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BusiNESs & TAX PLANNING IDEAS for OUR CLIENTS and FRIENDS

Tips to Improve Your Business
Cash Flow

When opportunity knocks, you |
want your business to be ready to |
answer. Good cash management |
involves almost every aspect of |

your business, from monitoring
expenses to renegotiating loan
terms. Here are some tips for
improving your cash flow by
managing your receivables and
payables:

Have specific credit approval procedures

Wever give credit until vou are comfortable
with o customer's ahility to pay. Before deal- |
ing with new customers, always get at least |
three trade references and a bank reference, |
Alss, comsider using 8 commercial credit |
reporting service. Your company’s credit podi-
cy should call for establishing credit Lmits fap |
each customer, sticking to those limits, and |

periodically reviewing the limits you set.

Communicate your payment lerms

Establish specific payment terms and pat
them in writing. Let your prospective clients |

of cstoamers know in advance when and
how you expect payment. Be suse your writ-
ten policy includes deadlines for paymernts,
along with any provisions for interest and
pemalties. (Check first with your attorney to
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o K4 find out what provisions are legal in your
| ostate ) You miay also want fo consider askin
Tax c;lri“ i for a deposil, retainer, or partial payment uE
 front, depending on the customer, the job,
| orstandard practice in your Industry.
Did You Know? |
- Bill promptiy
When the Spanish explorer | | Whenever possible, mail inveices the day
Hemando Cortes landed in | you complete the work or the product ships
the New Warld, he brought | | [ appropriate, bill in stages based on mutu-
horses, soldiers—and his + ally agreed-upan completion dates.
accountant, wha kept the
biooks for the army. Offer discounts to accelerate collections
As a reward for excellent | Some customers will pay sooner if you pro-
sarvice, the accountant vide an incentive, Consider a policy thas
was made the first mayer | allows a small discount if a customer pays
of Veracruz, in what ¢ within a specified short period, such as 1 per-
is now Moxico, cent off if payment B made within 10 days,

caurtirued om puge I
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Manitor your receivables

Credit managers agree that the older a

receivable becormes, the harder it is to

collect. Actively Follow up on past due

accounts. 4s soon a5 a bill becomes

overdwe, call the customer and ask |

when you can expect payment. If your
own collection efforts fail, promptly |

turm the provess over to an attomey or
collection agendy,

Manage your inventory

Orverstocked inventory can the up sig-
nificant amounts of cash,
Insufficient inventory may result in

while
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- lost sales opportunities and delays for
ocustommers, Periodically check inven- |
tory for old or outdated stock, and |

consider dropping those products
that tie up cash. Keplace them with

faster moving items. Think twice |
' hefore

taking wolume discount
offered by suppliers unless you are
sure vou can mowve the merchandise
quickly—if your cach s thed ap for

i long periods of time in slow-moving
 Inventory, you will quickly lose the |
i benefit of the purchase discount,

. Manage your payables |
Take the maximum amount of time

allowed to pay your suppliers with-

out incurring late fees of interest
charges. Try to coordinate your terms
 with customers and suppliers so you
will have adequate time to collect on
i receivables without spending money
on short-term credit lines in order to

i pay your suppliers,

' Manage your suppliars

i Try to negotiate with suppliers lor
+ more favorable terms, Periodically get
new quotes from muliple sources o
i be sune your business s getting the best
¢ deal. Finally, do not let a supplier
i tempt you with favorable credit terms
Cinto buying more merchandise than
i you need,

Business and Vacation
Travel

If you're thinking of combining busi-
ness with pleasure by adding a few days
of vacation to your business trip, take
thye time toounderstand the tax implica-
tions, Heres what you shoubd know
befoee finalizing any reservations,

Deducting domestic trips

ple, if you spend six days on business |
i and three days vacationing, vou may |
o dedhact the full cost of getting to and |

¢ from the business destination, even if

When traveling within the United

States and mixing business and per-

sonal activities, vou can deduct 100

perent of travel expenses to amd
fram the destimation if the frip is pei-
marlly related w0 your business,
Lodging, 50 percent of meal costs,
and other qualified business expenses
also are dedwctible for the davs you
spend on business, but only to the
extent that they would have been
incurred If the trip had been totally
for business.

There are no fied rules for detee-
miining whethier your trip is primariby
for business or plessure, Howewer, the
determining factor is how much time

. Ensk 13.1."]|l,|:|;.\, WL Tray dleduct 50 jer- H

vou spend the last three davs on the
beach. Travel days count as business
days when making your calculation.
Beverse the allocutbon Bebwesn
business and pleasure {three days on
business and six on pleasure) and

¢ none of your travel expenses would

b comsidered deductible, However,

o you could write off any expenses you

Incur at your destination that would

ouealify as business dectuctions. If, for

example, while you and vouwr family
are vacalioning in California, vou
take a customer cut to lunch to dis-
cuss bassiniess, your transportation to
angd from the customer's office and
50 prercent of thse meeal cost okl
qualify as & deductible business
EXPETISE.

When staying over on Saturday |

night results in a lower airfare and net

cent of meal costs, Iodging, and aother
baisiness-related expenses Inourred for

the additional night. This Is because

i the stay has & busingss purpose of cut-
you spend on each activity, Fof exam- |

timg travel cosgs,

=

When business takes you abroad
When vour destination is on foreign
shores, you must allecate your teavel
| expenses in proportion to the number
; af days you spend on business and
personal activities, However, several
exceptions to this nile apply.

First, you don't have o follow the
alkocation mike if you ane out of the ooun-
try for seven days or kess (not counting
the day wou leave thee Unibed States, bt
counting the day wvou relurn). That
means if you fiy to London for a four-day
reeting and sSghtsee for two days, your
travel expenses are deductibde,

The allocation rule also does not
apply if you are out of the United
States bor more than a week, but spend
less than 25 percent of your time on
nonbasiness activitles. (In this case,

+ bath the day of your departure and the
o day of your returm count as business
¥ day‘s.] .Fnd.d.ll!l:lmilj.', you are rmmptrd
¢ from the allocation requirement if you
! have no substantial conteod over the
arramgement of the trip.

i When family joins you

Pack the family imto the car for the
! joint bassiness/vacation  destination,

corlinmeed o exd pape
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Combined Business and Vicathon Travel
and you can deduct the total cost of
driving back and forth, even though
others are in the can, However, i you
iy with your family to your destina-
tiom, only your alefare 5 deduectible.
When you share your hotel room with

Tax Rules for Your Vacation
Home

Uraning a vacation home Ei'ﬁ"l:"h Yo @
great opportunity to relax and have
Fun, To add to your enjovinent, a vaca-
thon haorme also can proeviche significant
tax benefits. Here's what all owreent
and would-be vacation homeowners
shiould know.

Deductions for vacation homa owners
Most people can fully dedud mongage
interest amdd property tames on their
wacation hommes just & they can with a
persomal residence. Undes current tax
law, interest is deductible on the first
51 milllon im mortgage debt used to
by, comstruct, or improree a principal
residence and secomd home, I you
have more than one vacation honmse,
for tax purposes you'll want to desig-
nate as your second home the nesk-
dence with the largest total deductions
fof mortgage intersst and real estate
taxes.  Property taxes may  be
deductible o matter Fos mMany vaca-
tion homes vou own.

High-income homeowners may
mot get the full benefie of these tax
breaks, however, since most itemdzed
deductinmnms, ir||:'I|:||:ii||E R g yin N inter-
est amd propery taxes, are pedocesd
once adjusted pross lncome exceeds
certain levels.

If you rent your vacation home,
youl Ay b entithed bo extra tax bene-
fits. Hut the applicable nudes depend on
the use of the home.

Mimimeal rental brings tax bonus

I you rent your homee for no more
than T4 davs a year, any rental income
vou colbect Is tax-free. However, any
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family members, you may deduct the
cost of what you would have paid for
a single, rather than double, mom,
Just be sure to ask the hoted to note the
single rate on wour bill.

Record keeping is key
Keep in mind that the IRS pays close

rental-related expenses you Incur froam
renting your home for 14 days or less
are not deductible,

Combining personal and rental use

If vou rent your wvacation home for
meore than 14 days a year and you and
vour family wse the place more than 14
days a year {or 10 percent of the num-
LS | d-a!f'i it B rented, whiichever is
greater), a different set of rules applies.
In ehis case, all of the rental income s
iub}eu I tax, bat yvou can dechsct
rental-related expenses—utilities,
migintenance, amd deprectation, for
example—that do not exceed  your
resktal incorme after taking the allow-
abke deductions for property, such as
real estate taxes and morlgage interest,
You also can carry forward to futire
years expenses for the rental period
that cannot be deducted in the ourrent
Year.

Limited personal use leads o greater
tax benelits
If yom ase your vacation property for

attention o deductions claimed for
business travel. Maintain a log to
substantiate your business activities,
Inclucde the dates of departure and
return, the number of davs spent on
business, and the reasom for the
travel.

personal use for less than 14 days (oo
10 percent of the total rented days, i
greater), your vacation home gualifies
as a rental property, That status makes
it possible to write off more expemnses—
as much as 325 X0 in excess of rental
Income. This extra deduction phases
ot when your adjusted gross Income
(AGH exceeds S100,000 and is com-
pleely unavailable abowve § 150,000
(Mot the |:|h35.t-uul beging at AGH of
5000000 1f your are a marrked person fil-
ing separateby.)

In general, you can deduct pas-
qive losdes |r|l|.!.r Frowm '|:|:1.-::».I1n- income,
such as from rental properties that
produce income or galns. There are
adcitional rules about the order and
limitations for deducting expenses,

The fine print: defining personal use
There are complicated mules for deter-
mining what constitutes personal use,
Acoording to tax law, :Ia:,.':. you 'spn;-nrl
repairing and maintaining vour home
on a full-time basks do not count as
personal wse, even if other family
members use the home during the
same tme period for recreatbonal pur-
poscs. Om the other hand, if you allos
Earnily or friends to use your homie for
Free ar at 4 below-market rental rate, be
prepaned Lo classify that time as per
somial wke,

Selling your vacation home

When it s time to sell your vacation
o, the gain exclusion of L o
S250, D (RS0, 0HH) o A joind refarn}
on the sale of a principal residence
does mot apply, To qualify fur the
exemiptiom, you would need to make
Else vacation hoane your principal resi-
dence for at beast two of the five years
before the sale.
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Online Resources for Better
Money Management

The Internet has changed the way
people do everyday business, from
buying books to looking for a job, but
It can alio serve as a valuable resouarce
for pedforming common financial
tasks. Here are & few suggestions for
wsing the power of the Web to become
a more effickent money manager,

Online banking

Omline banking allows you to quickly
check your account balances, deter-
mine which checks have cleared, and
tramsfer funds between  accounts,
When combined with  personal
finance software, online banking can
help wou manage your money
through one central location for
hanking and investiment account
intormation and for daily monetary
transactions, Personal finance solt
ware programs slso inclede tools you
cam use to create budgets, build
reports and graphs, and assemble
information for your taxes,

Bill paying

Most online banking services treat
bill paying as a separate, add-on func-
thon. %etting up wvour bill payment
account can require significant up-
front effort. You need to provide
account numbers and correct remit-
tance addresses for the vemdods you
plan to pay electronically, However, If
vou have many monthly bills, youll
fimd & worth the inidal effort, e
aware that, while convenlent, anline
bill payment i mot always timely: it
van take from a week to 10 days from
when you request pavisent until the
proceeds are actually recedved by the
payee. Banks charge varying rates for
bill payment services, Generally
speaking, if you pay more than 10 w
15 Bills a month, you'll find that the
bank’s fee is odfset by what you save
in tme and postage,

Tax Calendar
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May 10
Employeea who wark for tips. ¥ you received 520 or mone in tips during April. report them to your
employer. You cam use Farm 4070

Employers. For Sociad Sacurity, Mesheane, and withheld income tax, $e Form 941 for the first
quarter of 2004 only if you daposited the tax for the quaster in full and on tme. Otherwise, Form
541 wss due on April 30,

My 17
Emplayers. For Social Security, Medicars, withheld income tax, and nanpayroll withhalding,
deposs the tax for paymants in Aprl if the monghly rule apphes.

JUNE 2004

Juns 10
Employses wha wark for tips. Il you receivad $20 or more in tips during May, repoet them to your
employer. You can use Form 4070

June 15

Individugle. i yau are a LS. citimen or resident alien living and warking for on miditary duty) aut-
sida the United States and Puerts Rico, fila Form 1040 and pay any tax, imterest, and penalties
cue,  you want additional gme to filé your return, file Form 4888 1o obtain two additional montha
ta file. Than, file Form 1040 by August 16,

B you are not piryng your 2004 income tax theowgh withholding (or will ot pay in enaugh tax dur-
ing tha year that wayl, pay the second ingtallment of yaur 2004 estimated tax. Use Form 1043-E5,

Corporations. Deposit the secand installmant of estimatod tax for 7004

Empleryers. For Social Security, Medicare, withheld income tax, and nempayrol waithholding,
depos the tex for paymenss in May i the manthly rale applies,

|

: The CPA. Naver Lindersstimabe Tre: Valua.

Financial calculators

Most personal finance-related Web
sites have online caloulators that make
It easy to play out "what i sconarios.
You can access a wide range of caloula-
tors fromm USA Today at s, usato-
day.com/money/perfi/calculators/
calculator.hitm

Savings bonds
Want to know how much the L5
savirgs bosids in your safety deposit

box are worth? Go o www.savings-
bond.gov, and click on "Savings
Bonds Tools” Enter the denomina-
tion and issue date to lears the
answer and the Interest rates they e
carning. Al the same site, you can
dowmload the Savimgs Bond Wizard™,
a Windows®-only program  that
allows yon to malntain an inventory
of your bomds and determing their
current redemption value, earned
interest, and ather information,
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