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Improving Cash Flow – Steps That Can Make a Difference
When a small business is having problems with cash flow, borrowing money isn’t the only solution.  Instead, what’s frequently called for is better cash management.  Here are some pointers.
Purchasing.  Instead of buying supplies all at once, buy smaller quantities more frequently.  Buy in bulk only if offers a significant price break.
Negotiate the best possible payment terms with vendors.  Pay bills on time, but don’t pay early unless offered a discount for prompt payment.  Passing up a discount can be costly.  For example, with payment terms of “2/10, net 30,” failing to take the 2% discount offered for paying the balance 20 days early is equivalent to obtaining financing at an annual rate of over 36%.

Getting Paid.  To help speed up receipts, put the same concept to work by offering customers a discount for paying their invoices early.  If that isn’t successful, charge an extra percentage on past-due invoices.  And send bills promptly.  Instead of waiting for a 30-day billing cycle, bill customers immediately after the goods ship or services are delivered.  Consider switching perennially slow-paying customers to COD.

Managing inventory.  Generate cash by getting rid of slow-moving inventory.  Return the items where possible and come up with a plan to move the rest, even if it means making down the items substantially.  For new purchases, avoid overstocking by carefully planning the quantities that need to be kept on hand.

Trimming Spending.  Review operating expenses to make sure they are necessary.  Look for ways to cuts costs by shopping for better rates on insurance, telecommunications, and other overhead items.

Controlling taxes.  Take advantage of opportunities to reduce taxes.  For example, make planned equipment purchases before year-end if the business will be able to write off the cost on this year’s tax return.  Or consider setting up a tax-deferred retirement plan to benefit owners and eligible employees.

Forecasting and budgeting.  Using reliable, up-to-date financial information, map out projected cash inflows and outflows.  Then make it a standard practice to regularly monitor the company’s cash position.

Spotlight Shines on 401(k) Fees
New rules proposed by the U.S. Department of Labor (DOL) aim to beef up the information provided to employees who participate in 401(k) plans, effective for plan years beginning on or after January 1, 2009.  In addition to general plan information, the proposed rules require disclosure of:

(  Fee and expense information regarding the plan’s investment benchmark returns.

(  Past performance data and comparable benchmark returns.

(  A description of fees and expenses charged to participants and beneficiaries for plan administrative services, as well as show those charges are allocated among their individual plan accounts.

(  A description of fees and expenses charged to a specific participant’s account based on actions taken by that participant (e.g., charges for processing loans).
Time for a Roth Conversion?  
When the investment markets are rocky, bright spots may be hard to find.  But here’s one:  If you’ve been thinking of converting  traditional IRA to a Roth IRA, making your move when the value of your IRA has dropped means your “tax cost” will be lower.  

Traditional Tax Treatment
With a traditional IRA, contributions may be deductible, and investment earnings accumulate tax deferred.  Income taxes are not due until you withdraw money from your traditional IRA.*  Once you reach age 70-1/2, you must begin taking annual minimum distributions from your account.

If You Convert

You may convert a traditional IRA to a Roth IRA if your modified adjusted gross income (not counting the taxable conversion amount) is not more than $100,000 and, if you are married, you file a joint return.  (These restrictions are lifted after 2009.)  The previously untaxed amounts in your traditional IRA will be immediately taxable in the year of the conversation.  The taxable conversion amount is calculated as of the day of conversation.

Why Convert?
So why convert?  To take advantage of the biggest Roth benefit – tax-free investment earnings.  Once you’ve held a Roth IRA for five years and you’re over the age of 59-1/2 (and in certain other circumstances), you won’t have to pay income taxes on withdrawals of investment earnings.  And you don’t have to withdraw money from a Roth IRA unless you want to, since there are no mandatory minimum distribution requirements during the account owner’s lifetime.  Roth IRA assets that pass to your beneficiaries won’t be subject to income taxes.  

An Unintended Consequence

Should the value of your account drop after your conversion, you could end up paying tax on money you no longer have.  If this happens, you can undo the Roth conversion by recharacterizing the transaction and transferring your money back to a traditional IRA.  You’d no longer owe tax on the conversion, assuming the recharacterization met applicable tax law requirements.

We can help you determine whether a Roth IRA conversion would be a beneficial move.

*Withdrawal amounts attributable to nondeductible contributions are not taxed.
Go Figure!
The flexible spending account (FSA) has become a popular benefit.  You put pretax money into an FSA and then use it to pay either eligible health-care or dependent-care expenses.  Depending on your tax bracket, the savings can be considerable.

If you have an FSA, or you’re considering starting one, now’s the time to figure out your needs for 2009.

Medical Expenses for 2009  
If you currently have a medical FSA, check your balance.  Do you have enough to cover expenses for the rest of the year?  Use your 2008 FSA as a baseline for 2009 and make adjustments for changes and major expenses.  Did you get glasses this year or will you need them next year?  Are you adding to the family or are adult children leaving the nest?

If you’re opening an FSA for the first time, look through your medical, dental, and eye-care expenses for the past 12 months to come up with a realistic estimate.

Funding limits for medical FSA are set by individual employers.  Note that you may have a two-and-a-half month grace period after year-end to use any unspent funds.  Any money left in the account after that period is forfeited.

Dependent-care Expenses for 2009  
Estimating dependent-care expenses is less complicated.  Remember that you can use a dependent-care FSA to pay for care for dependent adults as well as children.  The maximum funding amount for a dependent-care FSA is $5,000 a year.
Filing Extension Change
Partners and beneficiaries use information reported on Schedule K-1 and similar statements distributed by partnerships, estates and trusts to complete their personal income-tax returns.  When that information isn’t received in time to meet the April 15 filing deadline, personal returns can be put on extension until October 15.

The problem:  Partnerships, estates, and trust that report on a calendar-year basis also may obtain six-month filing extensions until October 15.  So the information that partners and beneficiaries need might not be issued until the same day their personal returns are due.

To address this problem, the IRS has shortened the extension period for partnership returns and for estate and the trust income-tax returns from six to five months.  This change applies to extension requests for returns due on or after January 1, 2009, for tax years ending on or after September 30, 2008.  It does not alter the deadline for 2007 returns on extension until October 15, 2008.

The World Wide Web @ Work
In today’s connected, online world, millions of people have access to e-mail and the Internet through their jobs.  It would be naïve to think that employees use those resources only for work-related tasks.  It would also be naïve to ignore the fact that employee misuse, unintentional or otherwise, could cause problems for your business.

To keep your employees on task and your business safe, institute an e-mail and Internet usage policy that your employees understand and respect.

Productivity Problems 
Does productivity suffer when your employees are surfing the web and sending e-mails for personal reasons?  Probably.  But a certain amount of personal use in generally acceptable and included in a usage policy.  There’s another concern with personal use:  Downloading games and music or video files can drain your system’s resources by hogging bandwidth and taking up storage space.
Liability Lessons
Downloads present another problem – copyright infringement.  An employee who downloads and listens to music at work may be product enough, but it could spell trouble for your business if illegal files are found on your computers.

Allowing employees to install personal software on your system could create a headache, too.  Even if it’s being used for work, you don’t want an audit to discover software on your system that your company doesn’t own or license.

Security Scares

Viruses, worms, and spyware are just a few of the threats your business may face in the absence of usage guidelines.  Make employees aware that opening unauthorized e-mail attachments and downloading files and programs from the Internet could cause serious – and costly – security problems.

Policy Pointers

Putting a comprehensive policy in place will provide clear guidelines for acceptable Internet and e-mail use.  It should spell out your policy on personal use and downloading, explain restricted activities (including websites that are off limits and prohibited e-mail practices), and provide ethical guidance.  It should also disclose any monitoring practices and state that all e-mails and documents may be examined, including any that are personal.

Client Line Items
The IRS has raised the optional standard mileage rates for the period from July 1 through December 31, 2008.  The new per-mile rates are 58.5 cents for business use of an automobile and 27 cents for computing deductible medical and moving expenses.  
Charitable giving reached a mile-post in 2007:  Donations surpassed $300 billion.  In its annual report, the Giving USA Foundation put the figure at $306.39 billion.  However, after adjusting for inflation, donations increased only 1% over their 2006 level.

If a law school graduate meets the public service work requirements of his school’s student loan forgiveness program and his loans are discharged, is the forgiven amount taxable as income?  “No,” says the IRS in a recent ruling.  Various tax law requirements must be met to qualify for tax-free treatment.

What does it take to keep employees happy in their jobs?  Recent research says that competitive pay is less important that it was in 2006, while health insurance is more important.  Source:  2008 World of Work, Randstad 
Client Profile
Adam has his own business and is weighing the pros and cons of establishing a retirement plan.  He knows it would provide tax advantages and help him retain good employees, but he’s concerned about the costs.  
Without question, employees value retirement benefits.  A retirement place would give Adam and his employees an excellent opportunity to set aside money for the future in a tax-favored way.  Employers can choose from many different type of plans.

For example, if Adam’s business doesn’t always generate a profit, or if profits are unpredictable, then a pension requiring Adam to make an annual contribution would not be a good choice.  A 401(k) or profit sharing plan, or a combination of the two, might be a much better arrangement under the circumstances.

With a 401(k) plan, eligible employees who choose to participate contribute a portion of their pay to the plan.  These contributions generally are made on a pretax basis, although a 401(k) plan also can offer an after-tax Roth contribution option.

Employer matching contributions are an optional feature.  With a profit sharing plan, contributions can be made at the employer’s discretion.  So, if profits are low one year, the company could make a small contribution – or no contribution – to the plan.

Certain retirement plans are specifically aimed at small employers.  They generally involve minimal administration and have low maintenance costs, but often require employer contributions.

If you are thinking about establishing a retirement plan, let us know.  We can help you select an appropriate plan.

Questions and Answers
Q.   What is the current federal estate-tax exemption?
A. Each individual is entitled to a unified credit that effectively exempts up to $2 million from federal gift and estate tax.  That amount increases to $3.5 million for individuals who die in 2009.  Only $1 million of the exemption may be used to shelter lifetime gifts.  Potential changes to the gift-and-estate-tax-system are under discussion.
Q.  For liability reasons, my company wants to isolate a new business activity in a subsidiary.  We’re currently an S corporation.  Does the tax law allow an S corporation to have a subsidiary?
A.  It does.  You have two basic choices.  You can form a regular C corporation subsidiary, with your S corporation owning 80% or more of its stock.  Alternatively, you can form a wholly owned QSub (qualified Subchapter S subsidiary).  A QSub is not treated as separate from its parent corporation for federal tax purposes.
