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New DomEsTic ProbucTioN DEDUCTION AND
CHANGES 10 SUV SEcTION 179 DEDUCTION

The American Jobs Creation Act of 2004, signed into
law by the President in October, created a significant tax
benefit to domestic manufacturers and other producers.
The “Domestic Production Deduction”, which takes effect
for tax years beginning in 2005, is a deduction for manufac-
turing, producing, growing or extracting qualified property
in the United States.

The deduction also includes construction and engi-
neering or architectural services performed inthe U.S. The
deduction is a replacement for the “Extraterritorial Income
Exclusion” which was deemed an illegal export subsidy by
the World Trade Organization (WTO). The significance of
the domestic production deduction is that exporting goods
is not required to take the deduction, therefore many
businesses will qualify for this benefit.

The deduction will be 3% of qualified production
income for tax years beginning in 2005 and 2006, 6% for
tax years 2007 through 2009, and 9% for tax years begin-
ning 2010. Qualified productionincome is defined as gross
income from sale of qualified property less cost of goods
sold and other deductions related to the production of the
property. Congress did not provide specific rules as to how
the costs will be allocated but it is expected that the IRS will
provide more guidance on this soon.

As with most provisions in the tax code, there are
limitations as to the amount of the deduction. The deduc-
tion cannot exceed the taxpayer’s taxable income (deter-
mined without the deduction) or one-half of the taxpayer’s
W-2 wages paid.

Limitation on SUV Section 179 Expense

In the past, Section 179 expense allowed taxpayers to
deduct the entire cost of the purchase of large SUV’s.
Large SUV’s are vehicles whose weight ex-
ceeds 6,000 Ibs. However,
the new tax law now limits
the amount of Section 179
expense that may be used on
the purchase of those large
SUV’s to $25,000 for ve-
hicles purchased after Oc-
tober 22, 2004. The excess
of the purchase price will be depreciated over five years.
The remaining amount of Section 179 expense may be used
on other assets that qualify for the expensing.

For example, Company X purchases a Chevy Tahoe
for $45,000in Year 1. The Company may expense $25,000
immediately in Year 1, leaving a basis of $20,000 ($45,000
- $25,000). The $20,000 is then depreciated over 5 years,
beginning in Year 1 giving the Company $4,000 in depre-
ciation ($20,000 x 20%). Therefore, first year depreciation
expense on the $45,000 vehicle will be $29,000 ($25,000
+ $4,000).

If you have any questions about these new law changes
please contact Marty Goss (715) 833-6744 or (800) 785-
8659 or Gary Gochanour (715) 833-6748 or (800) 785-
8570.
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PERFORMANCE APPRAISALS

We conduct performance appraisals for a variety of
reasons not the least of which is providing feedback to
employees; but also for making compensation, promotion,
and termination decisions; to identify training and develop-
ment needs; and as a potential legal defense. 1fyou become
the target of an EEO complaint or EEO lawsuit, well-
written and consistent performance appraisals will support
your disciplinary or termination decisions. If you receive
a discrimination complaint, the first documents that third
parties will want to see is the employee’s performance
appraisals. Performance appraisals can either be one your
greatest assets in a lawsuit, or one of your greatest liabili-
ties.

For that reason we recommend that you periodically
train supervisors and managers in writing effective ap-
praisals, performance improvement plans and in conduct-
ing effective performance appraisal meetings. All supervi-
sors should have a common understanding of your perfor-
mance appraisal system and how ratings should be applied.
Written summary comments that support the rating (posi-
tive or negative) will be helpful in identifying problem
areas or trends in performance. For example, simply
stating someone was uncooperative will not be sufficient if
the appraisal is scrutinized. Pointing to specific examples
that demonstrate a lack of cooperation will however, be
seen as specific reasons that justify your actions.

Itis helpful to have someone, a higher level manager or
human resources, review the appraisal. This will help
maintain consistency between employees and make sure
that appropriate, non-discriminatory language is being
used to either compliment employees or outline perfor-
mance problems. Court cases also demonstrate that a
history of above average, commendable performance ap-
praisals can be problematic. It will be difficult to explain
to a jury or a human rights department investigator why a
person with years of above average or meets expectations
performance ratings was terminated. For that reason man-
agers should document both good performance and perfor-
mance that needs improvement.

2005 Key Employment Trends

Rise in health care costs

Lower HR-staff-to-employee ratios

Employee demand for flexible work schedules

Managing talent

Workplace privacy concerns of employees

Linking pay and performance

Telecommuting

Employee demands for customized employment relationships
Greater demand for time off

0. Backlash against managed care
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FACTS ABOUT OUR FEATHERED FRIENDS

The Hummingbird

--The average hummingbird weighs less
than a penny.

--Has a body temperature of 111
degrees.

--Beats its wings more than 75 times a
second.

--Its heart beats 1,260 times a minute.

--Has an average lifespan of 3 years, although the
record is 12 years.

--Its newborn are the size of bumblebees.

--Its nest is the size of a walnut.

--Is the only bird that can fly backwards.

--Flies at 27 mph.

--Can fly nonstop over the Gulf of Mexico in 18-1/2 hours.

--Feed every 10 minutes and consume 2/3 of their body
weight in a single day.

--If an average man had the metabolism of a hummingbird,
he would have to eat 285 pounds of hamburger every
day to maintain his weight.

The Eagle

--The nest of a bald eagle can be 12 feet deep, 10 feet wide
and weigh over a ton.

--Bald eagles are not bald. The top of their head is covered
with slicked down white feathers; from a distance they
appear hairless.

The Penguin

--The penguin has an apparatus above its
eyes that enables it to transform salt water
into fresh water.

--The penguin takes only one mate during its
life and is such a conscientious parent that it
will, if necessary, starve to death in order to
provide its children food.

--Penguins can swim but cannot fly.

The Chicken

--Inone year, hens in Americalay enough eggstoencircle the
globe a hundred times--that's approximately 6.657
billion dozen.

--The maximum speed of a chicken is 9 miles per hour.

--Chickens have 250-350 taste buds compared to a
human's 9,000.

--Chickens roost early in the evening because they have very
poor night vision.

Other Birds:

--Owlsturntheir heads inalmostacircle because they cannot
move their eyes. Their eyeballs are tubular rather than
round.

--New York City has the largest population of peregrine
falcons in the world.

--Ducks on the outer edge of the group sleep with one eye
open. Those in the center feel more protected and have
both eyes closed.

--The American crow is found in every USA state except
Hawaii.

--Frigate birds can fly at a speed of 260 miles per hour.
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PAYROLL RATES AND EARNINGS

PAYROLL RATES

Social Security Rate - Employer

Social Security Rate - Employee

Social Security Wage Base

Maximum Social Security Tax - Employee

Medicare Rate- Employer
Medicare Rate- Employee
Medicare Wage Base

Maximum

Medicare Tax - Employee

Self-Employment Social Security Rate
Self-Employment Social Security Wage Base
Maximum S.E. Social Security Tax

Self-Employment Medicare Rate
Self-Employment Medicare Wage Base
Maximum Self-Employment Medicare Tax

Federal Unemployment Rate
Federal Unemployment Wage Base
Maximum Federal Unemployment per Employee

Minnesota
Minnesota
Minnesota

Unemployment Rates
New Employer Rate (Non-Construction)
Unemployment Wage Base

401(K) EXCLUSION

Maximum Contribution
Catch-Up Contribution @

IRA CONTRIBUTION
Maximum Contribution
Catch-Up Contribution ®

MINIMUM WAGE- HOURLY RATES
Federal Regular Wage
Federal Opportunity Wage @

Minnesota
Minnesota
Minnesota

PERCENTAGE WITHHOLDING FROM SUPPLEMENTAL WAGES

Federal
Minnesota

Large Employers (gross at least $500,000)
Small Employers (gross less than $500,000)
Opportunity Wage @

FEDERAL BACKUP WITHHOLDING

2005
6.20%
6.20%
$ 90,000.00
$ 5,580.00

1.45%

1.45%
No Limit
No Limit

12.4%
$ 90,000.00
$ 11,160.00

2.9%
No Limit
No Limit

.8%
$ 7,000.00
$ 56.00

.68-11.00%
2.88%
$ 23,000.00

$ 14,000.00
$ 4,000.00

$ 4,000.00
$  500.00

5.15
4.25
5.15
4.90
4.25
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25
6.25
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MAXIMUM EARNINGS UNDER SOCIAL SECURITY BEFORE LOSS OF BENEFITS
Under Full Retirement Age @ ($1 lost for every $2 over limit)

Full Retirement Age ¥ and Above
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@
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Maximum additional exclusion for age 50 and over

Special “training wage” for first 90 days of employment for employees under 20 years of age

Applies in year of retirement
65 years and 4 months in 2004
65 years and 6 months in 2005

$ 12,000.00
$1,000.00/mo
No Limit

%
%

%
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2004
6.20%
6.20%
$ 87,900.00
$ 5,449.80

1.45%

1.45%
No Limit
No Limit

12.4%
$ 87,900.00
$ 10,889.60

2.9%
No Limit
No Limit

.8%
$ 7,000.00
$ 56.00

.56-10.88%
2.53%
$ 22,000.00

$ 13,000.00
$ 3,000.00

$ 3,000.00
$  500.00

5.15
4.25
5.15
4.90
4.25
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$ 11,640.00
$970.00/mo ©
No Limit

%
%
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2004-2005 IRA and SEP PLAN LIMITS

2004
Traditional IRA and
Roth IRA under age 50 $ 3,000
Traditional IRA and
Roth IRA age 50 and over 3,500

SEP 25% of earnings
(20% of net self-employment income)
Maximum Earnings 205,000

Maximum SEP Contribution 41,000

E. Allen Mazorol

Phone: 715-833-6747
Toll Free: 800-785-8753
Fax: 715-833-6750
Email: al@nohre.com

2005
$ 4,000

4,500

210,000
42,000

"KOHRE
EPORT

2004-2005 RETIREMENT PLAN LIMITS

2004 2005

Maximum Salary $ 205,000 $ 210,000
Maximum 401(Kk) Deferral 13,000 14,000

401(k) Age 50+ Catchup 3,000 4,000
Maximum 403(b) Deferral 13,000 14,000
Maximum Defined

Contribution Limit 41,000 42,000
Minimum Earnings for

SEP Participation 450 450
Maximum Deferral to

a SIMPLE 9,000 10,000
SIMPLE Age 50+ Catchup 1,500 2,000

Meet the Nohre Staff

Al joined Nohre with over 20-years of experience with
large and small manufacturing and service businesses covering
avariety of industries including computer hardware and software,
orthopedics, E-commerce, and back-office automation. Al
specializes in information technology, accounting and customer
service. He is also part of our administrative team.

Al earned his Bachelor of Science in Business Administra-
tion with an emphasis in accounting at the University of Minne-
sota.

Bringing a wealth of knowledge to the Nohre team, Al is
prepared to work with you on your systems implementation and
support needs. Please let Al know how he can better serve you.

Areas of Expertise
MIS/IT Services
Systems Implementation and Support
Accounting Services
Bookkeeping
Payroll Processing and Compliance

Organizations
Eau Claire Chamber of Commerce

Chippewa Falls Elks Club

NEWSLETTER POLICY

This newsletter is designed to present information on business and tax matters in general
terms and is not intended to be used as a basis for specific action without obtaining further

advice.

Editors: Debra Stange and Al Mazorol

Please forward comments to newsletter@nohre.com
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