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How to Reduce Cash Outflows

Sensible ideas for small-business owners

he flow of cash leaving your business can be a major

concern during this economic slump. Of course, this
is a sensitive matter, because you do not want to jeopar-
dize long-standing relationships with suppliers or clients.
With that in mind, here are several ideas to consider.

¢ Arrange to pay large bills at the latest date possible
(assuming there is no discount for early payment). For
instance, say you delay a $25,000 bill for six weeks. If
the money is invested at an annual simple interest rate
of 5%, you save $144. The savings can multiply dramati-
cally when this strategy is used repeatedly.

¢ Compare the cost of taking a discount against the
benefit of delaying payment. If the amount that can be
earned on the cash is less than savings via the discount,
you generally should not delay payment. However, do not
assume that you will always come out

For instance, you may be offered installment payments,
consignment sales or special terms for the purchase of
seasonal items. In addition, you may be able to arrange
delaying payment until the goods are delivered.

¢ When it makes good economic sense—factoring in
price and quality—try to buy your goods from the fastest
supplier. This helps to cut down on inventory costs. If
you normally deal in large quantities with just one ven-
dor, you may be able to get preferential treatment.

¢ Ask the supplier to bill you at the end of the month
(assuming you are a large customer). That will enable
you to stretch your cash further each month—without
paying any finance charges.

¢ Try to negotiate a price discount for high-volume pur-
chases. Note: Don’t forget about those inventory expenses

ahead with the discount. The best
approach is to have things figured
out both ways.

¢ Avoid excess inventory. This not
only ties up cash resources, but the
carrying expenses—warehouse space,
insurance, etc.—can effectively reduce
the value of the goods. Note: The
tax requirement to capitalize certain
inventory expenses increases the cost
even further.

¢ Weigh any special offers from sup-
pliers that can reduce overall costs.
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when you are figuring out how much
things will actually cost you.

¢ Take advantage of the most fa-
vorable accounting methods. For
example, depending upon the cir-
cumstances of your business, it may
be advisable to switch to the LIFO
(last-in, first-out) method of valuing
inventory.

¢ Do not give Uncle Sam “free” use
of your money. A company can gen-
erally avoid a corporate estimated tax
penalty by paying quarterly install-
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ments equal to 25% of (a) 100% of the prior year’s tax lia-
bility or (b) 100% of the current year’s liability. Caution:
There are special rules for large corporations.

¢ Finally, consult with your professional business ad-
visers. They may be able to suggest various ways to stream-

The Real “Power” in Estate Planning
Q’s and A’s on using a power of attorney

he thought of being incapacitated—either perma-

nently or temporarily—certainly is not a pleasant
one. Nevertheless, it is important to take precautions in
the event you suddenly become incapable of managing
your financial affairs. No one is immune.

One common means of ensuring some measure of protec-
tion is to create a “power of attorney.” In particular, it may
be beneficial to use a “durable” power of attorney. Here
are the answers to several questions about this technique.

Q. How does a power of attorney work?

A. In simple terms, a power of attorney is a legal docu-
ment that authorizes another person to act on your
behalf (called the “attorney-in-fact”). Note: This may
also be used to describe the person acting for you. The
power can be either specific (e.g., limited to having
someone sell your home or car) or broad. A regular power
of attorney is no longer valid after you become incapaci-
tated. However, a durable power of attorney remains in
effect if you become incapacitated and terminates upon
your death. That is why this variation is often preferred.

Q.Can I set up a durable power of attorney to take
effect at the time I become incapacitated?

A. It depends. Such a “springing” power of attorney is
not authorized in all states. You must find out the appli-
cable state law from an experienced attorney. Similarly,
you should rely on an attorney to do all the other neces-
sary paperwork for the durable power of attorney.

Give Us A Call!

Do you have any questions or comments

situation? Please do not hesitate to
contact our office. We would be
glad to serve you in any way

line your operation, reduce operating costs and lower
overhead.

In some cases, you may want to conduct a business audit
or review. This can provide a complete picture of the com-
pany’s finances.

Q. What if I change m
mind about granting
power of attorney?

o <

A. While you are com-
petent, you may revoke f§
a power of attorney 'f? >

(whether or not it is 7

durable) at any time for any reason. The best thing to do
is to notify the “attorney-in-fact” in writing. Also, notify
other parties who may be affected.

Q. Can a durable power of attorney be used for health
care decisions?

A. Yes. For instance, you can establish the terms for
deciding whether or not you are incapacitated. In
addition, it is important that you discuss these matters
in detail with the attorney-in-fact to give him or her
more guidance.

Q. How is this different from a living will?

A. A durable power of attorney gives another person the
power to make decisions in your best interests. In con-
trast, a living will provides specific directions concerning
terminally ill patients. Living wills are now recognized in
every state.

Q. Can I set up a durable power of attorney for a rela-
tive who is no longer competent?

A. No. A durable power of attorney is binding only if the
grantor of the power was competent when it was drawn
up. However, just because someone has been diagnosed
as having a specific disease does not mean that he or she
is incompetent. For instance, if an elderly person is suf-
fering from Alzheimer’s disease, it still may be possible to
utilize a durable power of attorney.

If you have a power of attorney executed, it should be coordi-
nated with other aspects of your estate plan. Seek professional
assistance for your personal situation.
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Seven Ways to Protect Your Identity

Helpful steps to thwart identity theft

dentity theft occurs when someone

uses another party’s personal infor-
mation—typically, a person’s name,
Social Security number or credit card—
without authorization. The informa-
tion may then be used to commit fraud
or some other crime. Recent occur-
rences involving identity theft have
been well documented by the media.

i)

What is Congress doing about the

problem? Recent legislation, includ-

ing the Fair and Accurate Credit

Transactions Act of 2003 (the FACT

Act), is designed to protect consumers.

For instance, the FACT Act requires

companies to monitor “red flags” indi-

cating the possible existence of identity

theft. Other legislative proposals are

being debated in Congress. Furthermore, the individual
states have enacted their own statutes concerning iden-
tity theft.

But you cannot rest easy. Even with these legal protec-
tions, you could still be an unwitting victim of identity
theft. Here are seven proactive steps you can follow.

7. Install antivirus software on computers. A computer
virus or spyware program that sneaks onto your computer

Tax Rules for Short-term Rentals

Do you own real estate that you rent out during the
summer? The tax law generally treats such properties as
“passive activities” subject to certain limits. Generally,
you cannot claim an overall loss.

Key exception: A property with an average rental period
of seven days or fewer (i.e., a “short-term rental prop-
erty”) is not considered a rental activity for this purpose.
Thus, losses are exempt from the passive activity limits
if you can show that you “materially participate” in the
activity.

For example, if you work more than 500 hours a year
in the activity, you can qualify as a material participant
in the activity. Other tests
may also apply.

These tax rules are ex-

tremely complex. Obtain

e . professional guidance for
your situation.

)

can steal private information. These mali-
cious programs scan your hard drive and
distribute data over the Internet. After
software has been installed, make sure it
is kept up-to-date.

g 2. Shred critical documents. This in-
cludes bank deposit receipts, credit card
statements and anything else with sen-
sitive data. If you have not done so
already, you might buy a paper shredder.
Caution: Identity thieves can learn a
lot from rifling through your trash.

5. Shop online only at secure sites.

Check the top or bottom of your browser

for a locked graphic or “https” in the

address bar. This means you are on a

secure Web page and the data is en-
crypted. Without this security, hackers can access your
private information.

&. Watch out for “phishing” scams. Phishing is a Web-
based technique employed by identity thieves. The thief
pretends to represent a company or charity and asks you
to provide information or click on a link. Use great dis-
cretion in your responses.

5. Do not give out vital information on the telephone.
Watch out for individuals claiming to represent a bank,
credit card company or charitable organization. You
could be talking to a hustler trying to steal your credit
card or bank account number.

6. Stash away important documents. Your Social Secu-
rity card, passport, birth certificate and other identifying
materials may draw the attention of identity thieves.
Keep these documents safely locked away in a safe
deposit box.

7. Check your credit report. Every U.S. citizen is en-
titled to one free credit report each year. Obtain the
free report from the three major credit agencies at
AnnualCreditReport.com. Verify that the information is
correct and investigate any suspicious activity.

Above dll else, remain vigilant. When possible, do not use
your Social Security number as a computer password. Also,
do not allow uncollected mail to sit in your mailbox for a long
time, where it can easily be poached. Finally, if you encounter
identity theft problems, contact an attorney immediately.



22 Business Deductions You Might Overlook

List of tax-deductible business expense items

f you own or manage a small business, you are probably

well aware that you can deduct the ordinary and neces-
sary expenses of operating the business. But did you know
that the definition of “ordinary and necessary” business
expenses comprises a lot more than the usual laundry list
of personal computers, staplers and labor costs?

For example, here are 22 tax-deductible items you may
easily overlook or ignore during the course of the year.

7. Answering service and beeper(s) if you are required
to be available as part of your job

Z. Audio- and videotapes that enhance your
business skills

W

. Bad business debts to the extent they are
worthless

. Bank service fees for business accounts
. Beverages and snacks for your employees

. Business interruption insurance

N S WA

. Business travel incidentals such as laundry,
airport shuttles, tips and so on

&. Computer software
7. Consulting fees you pay to outside experts

70. Gifts to business clients (limited to $ 25 per
recipient)
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7 7. Insurance premiums against casualty losses

Facts and Figures
Timely points of particular interest

Compensation vs. Dividends—Even tax professionals
run risks in receiving unreasonably low compensation.
Latest example: A CPA was paid a salary of $24,000
in a year in which his firm showed a large profit. The
firm paid out most of the funds to the CPA as dividends.
Unlike compensation, dividends are not subject to pay-
roll taxes. Now a district court has agreed with the IRS
that the dividends should be treated as compensation.

The tax deductions for these expenses have been approved
through various court cases, private letter rulings, IRS
regulations or tax code provisions.

Of counse, this list is not all-inclusive. Look through your records
for business expense deductions that are out of the ordinary.
Then check with a professional tax adviser to determine if the
expense is tax deductible or not.

. Internet service provider fees
. Legal fees paid in connection with business

/4. Long-distance telephone calls from home
if made for valid business reasons

/5. Magazine subscriptions and other periodicals

related to business activities

/7. Petty cash used for business-related expenditures

/8. Physical examination cost to establish fitness
needed for a particular job

I = /6. Passport fees used for business trips

> 7 9. Professional dues for business organizations
I\ 20. Special clothing required for work (e.g., for safety

reasons)

21. Tickets to sporting events given to customers
(limited to 50% of the cost)

. Union dues and similar assessments

Behind the Wheel—It is illegal for federal employees and
commercial truck and bus drivers to text while driving.
Also, more than half the states have laws prohibiting
drivers from texting. Now, the U.S. Department of Labor
says employers may be in violation of the Occupational
Safety and Health Act if they condone texting by their
employees while driving. Employers should immediately
remove any incentives for doing so.

another party any transaction or matter addressed herein. © 2011

This newsletter is published for our clients, friends and professional associates. It is designed to provide accurate and authoritative information with respect to

the subject matter covered. It is distributed with the understanding that the publisher is not engaged in rendering accounting, legal or other professional services.
Before any action is taken based upon this information, it is essential that competent, individual, professional advice be obtained. In accordance with IRS Circular
230 any tax advice contained in the body of this material was not intended or written to be used, and cannot be used, by the recipient for the purpose of 1) avoiding
penalties that may be imposed under the Internal Revenue Code or applicable state or local tax law provisions, or 2) promoting, marketing or recommending to




