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BACKGROUND 

In the last issue of the “Insiders Report”, I talked about the Tax Armageddon 

coming January 1, 2013.  Some people in the media have been calling it the “Tax 

Cliff”. 

As things stand now, American taxpayers are looking at the largest tax increase in 

the country’s history. 

The Bush tax cuts expire, the payroll FICA tax cut expires, many temporary cuts 

like bonus depreciation on new equipment, the Alt Min tax patch, tax breaks in 

the 2009 stimulus expire and the estate tax rates jump 57%.  Additionally, three 

major Obamacare tax increases go into effect.  Payroll taxes for those making over 

$250,000 increase by 31%, a new 2.3% tax on medical devices goes into effect and 

the medical deduction on your tax return becomes more limited. 

The current political climate precludes anything happening to change the above 

until the election November 6.  If the republicans win the presidency and a major-

ity in the senate, I believe you will see a whirlwind of tax legislation extending the 

Bush tax cuts and many of the other tax breaks currently in place.  The 

Obamacare tax increases may also be delayed or eliminated. 

If President Obama wins another term or the senate remains in democratic 

hands, I see a compromise on the Bush cuts but very little movement on any of 

the other taxes. 

PLANNING 

Tax planning consists of ordering your financial affairs in anticipation of the tax 

regime looking forward.  With so much uncertainty of what the future holds, tax 

planning becomes a total guessing game. 

A couple points can be made.  If the Bush tax cuts do expire, all rates will go up.  

Therefore, it may be wise, if you have the flexibility, to move income from 2013 

into 2012. 

With Obamacare tax increases factored in, capital gains rates rise from 15% to 

23.8% so if you have capital gains property that can be sold, it would probably be 

advantageous to sell in 2012 versus 2013. 

TAX PLANNING 2012-2013 
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REDUCING INSURANCE CLAIMS 
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SEND US A NEW CLIENT 

The restaurant industry is inherently subject to many 

liabilities, with accidents from trips and falls topping the 

list. To reduce employee and customer slips, trips and 

falls, consider the following. 

Keep floors clean and dry at all times 

Remove excess clutter from aisles, exits and walkways. 

Instruct employees to clean up spills immediately and 

place cones or signs to alert others of the wet surface. 

Place non-skid floor mats near the sink, dishwashing 

area or other areas likely to get wet. 

Instruct employees to wear non-slip footwear without 

leather soles nor with open toes 

Stretch out carpet bulges and fix broken tiles 

immediately 

Provide adequate lighting in all areas of the restaurant, 

parking lot, and entryways to prevent accidents. 

Remove snow and ice promptly from parking area and 

walkways 

I have never been bashful about asking for new 

business.  Heck, we have been successful for 66 years in 

a tough industry so we must be doing something right. 

I am not bashful about asking because referring a new 

client to us is a win-win-win for everyone. 

It helps you because by us obtaining new clients and 

handling their accounting and payroll needs efficiently 

we have been able to keep your fees minimal while at 

the same time improving and expanding our services to 

you. 

It helps the new client because from my experience 

talking to prospective and new restaurant clients, I can 

tell you that in many cases they are over -paying for 

inferior work.  In fact, I am seeing more and more 

examples of  non-specialized accountants and 

accounting firms who are just overwhelmed and cannot 

keep up with what is happening in the restaurant and 

bar industry.  Don’t be afraid to ask your restaurant or 

bar friend to take a look at us.  You may be doing them 

a big favor. 

And finally, the win for me is that it helps me to keep an 

excellent, experienced staff on payroll. 

To make it an even sweeter deal  for you, anytime you 

refer a new client to Kallas Restaurant Accounting you 

receive a gift certificate worth $150.  Just go to the 

website and click the “Referral Gift Program” or simply 

give me a call.  Thanks in advance. 

Nick Stamatopoulos owner of Alpha Coney Island 
in Jackson took his Detroit Coney Island concept 
to Jackson where they never had Detroit-style 
Coney Islands. Nick is a hard worker who 
attributes his success to being on the premises, 
greeting customers and watching over all the little 

details. 

 Dividend rates go from 15% to 43.4% for high income 

taxpayers so this is another area where you should ac-

celerate income into 2012. 

The favorable depreciation write offs are expiring and I 

see no major push to renew them so do not expect the 

big tax breaks for buying or building a new business in 

2012 or 2013 unless the Congress goes republican, in 

which case there could be a complete re-write of tax 

code in 2013 or 2014. 

All the uncertainty about the economy and taxes is why 

the big money is just standing pat.  For the rest of us, 

we will just have to roll with it.  Many questions will be 

answered on November 6. 
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and compare the tips reported there to tips reported 

on form 8027.  If your employees are under-reporting 

tips, you are the one who pays the tax and the taxes 

could be huge. 

Hidden bank accounts.  This  is another area that 

has expanded in recent years.  You can be sure if there 

is a bank account that you have not reported and they 

find it – you are in big trouble. 

Auto mileage.  Because this is a deduction that is 

abused by many business people, more and more 

audits are demanding proof of business use of an 

automobile.  The proof required is a logbook showing 

odometer readings on each business trip, description 

of purpose of the trip along with 3rd party odometer 

confirmation (oil change receipts with odometer 

mileage on the receipt). 

Gambling winnings and losses.  IRS has learned 

many taxpayers under-report their winnings and over-

report their losses.  The laws are strict on losses.  They 

must be proven with receipts or casino records. 

Credit card purchases.  Many restaurant owners 

like to pay expenses using credit cards for convenience 

and because of the value of the points.  Unfortunately, 

if that is your practice, you can be assured, IRS 

auditors will 

examine those 

purchases closely for personal items.  And please be 

aware, the statements themselves showing the 

purchase is not sufficient proof.  They will require 

actual bills 

Passive vs non-passive deductions and 

limitations.  This is a technical and complicated area 

of tax law that your accountant or tax advisor needs to 

monitor.  If done improperly, it can cost you tax 

dollars. 

Shareholder and partner basis issues.  This is 

another technical and complicated area of tax law that 

IRS will look at and is an area your tax advisor needs 

to monitor and explain.  Basically, it requires your 

accountant to maintain records of the money you 

invest and the money you take out of the business. 

No one has more experience in restaurant audits than 

Kallas.  We have been representing restaurant and bar 

owners for 66 years in various types of audit including 

insurance, court, landlord, franchise, state, city, and 

IRS. 

Some audits are routine and relatively painless.  Other 

audits are worse than a root canal and proctology 

exam at the same time.  It depends on the authority 

that is conducting the audit, the temperament of the 

auditor and of course, the completeness and 

organization of your records. 

The worst and most costly audits are IRS. 

From my years of experience in restaurant audits, I 

have developed the top 10 areas the IRS will 

concentrate their attention. 

 Deposits as compared to sales.  This is a rich 

area for auditors because in many cases, the deposits 

that go into your bank account are more than what is 

reported as sales on your tax returns.  This is a clear 

indication of under-reported sales.  If your sales are 

not reconciled to deposits as part of your accounting 

procedures by us, then we encourage you to talk to 

your bookkeeper to set up that procedure. 

Bank account activity.  Are unexplained deposits 

coming into your business or personal accounts?   Are 

there transfers being made out to unexplained 

sources?  Do the amount of deposits match with 

income reported on your returns? 

Vendor and other payments used for personal 

expenses.  It is fairly easy for restaurant owners 

(and other business owners) to sometimes pay a 

personal expense and run it through the business to 

get the deduction.  IRS will question and demand 

proof of large samples of your expenses looking for 

non-business items. 

Tip reporting.  This is a lucrative area for IRS.  It is 

simple for them to examine your credit card charges 

AUDIT ISSUES TO BE  

CONCERNED ABOUT 

The worst and most costly audits 
are IRS. 
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Calendar for September, October & November 2012 

645 Griswold, Ste 1500, Detroit, MI 48226 

(313) 962-6000     www.KallasCompany.com 

September 3 

Kallas closed for Labor Day. 

September 17 

Individuals: Pay the third installment of 

your estimated tax. 

Partnerships: File Form 1065 if you timely 

requested a 5-month extension. Deposit 

payroll tax for Aug if the monthly deposit 

rule applies. 

Corporations: File Form 1120 or 1120S if 

you timely requested a 6-month extension.  

Corporations: Deposit third installment of 

your estimated tax. 

Corporations: Taxes due for June year end 

corporations. 

Corporations: Estimated Taxes due for 

corporations with fiscal year ending 

January, March, June or September. 

September 20 

Michigan Sales, Use and MBT estimates 

due. 

October 15 

Individuals: File Form 1040, 1040A, or 

1040EZ if you timely requested a 6-month 

extension. 

Corporations: Taxes due for July year end 

corporations. 

Corporations: Estimated Taxes due for 

corporations with fiscal year ending 

February, April, July or October. 

October 16 & 17 

MRA tradeshow at Suburban Collection 

Showplace Novi (formerly Rock Financial 

Showplace). 

October 22 

Michigan Sales, Use and MBT estimates 

due. 

October 25 

UIA form 1020 due for 3rd Quarter. 

October 31 

File Form 941 for the third quarter.  

Deposit FUTA owed through Sep if more 

than $500. 

November 15 

Corporations: Taxes due for August year 

end corporations. 

Corporations: Estimated Taxes due for 

corporations with fiscal year ending 

March, May, August or November. 

November 20 

Michigan Sales, Use and MBT estimates 

due. 

November 22 & 23 

Kallas closed for Thanksgiving. 
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RESTAURANT PROMOTION 
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Most buyers of restaurants and bars do not consider 

the unemployment rate as a factor in their purchase 

decision.  Yet the unemployment rate can cause 

serious financial problems for a new owner. 

All employers in Michigan pay into the state 

unemployment fund based on an experience tax rate 

applied to their payroll.  The rate can be high or low 

depending on the amount of unemployment benefits 

paid to laid-off employees. 

A newly built 

business with no 

prior employees 

receives a 

starting rate of 3.36 %.  With a good history and few 

people collecting benefits, an employer can bring a 

rate down to as low as 0.056%.  With a bad record of 

lay-offs it can go as high as 14.5%.  On a small payroll, 

the difference in cost could easily be the equivalent to 

a full time manager’s wage. 

The trap for the new buyer of an existing restaurant is 

that if that buyer acquires 75% or more of the assets of 

another business then the buyer inherits the rate of 

the previous business.  In some cases, especially if the 

location has been closed, that rate could hit the 

maximum. 

The buyer may also be liable for any unemployment 

taxes that were not paid by the previous owner. 

By law, a seller must provide a buyer with Form UIA 

1027 at least two days before an offer to purchase is 

accepted.  Form 1027 notifies the buyer of the seller’s  

history of collections and payments. 

Receiving the form does not solve the problem 

because what do you do if you receive Form 1027 and 

you find that the unemployment rate is prohibitively 

high?  The simplistic answer from the state is:  “Don’t 

buy the business!”  Of course, to anyone with a brain, 

this is the opposite of putting people back to work. 
If you think healthcare is expensive now, wait until 
you see what it costs when it’s free. 
P.J. O’Rourke 

#8 IN OUR QUARTERLY SERIES OF PROMOTIONAL 

IDEAS TO BRING MORE SALES AND PROFITS TO 

YOUR RESTAURANT 

You may want to consider stopping discounting 

especially if you want to appeal to a higher end 

demographic customer.  There is a psychology to 

discounting.   

If you are trying to appeal to the masses – the largest 

demographic of all, discounting may well bring people 

into your restaurant.  But you will be competing with 

the large franchises and will attract the kind of 

customer that is always looking for a bargain and may 

never come back.  On the other hand, you may be 

giving a push to a customer who was thinking of 

coming to your restaurant but needed an incentive. 

Discounting also requires you to have very tight 

margins to make money. 

Instead of discounting, consider no strings offers that 

do not rely on percentages. Examples include value-

added perks such as free valet parking, 

complimentary services, merchandise, etc. And, in a 

related topic, never offer coupons, only offer 

certificates. There is a big difference in perception. 

TAX TRAP WHEN BUYING A 

BUSINESS 

So what is the solution?  They are limited.  You can 

discount the purchase price by the amount of the 

increased unemployment cost.  Or you can use certain 

legal techniques to purchase less than 75% of the 

assets of the acquired business. 

Hidden unemployment costs for the new buyer of a 

restaurant or bar can be a devastating problem.  The 

time to resolve the potential problem is before the 

purchase is made.  Before you make an offer, research 

the unemployment history of the prospective location 

and consult with your accountant or tax advisor 

familiar with unemployment issues.  If you wait or 

ignore the problem, you can find yourself in a world of 

trouble. Hidden unemployment costs for 
the new buyer of a restaurant or 
bar can be a devastating 
problem.   
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“Insiders Report” is intended as an informational tool for Restaurant 

and Bar owners. “Insiders Report” is a quick source for new and 

changing tax laws, legislation and practical management strategies 

the restaurant and bar owner need in today’s highly competitive 

food and beverage service industry. 

“Insiders Report” is published quarterly  by Kallas Publishing, Inc as 

a free service to Kallas Restaurant Accounting clients. 

For information or subscription rates, contact: 

 Kallas Publishing, Inc 

 645 Griswold St., Ste 1500 

 Detroit, MI 48226 

 (313) 962-6000 
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LEARN MORE IN ONE DAY THAN YOU WOULD 

EXPECT 

The Michigan Restaurant Trade Show will be held at 

the Suburban Collection also known as the Rock 

Financial Showcase in Novi on October 16 and 17.  

The trade show is a terrific way for owners to take a 

break from the day to day routine and see friends and 

colleagues and to get some fresh ideas on how to 

improve their restaurant. 

I always get some new ideas when I go to the show 

and it is a great way to keep up on new pricing, and 

state of the art products and services.  You will see 

demonstrations of new food products, new ideas on 

marketing, and be able to talk at length to vendors 

and service providers. 

The two days of the show are not only dedicated to 

providing restaurant owners with an opportunity to 

see vendors and their new offerings but also to attend 

valuable seminars, demonstrations and benefit from 

special show discount pricing. 

Kallas Restaurant Accounting maintains a booth at 

the show and we would love to see and talk to you as 

well as meeting owners who are new to us. 

If you’ve never attended the local trade show or even 

if you attend every year, make sure you mark it on 

your calendar today.  A couple hours of your time is 

well worth the benefit for years to come. 

IT REALLY IS A SELF-AUDIT LETTER 

You may receive in the mail a “Letter of Inquiry 

Concerning Michigan Taxes”.  This is a self-audit 

letter and should be sent to our office. 

The Michigan Department of Treasury is attempting 

to educate businesses on their obligation to remit 

“use” tax on purchases of tangible personal property 

from out of state or out of country. 

If you buy furniture, equipment or other items on-line 

or from outside Michigan and the sales tax is not paid 

by the seller, then you owe use tax on that purchase to 

the state of Michigan. 

The tax is paid on 

Form 4161 and 

requires you to 

determine what you 

have purchased from out-of-Michigan sources and 

pay 6% on those items.  If you do not respond, and 

state audits you and finds taxes due, then you will be 

subject to penalties and interest. 

For most restaurants, the amount is minimal and the 

cost to do the research looking up out of state 

purchases is more than the cost of the tax itself.  In 

other words, it costs you more to comply than the tax 

dollars collected by the state.  It is one of the idiotic 

taxes the current Governor has stated he would like to 

see eliminated and we are all for that. 

On the other hand, one restaurant I know of, bought 

$300,000 worth of furniture and fixtures from 

Ireland to enhance the authenticity and atmosphere 

of his Irish restaurant.  The state found out he did not 

pay sales tax on the items and he ended up owing 

$18,000 in Michigan use tax plus another $6,600 in 

penalties and interest. 

If you do receive an “Inquiry Letter”, send it to us and 

we will discuss with you how to respond. 

MICHIGAN RESTAURANT SHOW 

-- EFFICIENT USE OF YOUR 

VALUABLE TIME 

KEEP AN EYE OUT FOR A 

MICHIGAN”LETTER OF INQUIRY” 

If you receive an “Inquiry 
Letter”, send it to us and 
we will discuss with you 
how to respond. 


