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BusivEss & Tax PLANNING [DEAS for OUR CLIENTS and FRIENDS

Structuring Loans to Family
Members

In today’s challenging economy,
more and more family members
are seeking financial help in the
form of loans from parents and
other relatives. While there is
nothing inherently wrong with
helping a family member, there
are important practical and tax
matters that vou should consider
before making an intrafamily
loan.

Treat the decision to lend seriously

Liive carcful thought to whether you honess-
by want to loan money to your son, daughter,
of otiker family member. You'll also want to
consider how much you can comfortably
give. Don't put your own financial fature at
risk by lending money you can't afford 1o
lese, Saying “no™ may not be easy, but doing
sov mow can help avold a more diffioult situa-
thon dowm the road,

Put it in writing

Should you decide to lend money to a family
member, miake the deal as businesslike as pos-
sible. While it may seem overly formal o
document a loan o a family member, with-
cnst ong, the Internal Bevenue Service ([RS)
could argue that there was no boan at all—
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Did You Know?

It iz believed that the
Romans introduced
the serrated edges of
today's coins as a
way to discourage the
practice of shaving off
thin slices of precious
metals.

that the money you gave was really a gift.
What's more, should the borrower be urnabibe
to repay all or somme of the loan and wou
want 1o write it off as a nonbusiness bad
deb, documentation showing that the boan
actually existed comld be critical,

Sat an interesd rate
Many families choose to make no-interest or
below-market-interest loans to family mem.-
bers, According to the Internal Bevenue
Code, a below-market loan is one that has an
imterest rate lower than the applicable feder-
al rates (AFR) established by the [BS as the
minimum for koans between family mem-
bers. AFR rates are hased on the type and
term of the koan and are set monthly by the
federal Bovernment.,
For a demand loan {2 loan payable in
ciwitireaed om page 2
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full at any time on the lender's
demancd}, if the lender does not charge
imberest at least expeal fo the AFR, b or
she is considered to have received
“Imputed” interest. This means that
the lender owes tax on the amount he
or she would have reocived i the AFR
had been used. And, for gift tax pur-
poses, the lender s treated as if he or
shes gave the bormowier a taxable gift of
the impated intereit amount exch vear
the loan i in lorce.

There are, however, bwo Impor-
tant exceptions to the imputed interest
rules. The first exception is known as
the F100EKE gift loan exception. This
meeans that the below-market Imputed
interest rules do not apply to individ-

Deducting Business Car
Expenses

Operating a car for business can be
expenslve, so It's Important o take
advantage of the available tax breaks.
IF v use a car for business purposes,
here's wilhat wou nsed o know

Defining business miles

The IS defimes business use as the
miles you drive your car bebween bwo
business locations, If, for example, you
travil between your offioe and  the
office of a customer or bebween two
jobrs, your fravel s conskdered a
deductible  business expense. If you
have a regular place of business, the
it of |T.H'|HHiI!E b yinar me
amd  a  temporary  work  site i
deductible, regardless of the distance
traveled. Commuting from your home
b yoaer regular place of basiness s nod
deductibde. Howewver,  [or salf-
employed workers whao work from a
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wal boams with an aggregate outstand-
ing amount of not over 510000 on
any glven day. However, this exception
does not apply if the loan proceeds ane
wiesl b0 prarchase  noome-producing
Assets,

A second exception protects even
larger low- or no-interest loans. For
bebowe-market gift Inams wp to $ 100,000
betwien  individuals, the amownt of
interest added to the lemder's taxable
incoane is limited 1o the bormwer's met
investient income. In cases where the
borower's et nvestment Income B
bess than 51,0040, the lender will not be
required to Inchade any impated inter-
est fronn the boan in bis or her txable
oy,

For example, il you gave your
child am nterest-free loan to buy a

home offlce, the cost of driving from
home to other work locations s a
dieductible business expense.

Computing qualified expanses

There are two methods you can wse i
compute deductible expenses: the
stanclard mikeage rate or the acheal ooy
metlondl. With the standand mileege
rate, you claim a flat amsount for ssch
Pasirsess mike ¥ i drave, This rabe is set
by the RS and adjwsted annually. The
standard milleage rate for 2004 is 37.5
cemts a mike, up from 36 cents in 2003,
Ter v thiis rnethoxl, maltipldy the ram-
bt of business miles driven during the
vear by the standard milleage rate.

To wse the actual expenses
method, calculate all vehiche expenses,
including gasodine and oil, tires, bat-
tery, repalrs, drivers loense and car
registration fiees, car Insurance, amd
depreciation.  To amrive ot the
chechuctibsle  amount, nmlti|'|l.:.-' your
tertal actial costs by the percentage of
usiness wse for the vehicke hased on

howme o start a basiness, U wionaleln ™
pay any tax on imputed interest as
long as e or she doesn’t earn net
imwestment imcome over $1,000. [f
your childs  investment  income
exntvedds 51,0000, the imputed interest
income rules apply. For gift tax pur
poses, forelgn lnterest s treated as a

taxable glft.

Tread carefully

Clearly, loaning money to family mem-
bers is mot something you should do
casually. It can damage personal rela-
tionships and cause income, gift, and
estate tax planning problems, Given the
comiplesity of the imputed interest
rules and the related exceptions, its
witie 1o seek professional advice In strec-
turimg boans to family members,

business miles as a percentage of total
miles.

Mote that business-related  tofls
and parking fees are deductible in full
regardbess of which method you wse.

New for 2004

Previously, taxpayers using more than
e viehicle ab a timme for bosiness coald
not use the standard mileage rate. The
S has announced that beginning In
2004 taxparyers who wse no more than
four wehicles for Business parposes
during the tax vear may use the stan-
dard mileage rate.

Which method is best lor you?

[[&] im]'u_lrhn:r o consicder E‘hn:""luli:,.'
whether to deduct the standasd
mileage rate or your actual costs, The
metivod you choose for deducting
business auto expenses for the year
vo place the car in service aflects your
options in later vears.

comlinmasd an Hexd page
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IF vour choose to use the standard
mibeage method in the frst yeas, you
can switch to the actual cost method n
later years. However, the meverse does
okt nppl}r. When i e thie actual
ooat mnartheod in bk BirsE year, yvou Can-
nast switch e the standand mileage for
thiat car in amy subsequent year

Also, iF you lease your car and
chome the standand mibeage method,

Tax Breaks for Supporting
Elderly Parents

A'III'ulugh mp;urrl'inH; E!Iduﬂ:,.' parets
can be financkally draining, qualified
taxpayers can get some flnancial assks-
tance from Uncle Sam. Individuals
who provide finamcial sepport for their
pﬁ:n:rl.h ey qua.lih_.l foar a d-EpE!lJE'.I:L“_L'
exemplion on their tax returns. In
addition, they may qualify for a med-
ical expense deduction as well as a
credit for dependent cane expenses.

Understanding dependency

Althowgh most filers are familiar with
claiming dependency exemptions for
themsebees, their spoases, amd their
chililren, ew are aware of the tax rules
governing dependency exempilons for
a pament or other relative. If vou pro-
vide more than half the cost of sp-
porting a parent or other qualified rel-
ative, pou may be entithed tooa depen-
-r!l:-nl.':,.' uxrmrlliun. ."ium:l-url irschades
food, bodging, clothing, transporta-
tion, recreation, medical and dental
care, and similar necessitles. The
dependent’s own funds are not consid-
pre] support unlegs I:I:w:.-' aré achsally
used for support.

Oualifying for the deduction

The parent or relative must be a LS,
citieer, oo a resiclent of the United
Staves, Canada, or Mexioo, Your panent
meed not Ive with yvou to qualify as a
dependent. Certain relatives, howeves,
st reside with you in order for yoo
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vou must use that method for the
eritire lease term.

While the standand mileage rate &
generally easier b0 use and doesn't
requilre as many detalled records, the
actual cost method may resudt inoa larg-
e andfor accelerated dechiction, partiou-
larky with a relatively expensive car. This
is especially true in bight of the lOberal-
ized depreclation, rules of recent years.

Regardiess of Ue method yoo use,
certain recordkesping  reguirements
apply. The best way tokeep track of the

to take a dependency exemption, The
:_I-l:'pt-:|1|.1|:-:|'|l st it file a point retum
with anyaone, unless the return i fled
anly o recelve @ refund for taxes pald.
Furthermeore, the dependent’s gross
incoune must be less than the personal
exemption amount which is $3, 100 for
2004, (Mote: this limit does not apply
b e civildren whao are fess than age
19 o to full-time students under age
24.) Tax-exermp income doesn't count
toward the personal exemption
amaunt, nor does the tax-cxempt par
o Social Security

Filing a multiple support agreement

In some cases, several sthlings join
together to support an elderly parent,
If vou ared your siblings together con-
trifmete more than hall yoaer '|1ur:9'r|l'5.
support, but mo one of you provides
meare than 500 of that support, you
can file a "multiple support agnec-

necessary information is to keep a log
handy b recomd the date, your business
miles, the destination, and the busi-
s purpose of your trip.

Whether you are consldering the
purchase of a vehicle for business e,
Fuave hq'Elln b e an exiging vehicle
for pasiness purposes, of would like to
be sure of the best tax treatment for
vouur existing business wehicle, please
call us s we cim help you receive the
Bt [u:mi'l:lll.- detuckior.

ment.” A multiple support agreement
allows any one of you who furnished
over 100 of the dependent’s supgsort
b claim she oo available tf.x{'mpliu:l.
if ebye others agree, Each contribsior
signs a Form 2120 and attaches the
form to his or her @x return. The pee-
son who claims the exemption Gin
albErnarte Trom year Lo year.

Deducting medical expenses

If wou pay more than half your paremt™s
support, you may be able to deduct
any mvedical EXPEASES YOU pay on liis
oof her behalf, even If your parent
earmed too much for you to claim a
dependency exemption. You may add
vour  parent's  gualifying  medical
EEAE L {including health insurance
premiums) 1o your own medical
expenses and deduct the expenses
which exceed 7.5% of your adjasted

prows incorme (A0

Oualitying for the dependent care
eredit

A :Il;-rwndﬂnt care tax coedit is available
for imdividuals wheo, inorder to b able
i work, pay someone (o care for a
mentally or physically disabled parent,
The credit b5 a pemoentags, bassd on
vour Alel, of the amount of 1!-|:'|:'|lr9'|1|.I.E"r|1.
care expenses vou pay. Expenses fog
care of a disabled dependent also may
guallfy for a medical deduction, Yoo
must choose to take either the item-
izl dichoction or the I:[EFH:'I:IIJI:':I“ Cage
credil, but ot Both.
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Golden Business ldeas

Murturing employee growth
Losing experienced employess s
expensive—the cost of recruiting and
refaining emplovees can be a signifi-
cant hit to your bottorn line. Here's
how ome company eases the probilem:
Each employes meets periodically
with hls or her mentor, who is
assignied by the company based not on

title or temure but on people skills and
knowledge about the company and its |
industry. Together they map out the |
employee’s career path in the compa-
ny, determining the training necessary |

to achieve the woals that are set.

Tip: Don't select an employee's :
manager as a mentor; It's a potential

canflict,

Headhunter paradiza

Trade shows. may be excellent places o |
find new products, suppliers, cus- |
tomers—and emiployees. The next Hme |

your oompany bas a booth at a trade
show, take advantage of the opportuni-
by and put up a help-wanted sign,

Challenge: Don't reject this idea wniil
you try it!

The odd adage “You leam from your
mistakes” contalns more truth than
Yo imagine,

Take advantage of those times |
when an “error” tums out to be & |
breakthrough. That may not ocour !
aften, but when It does, the rewards |
can be substantial—albeit unexpected. |

Ty tids: Instead of folbowing all |
the “rules” you've collected from years
of experience, break one of them jusg |
a litthe bit. Be sure, of course, vou can |
handie the consequences of the bro-
kem rale. I might help to think of the |

rule-tweaking as enterainment gam-
bing: You go into a casino with $50—
win or lose, it's just entertalnment.

If you can make it work for vou,
comsider encouraging those you super-
wise to o the same. [t may open some
unexpecked doors to innovation.

Tax Calendar
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Juma 10

Employess wh work for Sps. 1f you recened 520 or mang in tips during May, report them & your
amployes. You can use Form &070,

Jura 15
Indiiduals, if you are a L5 ciszen or rosident alien fving and working lor on military duty] ou-
sid the Urited States and Puena Rico, Se Form 1040 and pay amy 1y, interest, and panafies
due. If you wan addeianal tima to file your retuen, file Farm 4868 to obtsin tao addonal months
tn file. Than, file Form 1040 by August 15, If you are & participant in a combat 2one, you may be
subject to special rules for fiing and paymant of taxes.

H you are not paying your 2008 incame tax through withholding (o will rat pay in enough
T during the yesr that wayl, pay the second instslment of your 2004 estimated tax Use Form
10a0-E5.

Corporatians. Diposit the second iretslmaent of estimated tax for 2004,

Employars. For Social Security, Medicars, withheld incama tme and nonpayroll withholding,
daposit the tax for payments in May if the monthly rule apples.

JULY 2004

Judy 12
Employess wha work for tips. I you received 520 ar mare in tips during June, report them i your
amployen You can use Form 8070,

Juby 15
Employers. For Social Security, Medicare, withheld income tax, and nonpayroll withbalding,
depost the tax for payments in Juna if the monthly nde applies.

Partnarships. File 2 2000 calendar year retum (Farm 10651 This duse date applies only i you were
fhven an ausomatic three-month extension, Provide each parmer with & copy of Schedula K-1 or
8 subgthiuts K-1, If you need an additional three-month extension, file Form G800,

Elacting large parmarships. Rl a 2003 calendar yesr retum (Form 1065, This due dete spplies
anly if you were given an awomatic thres-momnth extension, If you nead an addiional thees-
manth axtenaion, file Form SE500.

Auguest I [marmally Juby 31)
Employars. For Social Security, Madicane, and withhaid income tas, file Farm 341 for the sacand
ruarter of 3004, Depaosit sny undeposted tax, {IF pour tax Fabdity is less than 2500, you can pay
it in full wath o timaty filed retem ) If you deposied the tax for o quaner in full and on time, you
have until August 10 to e the retum,
For federal unempityment tax, deposit the tax owed through June  more than $100.

IF you maintain an employee benefit plan with & calendar year-and, fle Form 5500 or S500E7
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