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Dear Client,

For owners of small businesses and its employees, the recently enacted Health Reform legislation,
and another piece of legislation known as the “HIRE” Act, has some key provisions. Whether a
business will be affected by them depends on a variety of factors, such as the number of employees
the business has. We are writing to give you an overview of several provisions with the biggest
impact on small business. Please call our office for details of how the new changes may
affect your specific business.

Tax credits to certain small employers that provide insurance. The new law provides small
employers with a tax credit (i.e., a dollar-for-dollar reduction in tax) for nonelective contributions to
purchase health insurance for their employees. The credit can offset an employer's regular tax or its
alternative minimum tax (AMT) liability.

Small business employers eligible for the credit. To qualify, a business must offer health insurance to
its employees as part of their compensation and contribute at least half the total premium cost. The
business must have no more than 25 full-time equivalent employees (“FTES”), and the employees
must have annual full-time equivalent wages that average no more than $50,000. However, the full
amount of the credit is available only to an employer with 10 or fewer FTEs and whose employees
have average annual full-time equivalent wages from the employer of less than $25,000.

Calculating the amount of the credit. For tax years beginning in 2010, 2011, 2012, or 2013, the
credit is generally 35% (50% for tax years beginning after 2013) of the employer's nonelective
contributions toward the employees' health insurance premiums. The credit phases out as firm-size
and average wages increase.

Self-employed individuals, including partners and sole proprietors, two percent shareholders of an S
corporation, and five percent owners of the employer are not treated as employees for purposes of
this credit. There is also a special rule to prevent sole proprietorships from receiving the credit for
the owner and their family members. Thus, no credit is available for any contribution to the purchase
of health insurance for these individuals and the individual is not taken into account in determining
the number of full-time equivalent employees or average full-time equivalent wages.
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Also, as mentioned above, the President signed into law the “HIRE” Act. The following is a major
item associated with this legislation.

Payroll tax holiday and up-to-$1,000 credit for employers who hire unemployed workers.
To help stimulate the hiring of workers by the private sector, the new law exempts any private-
sector employer that hires a worker who had been unemployed for at least 60 days from having to
pay the employer's 6.2% share of the Social Security payroll tax on that employee for the remainder
of 2010. A company could save a maximum of $6,621 if it hired an unemployed worker and paid
that worker at least $106,800—the maximum amount of wages subject to Social Security taxes—by
the end of the year. As an additional incentive, for any qualifying worker hired under this initiative
that the employer keeps on payroll for a continuous 52 weeks, the employer is eligible for an
additional non-refundable tax credit of up to $1,000 after the 52-week threshold is reached, to be
taken on their 2011 tax return. In order to be eligible, the employee's pay in the second 26-week
period must be at least 80% of the pay in the first 26-week period.

The above material is necessarily brief. As such, we invite you to call us to further discuss the above
or any other area with regard to your business.

Sincerely,

Kahn, Berman, Solomon, Taibel & Mogol, P.A.
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