cash.  The primary benefit to the company of paying an employee 
in stock is that the payment does not drain the company of scarce cash.  Stock plans also seek to 
attain the following other benefits: (1) to increase the employee's level of interest and concern in the 
company's results (on the theory that the value of the stock is a product of the company's 
performance), and (2) to defer the recognition of income for tax purposes until the stock is sold. 

 
1. Stock Options.  A stock option is a grant to an employee of the right to purchase a specified 

number of shares of company stock at a specified price, often at some point in the future. 
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2. Stock Purchase.  A stock purchase plan allows the employee to buy stock at fair market 

value and may allow the employee to pay for the stock in installments.  Often the employee 
saves money because no commissions are charged by the company for the transaction.  
There are no unique tax consequences to such a transaction. 

 
3. Stock Bonus.  A stock bonus is a bonus paid in stock rather than in cash.  The employee is 

taxed on the value of the stock received, and the company gets an equivalent deduction. 
 

4. Restricted Stock.  A stock interest can be created for an employee by distributing stock 
subject to the risk that the stock be returned to the company if the employee leaves the 
company before retirement. 

 
B.   Deferred Compensation 
 

Deferred compensation is an open promise by the company to pay the employee a certain 
amount at a future date.  Normally the amount of deferred compensation earns a phantom 
interest or dividend during the deferral periods and the deferred compensation is credited as a 
promise to pay dollars, or a promise to pay a certain number of shares of stock.  A deferred 
compensation agreement differs from a pension or profit-sharing plan in that no cash or stock is 
actually set aside for the employee.  Rather, the employee becomes a creditor of the company 
possessing only the company's promise to pay.  The promise may be subject to forfeiture if the 
employee leaves the company before retirement.  
 
If the employee is given an election whether to receive the amount in cash or defer receipt until a 
future date, the election must be made before the deferred compensation is earned. 

 
C.   Qualified Pension and Profit Sharing Plans 
 

A pension plan is a plan to provide an employee with a post-retirement income.  It has the effect 
of spreading an employee's income over his or her entire lifetime, rather than only over the years 
of employment. 
 

The Employee Retirement Income Security Act of 1974 ("ERISA") set forth certain tax 
and labor code rules that, if followed by the plan, provide the employer with the ability to 
deduct payments to a pension trust, even though the employee will not include the 
pension in his income until received during retirement. The employer can deduct 
contributions when made, and the earnings of the fund accumulate tax free until paid to 
the employee.  Special rules give employees tax-favored treatment on the taxation of the 
distributions.  A qualified plan is required to be nondiscriminatory which means that all 
employees have an opportunity to participate on an equal basis. 

 
D. Thrift or Savings Plans 
 

A thrift or savings plan is a plan under which the employee regularly contributes a percentage of 
base pay to a fund and the company makes a matching contribution. The employee normally can 
withdraw his/her own contribution when needed. Penalties may apply for withdrawal of company 
contributions. 
 
 
 
A comparison of common plan features can be found on the following four pages. 
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Comparison of Common Defined Pension Contribution Plan Features  
 

 
 

Feature Money Purchase Profit Sharing 401(k) 

Restrictions on adopting? Generally, none. Generally, none. Generally, none. 

Can employer maintain 
other qualified plans? 

Yes. Yes. Yes. 

Minimum age/service 
requirement? 

(Maximum restrictions 
allowed) 

Age 21, up to two 
years service may be 

imposed. 

Age 21, up to two 
years service may 

be imposed. 

Age 21, up to two years 
service may be imposed. 
No more than one year of 
service may be required 
for employee deferrals. 

Vesting? 
Yes. Graduated or 

cliff vesting allowed. 

Yes. Graduated 
or cliff vesting 

allowed. 

Yes. Employer 
contributions; graduated 
or cliff vesting allowed. 
Employee contributions 

are 100% vested. 

Annual employer 
contributions required? 

Yes. Mandatory as 
set forth in plan. 

No. Discretionary. No. Discretionary. 

2018 limit on deductible 
employer contributions?* 

Maximum 
25% of compensation 

up to $55,000 per 
participant. 

Maximum 25% of 
all eligible 

employees’ 
compensation up 

to $55,000 

Generally, same as profit-
sharing plan. 

Top-heavy rules apply? Yes. Yes. Yes. 

Nondiscrimination rules 
apply? 

Yes. Yes. 
Yes. Special rules apply 
to employee deferrals. 

Available to non-profit 
corps? 

Yes. Yes. Yes. 

 

 

 
*Maximum benefit per employee under all plans is $55,000 per year. 



 

2018 Wegner CPAs   32 

 

 

Feature SIMPLE IRA SEP 
Tax Sheltered Annuity 

403(b) 

Restrictions on 
adopting? 

Available to 
organizations with 
no more than 100 

employees. 

Generally, none. 
Only for non-profit 

organizations. 

Can employer maintain 
other qualified plans? 

No. Yes. Yes. 

Minimum age/service 
requirement? 

All employees 
earning $5,000 in 

any two prior years 
and expected to 

receive $5,000 or 
more in current 

year. 

Age 21, any service in 
last three out of five 

years, and compensation 
of $600 or more in 

current year. 

N/A. 

Vesting? 
100% immediate 

vesting. 
100% immediate vesting. 100% immediate vesting. 

Annual employer 
contributions required? 

Either 100% match 
up to a maximum of 

3% of 
compensation or 

2% for each eligible 
employee 

No. Discretionary. No. 

2018 limit on 
deductible employer 

contributions?* 

Limited to required 
matching or non-

elective 
contributions. 

Maximum 25% of all 
eligible employees’ 
compensation, up to 

$55,000 per participant. 

Same as money purchase 

Top-heavy rules apply? No. Yes. N/A. 

Nondiscrimination rules 
apply? 

No. 
 

No. 

Not applicable to employee 
deferrals.  Employer 

contributions will be subject 
to the same rules as all 

other employer-sponsored 
plans. 

Available to non-profit 
corporations? 

Yes. Yes. Yes, only for non-profit. 
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Feature 
 

Money Purchase Profit Sharing 401(k) 

Employee deferrals 
allowed? 

No. No. Yes. 

Limit on employee 
deferrals? 

N/A N/A 

2018 Limit is 100% up to 
$18,500.  Employees age 50 

and older may defer an 
additional $6,000. 

Permitted disparity 
allowed? 

Yes. Yes. Yes. 

Minimum coverage rules 
apply? 

Yes. Yes. Yes. 

Annual additional limit of 
IRC Sec. 415 apply? 

Yes. Yes. Yes. 

Participant loans 
allowed? 

Yes, if specified in 
plan document. 
Subject to IRS 

limitations. 

Yes, if specified in 
plan document. 
Subject to IRS 

limitations. 

Yes, if specified in plan 
document. Subject to IRS 

limitations. 

Rollovers to other plans 
allowed? 

Yes. Yes. Yes. 

Annual report (Form 
5500 series) required? 

Yes, unless one 
participant/ 
$100,000 

exception is met.1 

Yes, unless one 
participant/ 

$100,000 exception 
is met.2 

Yes. 

 

 
 
 
 
 

                                            
1 Form 5500-EZ need not be filed for a one-participant plan that has $100,000 or less in assets at the end of each plan year 

beginning after 1993. An employer that has multiple plans that, in the aggregate, have $100,000 or less in assets at the end of each 
plan year beginning after 1993 also need not file Form 5500-EZ. 
 
2SARSEPs cannot be adopted after 1996. SARSEPs adopted prior to 1997 may continue to operate under previous laws, and new 
employees hired after 1997 may participate in such existing plans. 
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Feature SIMPLE IRA SEP 403(b) 

Employee deferrals allowed? Yes. Yes for SARSEPs1 Yes. 

Limit on employee deferrals? 

100% of compensation up 
to $12,500 in 2018.  

Employees age 50 and 
older may defer an 
additional $3,000. 

100% up to $18,500 for 
SARSEPs.  Employees age 
50 and older may defer an 

additional $6,000. 

Limit is 100% up to 
$18,500.  Employees 
age 50 and older may 

defer an additional 
$6,000. 

Permitted disparity allowed? No. 
Yes, but only with non-

model SEP. 
N/A 

Minimum coverage rules 
apply? 

No, but all eligible 
employees must be 

allowed to participate. 

No, but all eligible 
employees must be allowed 

to participate. 
N/A 

Annual additional limit of IRC 
Sec. 415 apply? 

No. Yes. Yes. 

Participant loans allowed? 
No. 

 
No. Yes. 

Rollovers to other plans 
allowed? 

Yes. Yes. Yes. 

Annual report (Form 5500 
series) required? 

No. No. No. 

 

 

 
 
 
 
 
 
 
 
 
  

 

 

                                            
1 SARSEPs cannot be adopted after 1996.  SARSEPs adopted prior to 1997 may continue to operate under previous laws, and new 

employees hired after 1997 may participate in such existing plans. 
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Fringe Benefits 
 

Fringe benefits are a form of indirect compensation. The employee generally is not taxed on the 
benefit received even though the company deducts the expense as an ordinary business expense. 
Fringe benefits might be broken down into two categories. The first are fringe benefits, which are 
directly related to employment, such as use of company car, the executive dining room, and 
memberships in social clubs and business associations. The second category of fringe benefits 
confers a purely personal benefit on the employee. These include discounts on company 
merchandise, low or no interest loans, free medical checkups, health and accident insurance, paid 
vacations, moving expenses, scholarship grants and tuition loans, and a host of other benefits that 
make the company more attractive as an employer. There are comprehensive nondiscrimination 
requirements for most fringe benefits. 

 
 The following are examples of various fringe benefits: 
 

1. Accident and health plans – Plans are either fully insured or self-insured.  Fully insured plans 
under Section 106(a) allow an employer to pay directly to an insurance company premium for 
accident or health insurance coverage.  This benefit is available to corporations and (in limited 
form) to sole proprietors, partnerships, and S Corporations. 

  
2. Health Reimbursement Arrangements (HRA’s) - The employer reimburses employees for medical 

expenses solely from employer funds up to an annual maximum.  Unused funds may be carried 
forward. This benefit must be non-discriminatory and is available to corporations and (in limited 
form) to sole proprietors, partnerships, and S Corporations. 

 
3. Disability Insurance Plans may be made available to employees.  The taxability of benefits 

received depends on who paid the premiums. 
 

Employee-paid Premiums are non-deductible by employees, but benefits received under the 
plan are non-taxable. 
 
Employer-paid Premiums are deductible as employee benefits and not included in employee 
income.  Benefits received are taxable to employees when received. 
 
Pre-tax vs. after-tax contributions – If premiums paid for by an employee with after-tax dollars, 
benefits received are not taxable.  If premiums are paid with pre-tax dollars, benefits received are 
taxable. 

 
4. Group-term life insurance - The employee excludes from gross income premiums paid by the 

employer to the extent coverage does not exceed $50,000. This type of insurance must be 
nondiscriminatory.  Premiums paid on behalf of a sole proprietor, partner in a partnership, or a 
more than 2% S Corporation shareholder. 

 
5. Meals and lodging for convenience of employer - There is an exclusion from gross income if 

meals or lodging are for convenience of the employer. Meals must be on premises; lodging must 
be on premises and a condition of employment.  This exclusion is not available to a sole 
proprietor, partner in a partnership, or a more than 2% S Corporation shareholder. 

 
6. Child and dependent care assistance - The purpose is to reduce absenteeism turnover, produce 

better attitudes, lower day care costs, and provide the ability to visit the child. There is a $5,000 
cap on the exclusion for a joint return ($2,500 married filing separate).  In addition, a tax credit is 
available for employers who provide childcare for their employees.  The credit is equal to the sum 
of 25% of the qualified childcare expenditures (costs of constructing and operating a facility) plus 
10% of qualified childcare resource and referral expenditures, maximum credit is $150,000 
annually. 
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7. Cafeteria plans - Under this plan, participants choose among two or more benefits consisting of 
cash and statutory nontaxable benefits. It is available to a corporation, shareholder or employee, 
not to a self-employed individual, a partner in a partnership, or a more than 2% S Corporation 
shareholder. Benefits may not include scholarship/fellowship, qualified transportation or 
educational assistance. The plan must be non-discriminatory.  
 

8. Statutory fringe benefits - This benefit may include no-additional-cost services, qualified 
employee discounts, working condition fringes, qualified transportation benefits, de minimis 
(minimal) fringe benefits, or on-premises gym or athletic facilities.  

 
9. Employer provided automobile - Personal use is taxable to employee, business use is not. 

Record keeping requirements must be met.  
 

10. Wellness programs - Various programs include smoking cessation programs; walking tours; 
dance or exercise classes; alcohol, drug abuse, and mental health programs; screening for blood 
pressure, cancer, diabetes, and glaucoma. 

 
A comprehensive compensation program will include a variety of current compensation, long-range 
compensation, deferred compensation, and protective (insurance-oriented) benefits. A 
comprehensive compensation package may include the following: 

 
 1. Competitive salary. 

 
2. A bonus measured by profits, sales, or some other measure of performance. 

 
3. Deferred compensation and retirement components (pension plans, profit-sharing plans, thrift 

plans, cash and deferred plans, and deferred compensation “nonqualified” plans). 
 

4. Family protection components (life insurance, health, accident and disability insurance, and death 
benefits). 

 
5. Ownership components (stock options, stock bonuses, and stock purchase plans). 

 
6. Other benefits (company cars, expense accounts, vacation facilities, tuition reimbursement, and 

other miscellaneous benefits). 
 
 

Insurance Benefits   
 

HEALTH INSURANCE.  Hospitalization, surgical and medical insurance, and other health benefits 
such as dental insurance, vision insurance, and prescription drug coverage are tax-free benefits 
which an employer can provide for its employees, deducting the full cost, without the employee 
having to recognize income on the value of the payments. Not only does health insurance provide a 
substantial non-cash benefit to the employees, it may also provide the employer with a healthier labor 
pool.   
 
The “Patient Protection and Affordable Care Act” (ACA) was signed into law on March 23, 2010.  The 
ACA mandate several requirements for employers with regard to health insurance coverage provided 
to employees.  Under the ACA, these requirements typically fall under two categories – requirements 
for “applicable large employers” (employers with 50 or more full-time equivalent (FTE) employees), 
and requirements for “small employers” (employers with less than 50 FTE employees).   
 
There are certain methods available to help determine how many FTE employees an employer has.  
Typically, full time employees work at least 30 hours per week. Calculations can be made for part 
time employees and seasonal employees.  Employers are encouraged to work with a tax or legal 
advisor for guidance in determining FTE employees. 
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Employers with 50 or more FTE’s (i.e. “applicable large employers”, or “ALE’s”) are required to offer 
health insurance that is affordable, and provides minimum value to full-time employees and their 
dependents (dependents include children up to age 26).  A plan provides minimum value if it pays at 
least 60 percent of total allowed costs for covered services.  Coverage is considered affordable if 
employee contributions for self-only coverage do not exceed 9.5% of the employee’s household 
income.  Your health insurance carrier should be able to help you determine if your plan meets all 
applicable ACA requirements. 

 
 Employers with less than 50 FTE’s (i.e. “small employers”) are not required to provide group health 

insurance coverage for employees, but when a small employer does provide such coverage, it MUST 
conform to standards required by the ACA.  If the coverage provided does not meet all applicable 
ACA standards, the small employer may be subject to an excise tax under the ACA, which is $100 
per day per employee. It is imperative that small employers understand that they are not necessarily 
exempt from penalties under the ACA.  Small employers may, however, adopt a Qualified Small 
Employer Health Reimbursement Arrangement (QSEHRA) plan, whereby employers may reimburse 
eligible employees up to $5,050 (individual) or $10,250 (family) in 2018 for health coverage.   

 
  SICK LEAVE PLANS.  A large majority of employers provide for income replacement when 

employees are absent from work due to sickness or non-work-related accidents. Income replacement 
may be in the form of a sickness and accident policy, which typically provides a specific amount per 
week for either thirteen or twenty-six weeks, commencing on the first day of an accident or on the 
third day of an illness. If the illness is for a longer, specified time, seven days for example, payment 
will revert to the first day.  

 
  Employers also provide short-term sick leave plans providing full pay for a specified number of days, 

depending on length of service, on the number of days accumulated, or on those days already used.  
Sick leave plans for non-government workers are not subject to any specified Wisconsin statutes; 
however, sick leave plans must not be applied discriminatorily.  About one third of companies do not 
permit accumulation of sick leave from year to year; however, when they do, there is frequently a limit 
put on the number of days that may be accumulated.  

 
  COORDINATION OF MEDICARE AND HEALTH INSURANCE BENEFITS. 

Many workers over age sixty-five are electing to continue working. Workers over age sixty-five have 
the possibility of being covered either by Medicare or by an employer-provided group health 
insurance plan. 

 
  By its own terms, Medicare is the primary health insurance carrier for people over age sixty-five, and 

any benefits provided through other insurance plans are supplemental to it. However, section 4(g) of 
the Tax Equity and Fiscal Responsibility Act of 1982 (TEFRA), requires employers with more than 
twenty employees to provide primary health benefits coverage to employees age sixty-five through 
sixty-nine under the plan offered by the employer to younger employees. Employees rejecting this 
coverage will retain primary health insurance coverage with Medicare. The cost to employers may be 
considerable. Noncontributory plans are those in which the premium costs are completely paid by the 
employer.   Since employee benefits are viewed as wages under federal discrimination laws, 
employers may not reduce the wage rate on an employee in order to comply with the law. 
Contributory plans provide that both the employer and the employee bear a fixed proportion of 
premium costs. The regulations forbid an employer from increasing the cost of health plans for older 
workers beyond that which is paid by younger workers. If an employee elects the employer plan, the 
employer is not required to pay the Medicare part B premium. However, if the employee elects 
Medicare as primary coverage, the employer generally will be obligated to pay the premium for 
Medicare part B. Employers may not induce workers to elect Medicare as their primary coverage and 
may no longer offer plans that supplement items and services covered by Medicare or that pay 
Medicare deductibles.  
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  LIFE INSURANCE. Life insurance forms an important part of a company’s benefit package. Life 
insurance provides the employee with security for his or her family by helping pay the employee’s 
debts and provide support for dependents.  Life insurance also is used to fund pension and profit-
sharing plans, as well as to fund the company’s obligations to pay deferred compensation, 
repurchase stock sold to employees subject to a repurchase agreement, or to pay certain excess 
retirement obligations for highly paid executives.  One study shows that at least ninety-three percent 
of employers provide some type of life insurance benefits.   

 
  DISABILITY INSURANCE. State-mandated workers' compensation laws provide employees with 

some security against loss of income from job-related injuries. However, injury that is not job related, 
but renders the employee disabled for a period of time or permanently, normally is not covered by 
worker’s compensation. Short-and long-term disability insurance can provide some security to the 
employee. The insurance premium is not taxable to the employees, the company receives a 
deduction for the premium, and the disability income may be tax free to the employee. 

 
WORKER’S COMPENSATION - GENERAL PROVISIONS. The workers’ compensation law of 
Wisconsin provides financial benefits for employees who have work-related disabilities or work-
related illnesses, or when there is a work-related fatality. Workers’ compensation insurance in 
Wisconsin and various other states replaces the right of workers to sue for damages through the 
courts for work-related injuries, thus eliminating the time-consuming process of proceeding through 
the general court system. Legislation effectively relieves employers of court action by employees due 
to work-related disabilities. In return, employers assume the responsibility of providing workers’ 
compensation insurance, by paying the entire premium or by providing the same benefits through 
self-insurance according to Wisconsin law.  

 
COVERED INJURIES AND ILLNESSES. The Wisconsin workers’ compensation law provides for 
benefits for personal injury or death of an employee arising out of and in the course of employment 
without regard to the possibility of negligence. If the injury was intentionally self-inflected or if 
intoxication was the proximate cause of the injury, an employer may not be liable for compensation, 
but the burden of proof is on the employer.  
 
All employers and all employees are subject to the Wisconsin workers’ compensation law, except 
those specifically excluded. Among those employers specifically excluded from providing required 
coverage under the act are employers usually employing less than three employees and paying 
wages of less than five hundred dollars per calendar quarter for services performed within Wisconsin 
and farmers and farm labor unless the farmer employs six or more workers for at least twenty days in 
a calendar year.  
 
WORKERS EXEMPT FROM COVERAGE. By law certain people are not considered employees and 
are exempt from workers’ compensation coverage. These workers include: 

 
1. Farmers and their employees who are working on an exchange basis and are not considered 

employees of the farmer to whom their labor is furnished in exchange. 
 
2. Parents, spouses, children, brothers, sisters, sons-in-law, daughters-in-law, fathers-in-law, 

mothers-in-law, brothers-in-law or sisters-in-law of farmers. 
 
3. Shareholder-employees of family farm corporations.  Any employer who has had no employees 

for two continuous years is considered to have withdrawn form coverage under the workers’ 
compensation laws. An employer who has not usually employed three employees and who has 
not paid wages of at least five hundred dollars per calendar may file a withdrawal notice with 
the department.  
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ELECTION OF COVERAGE. Those employers not required by law to carry workers’ compensation 
coverage may elect to do so. Election of coverage may be provided in writing to the insurer and is 
effective the day following receipt of notice by the insurance carrier. Coverage remains in effect as 
long as a policy of the insurer is in effect.  

 
 
PREMIUMS AND PAYMENT OF COVERAGE. Every employer who is required to be covered by 
workers’ compensation coverage, except the state and its municipal subdivisions, must make 
payment of compensation insurance to an insurance carrier authorized to insure workers’ 
compensation liability in Wisconsin, or the employer may file an application with the department for a 
written order of exemption.  

 
To be self-insured and exempt from carrying workers’ compensation insurance coverage, the 
employer must show its financial ability to pay the amount of compensation, must agree to report all 
compensable injuries to the department, and must agree to comply with the regulations governing 
workers’ compensation. The department may require the employer to furnish security, a bond, or a 
personal guarantee to be enforceable if an award is enforced. The department from time to time may 
also require proof of the employer’s financial ability to pay compensation. If an application for 
exemption contains a financial statement that is false in any material way, the application is void. The 
department may revoke an exemption for financial reasons or for failure of the employer to discharge 
its obligations under the law, but it must give ten days’ written notice and a hearing before doing so. 

 

 

RECOMMENDATION 

To stay informed of benefits and employment issues, join a local 
human resource association.  Membership often provides valuable 
resources and a network of professionals to learn from and share 
ideas with. 
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MANAGING YOUR BUSINESS FOR SUCCESS 
 

 Running a successful business requires on-going attention to detail in a variety of areas.  A successful 
entrepreneur will devote a significant amount of time to planning and managing the long-term goals of the 
business, rather than just managing day to day operations.  The following are items that successful 
businesses manage appropriately. 

 
 

Budgeting and Cash Flow Planning 
 

A critical step in efficiently and successfully operating a business is managing the cash inflows and 
outflows. A cash flow budget can help predict the cash inflows and outflows on a monthly or weekly 
basis thus minimizing the amount of uncertainty involved in the day to day operations. Having a 
budget is especially important for growing, or seasonal businesses.  A budget that is reviewed 
periodically against actual results can help identify things that aren’t going according to plan.  For 
example, customer sales that aren’t meeting expectations, or expense line items that are more 
expensive than previously thought.  By identifying these problems early, you can take appropriate 
corrective action while the problem is still small.  

 
Preparing a cash flow budget involves four main steps: 

 

 Preparing a sales forecast 

 Projecting your anticipated cash inflows based on those sales 

 Projecting your anticipated cash outflows 

 Putting the information into an easy-to-read format, and then analyze it to see if the projections 
are reasonable 

 
A budget can be easily done in Excel.  If you use an accounting software such as QuickBooks, you 
can also enter budget numbers directly into the software to make budget-to-actual comparisons easy.  
 

 
Obtaining Financing 
 

For entrepreneurs with a lot of money saved up, the only obstacle in starting a business is a viable 
idea, but for a lot of aspiring business owners, it’s the opposite.  The idea is there but the capital isn’t! 
Even after you start up your business with your own money, you may need more funds to expand or 
continue your operations. 

 
This money can come from various sources and can take two forms – Debt or equity.  

 
Debt is the money you borrow in the form of advances or loans.  Typical sources include: 

 

 Loans or lines of credit from local banks or credit unions  

 Home equity loans 

 Credit cards 

 Family and friends 
 

Equity means selling a part of ownership interest in your business and admitting another 
person/entity to share the profits and losses of the business for getting cash or property in return. 
Although, this type of financing could have significant legal ramifications. Consulting an attorney 
would be a prudent idea in such a case. A few examples of Equity financing could be: 

 

 Angel investors are mostly investors who have strategic experience, so they can provide tactical 
benefit to the company they’re investing in. 
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 Venture capitalists may be appropriate for businesses that are beyond the startup phase and 
already have revenues coming in. However, venture capitalists have a short leash when it comes 
to company loyalty and often look to recover their investment within a three-five year time 
window. 

 Private equity groups are pools of capital assembled by professional management/investment 
groups and generate investor returns by restructuring existing businesses. 

 
It’s very important to first do some serious cash planning, know your requirements and determine the 
use of the money that you are going to borrow and then study the positives and negatives of each 
source along with the associated costs before making a decision. It’s a good idea to consult your CPA 
about alternative types of financing options available. 
 

 

Break-Even Analysis 
 

Break even analysis is another very important tool that is widely used across all industries to evaluate 
business performance. It can be determined by calculating the point at which revenue received 
equals the total costs associated with the production of goods or services. 

 
Break Even Point = Fixed costs / (Unit Selling Price – Variable costs) 
 
Using at the above formula, a business can figure out the number of units it needs to sell in order to 
break even. Once the business has reached this point in sales, all costs should have been recovered 
and beyond this point every additional unit sold results in increasing profits for the business. 

 
There are two different kinds of costs associated in a normal operational business activity: 
 

 Fixed Costs – These are expenses that are stay the same regardless of the production. For 
example rent, insurance, utility bills, repairs, advertising, office supplies, etc. 

 Variable Costs – These are expenses that vary proportionately with the number of units 
produced. For example, raw material, labor, overheads, etc.   

 
Our business services team can walk you through the various important analysis ratios that may be 
required for setting up and running a business successfully. 
 

 

Utilizing Excess Profits and Cash Flows 
 

Excess profits and surplus cash flow is the cash that exceeds the monetary requirements for day-to-
day operations of the business. Like so many other vital decisions for a business, deciding where to 
use the cash/profit surplus takes immense planning and judgment.  If you leave too much money in 
your business, you may not be able to diversify your investments as much as you’d like.  However, if 
you take too much money out of the business, it can harm the business.   
 
There are typically three things that a business owner can do with excess cash: 

 
1.  Pay down debt within the business 
2.  Reinvest in new business assets, or hire additional employees 
3.  Distribute to owners as dividend or draw
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WEGNER CPAS ASSISTANCE  
 
 

GUIDING YOU. BEYOND THE NUMBERS. 
 
Wegner CPAs is about people – our clients, our employees, our community.  Our professionals guide 
individuals, businesses and nonprofits with personal service, education, and knowledge.  We listen, 
research, advise, and implement solutions to guide you on a path to succeed in today’s complex 
economic environment. 

 
Services That Make a Difference 

 
Compliance and Financial Reporting 

 
 Financial audits, reviews, and compilations 
 Compliance audits 
 Budgeting and forecasting 
 Cost allocation plan 
 
Accounting and Tax Services 
 
 Accounts receivable ledger and sale   

 journals 
 Accounts payable ledger 
 Cash receipts and disbursements journals 
 Financial statement preparation 
 Fixed asset and depreciation schedules 
 General ledger maintenance 
 Trial balance preparation and account 

 reconciliation 
 Employee benefits and payroll 
 Preparation of state and federal payroll  

 tax returns 
 Representation before the IRS or state  

 authorities 

 Tax compliance 
 Tax exemption application 
 Unrelated business income tax     

  planning 
 
Business Consulting 

 
 Strategic planning 
 Financial management 
 Accounting outsourcing 
 
 
Accounting Systems Consulting 
 
 Accounting system design and implementation 

 QuickBooks installation, training and support 

 Intacct installation, training and support 
 On-site bookkeeping assistance 

 
 

 IRS/WDR representation 
 Multi-state income and sales tax consulting 

 
 
We’ll also tap into our network of commercial lenders, brokers, attorneys and other professionals to assist 
you.  To provide our clients outstanding service, we comply with strict continuing professional educational 
requirements, hire exemplary professionals, frequently evaluate and improve our services and 
performance, and seek out innovative solutions to complex problems. 
 
At Wegner CPAs, a client relationship is a privilege built on trust.  We appreciate the importance of our 
role as a key advisor, and take your prosperity very seriously.  You can depend on us. 
 
For complete details on our services, visit www.wegnercpas.com.  
 
 

 

http://www.wegnercpas.com/
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APPENDIX A: SMALL BUSINESS RESOURCES ON THE WEB 
 
 
https://www.sba.gov   U.S. Small Business Administration 
 
http://www.uwsbdc.org   Small Business Development Center, University of Wisconsin-

Madison School of Business 
 
http://www.irs.gov  Internal Revenue Service 
 
http://www.ssa.gov  Social Security Administration 
 
http://www.dol.gov/  Department of Labor 
 
http://www.census.gov  Federal Census  
 
www.fedstats.sites.usa.gov  Federal Statistics 
 
www.wegnercpas.com/blog    Reference articles from Wegner CPAs  
 
http://www.wenportal.org  Wisconsin Entrepreneurs’ Network 
 
http://www.revenue.wi.gov/  Wisconsin Department of Revenue 
 
http://www.inwisconsin.com  Wisconsin Economic Development Corporation 
 
http://dwd.wisconsin.gov  Wisconsin Department of Workforce Development  
 
https://www.sizeup.com  Measure how your small business compares to other small 

businesses in your demographic area. 
 
https://www.irs.gov/businesses/small-businesses-self-employed/starting-a-business 
 
www.irsvideos.gov/SmallBusinessTaxpayer/StartingaBusiness 
  
 

  

 

 

http://www.sba.gov/
http://www.uwsbdc.org/
http://www.irs.gov/
http://www.ssa.gov/
http://www.dol.gov/
http://www.census.gov/
http://www.fedstats.sites.usa.gov/
http://www.wegnercpas.com/blog
http://www.wenportal.org/
http://www.revenue.wi.gov/
http://www.inwisconsin.com/
http://dwd.wisconsin.gov/
https://www.sizeup.com/
https://www.irs.gov/businesses/small-businesses-self-employed/starting-a-business
file://///maddata1/share/data/WP-FIRM/MARKETING/New%20Business%20Essentials%20Guide/www.irsvideos.gov/SmallBusinessTaxpayer/StartingaBusiness
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APPENDIX B: SAMPLE CHART OF ACCOUNTS 
 
 
MAJOR ACCOUNT   DESCRIPTION 

 
     Current Assets 

1000  Operating Bank Account 
1060 Petty Cash 
1100 Other Temporary Investments 
1200 Accounts Receivable 
1235 Allowance for Doubtful Accounts 
1300 Inventories 

 
Fixed Assets 

1400  Land  
1410 Buildings  
1420 Leasehold Improvements 
1430 Machinery and Equipment 
1440 Furniture and Fixtures 
1450 Automotive 
1490 Accumulated Depreciation 

 
   1500 Intangible Assets  

 
1900 Other Assets 

 
Current Liabilities 

   2000 Accounts Payable 
2060 Notes Payable - Current 
2070 Federal Income Taxes Payable 
2080 State Income Taxes Payable 
2100 Federal & FICA Withholding 
2110 State Withholding Tax 
2120 Accrued State Unemployment 
2130 Accrued Federal Unemployment 
2240 Other Current Liabilities 

 
  Long-Term Liabilities 

2410 Notes Payable - Bank 
2480 Less Current Maturities 

 
Corporate Capital 

3000 Common Stock 
3020 Treasury Stock 
3050 Paid-In Capital 
3100 Retained Earnings 

  
   Partnership Capital 

3200 Capital Beginning of Year 
3210 Additional Investments 
3220 Withdrawals 
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Proprietorship Capital 

3300 Capital Beginning of Year 
3310 Additional Investments 
3320 Withdrawals - Personal 

 
   Income 

4000 Sales 
4030 Other 
4040 Returns and Allowances 
4050 Discounts Allowed 

 
Cost of Goods Sold 

5010 Purchases 
5020 Discounts Taken 
5030 Freight 
5040 Labor 
5050 Supplies 

 
   Operating Expenses 

6000 Advertising 
6010 Amortization 
6020 Automobile 
6030 Bad Debt Expenses 
6040 Cash Over and Short 
6050 Contract Labor 
6060 Delivery 
6070 Depreciation 
6080 Dues and Subscriptions 
6090 Equipment Rentals 
6100 Freight 
6120 Insurance - Group 
6130 Interest 
6140 Janitor 
6150 Legal and Accounting 
6160 Licenses 
6170 Meals and Entertainment 
6180 Miscellaneous 
6190 Office Supplies 
6200 Postage 
210 Rent 
6220 Repairs and Maintenance 
6230 Salaries - Administrative 
6240 Supplies 
6250 Taxes -Payroll 
6260 Taxes - Other 
6270 Telephone 
6280 Travel 
6290 Utilities 
 


