MARTINI & MARTINI, PA.
CERTIFIED PUBLIC ACCOUNTANTS
REGISTERED MUNICIPAL ACCOUNTANTS
1135 E. Chestnut Avenue
Vineland, NJ 08360 (856) 691-8934
Web. www.mmcpa.net

January-February 2006

CLIENT’S

TAX AND FINANCIAL

UPDATE

Veolume 29 Number 1

A Bimonthiy Tax, Business, and Financiai Planning Newsietter for our Clients and Friends

PRODUCTIVITY
SOLUTION:

60-HOUR

WORKWEEK USING

40-HOUR

SHIFTS

business owners to increase

productivity. By properly struc-

turing 40-hour work shifts,
companies can schedule a 60-hour work-
week without the need for a second shift,
and without the expense of overtime
Wwages.

When incoming business strains pro-
duction capacity, it’s a natural impulse
for many employers to add a second
shift. Second shifts, however, present
several problems. The most common
problem is that it is often difficult to find
qualified personnel for a second shift. To
further complicate matters, a second
shift means that line management posi-

cre's an innovative way for  tions must be duplicated - a real challenge

in most industries. In addition, employee
efficiency is reduced by environmental
influences such as inadequate lighting.

As an alternative to the inefficiency of
second shifts, progressive companies are
looking at an innovative use of a 60-hour
workweek.

Establishing The New
Workweek

At first glance, it might seem surprising
when the 60-hour workweek is scheduled,
all employees continue to work only 40-
hours a week. However, a key element
in the schedule is that employees work

four 10-hour days a week instead of five
{continited page 4)

Tax
Points

B Home office deductions are avail-
able to more taxpayers for the busi-
ness use of a home. The definition
of principal place of business has
been defined to include a home of-
fice used for administrative or
management activities for which
there is no other fixed location. In-
dividuals, S corporations, partner-
ships, trusts and estates are all
eligible under the rules. However,
C corporations are not eligible.

B Tax Sheller: TRAs, Keéoghs,

401(k)s, and SEPs. Contributions
of money to any of these plans

(continued page 2)
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TAX POINTS o puce 1

gives you a tax deduction or a tax
deferral. Added benefit: Any
monies earned on your investment
in these plans are deferred for in-
come tax purposes. No tax is
owed until the time you withdraw
the money. With Roth IRAs the
contributions are never deduct-
ible, but distributions are not sub-
ject to income taxes or to the 10%
tax on early distributions if certain
rules are satisfied.

B Review your personal carry-
overs from one year to the next.
Investment interest paid in 2005
that is not deductible because you
had insufficient investment in-
come to offset it is carried over to
2006. You could arrange to re-
ceive investment interest now that
will shelter it from tax. At this
time, you should also check loss
carryovers from businesses and
charitable deduction carryovers
that may affect the amount of new
charitable contributions you can
deduct in 2006. Finally, unused
realized capital losses from 2005
can be used to offset capital gains
that are realized now.

# Tax loophole for Partnerships
and LLCs. Allocation of profits
and losses among owners can eas-
ily be changed. An allocation can
simply be changed year to year,
due to the changing circumstances
of the business and its owners, by
reflecting so on the tax return and
modifying the original agreement
as applicable.
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BETTER WAYS
TO MANAGE
ACCOUNTS PAYABLE

In addition to paying your company’s
bills on time to establish good credit, you
should manage accounts payable to im-
prove profitability. You can do this by
taking advantage of discounts for early
payment, cashing in on the time value of
money, and seeking out credit options,
Here are a few ways you can manage
accounts payable to make your
company’s money work better,

¢ Don’t pay all your bills at the same
time. Although this is common prac-
tice in many businesses, it can cause
a sudden drain on your cash flow and
leave you short of needed operating
funds.

¢ Although vendor discounts for early
payment arc often attractive, the sav-
ings from these discounts may not
offset the benefits of keeping cash on
hand for a few additional weeks. For
example, you may be able to use that
money in other ways to earn more
than an early payment discount.

* Negotiate extended terms of payment
with certain vendors to improve your
cash flow. Vendors to whom your
business is important will usually co-
operate.

* Ask vendors to submit invoices on a
date when you know your cash flow
will be healthy. Many companies col-
lect most of their receivables at a par-
ticular time of the month. Vendor
invoicing at that time can help you
control your cash flow better.
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MARKETING TIPS

What Makes a Quality
Sales Force

In a recent survey of 13 industries,
Sales and Marketing. Management
asked 1,000 top executives what they
consider to be the extremely important
characteristics of a quality sales force.
Here are the results:

% Saying

Extremely
Characteristics Impaortant
Reputation among customers 66%
Holding old accounts 62%
Opening new accounts 47%
Quality of training 46%

Ability to keep top salespeople 45%
Innovation 35%
Product/technical knowledge 34%
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TH

TAX PLANNING

= SIX PRINCIPLES FOR

SAVING TAXES

There are many tax planning strategies
that can be used to reduce or defer in-
come taxes, but most of them fall into
one or more of the following categories:

1. Shifting deductions to a year when
you’ll be in a higher tax bracket.

2. Shifting income to a year when you’ll
be in a lower tax bracket.

- 3. Shifting income to family members or

entities such as corporations that are
in a lower tax bracket.

4. Investing in tax exempt securities.

5. Using qualified tax shelters to defer
income taxes.

6. Structuring expenses so they will be
deductible and still contribute to your
living standard.

Professional tax advice about which
straiegies are best for your individual

situation is the best way to keep your

" taxes as low as possible.

HOW TE

= IRS SELECTS

RETURNS TO BE AUDITED

It's been said that only 12 key TRS em-
ployees know the exact detail about how
the IRS picks the returns it will audit, but
most accounting professionals agree that
there are certain general features in a tax
return that will trigger an audit.

* An unusual sum of money claimed for
a deduction, such as $70.000 for busi-

- ——estEntCTHMIMEnt TXpEnTEY—

» The relative size of two related deduc-
tions, such as $30,000 in travel ex-
pense for a taxpayer whose income is
only $70,000.

» The nature of a deduction relative to a
taxpayer’s occupation, such as a large
deduction for business entertainment
expenses by a college professor.

= Reporting a deduction in a manner
that improperly benefits a taxpayer,
such as deducting a charitable contri-
bution as a business advertising
expense.

* Contradictions between deductible
items, such as a deduction for mort-
gage interest but no deduction for real
estate property taxes.

Although the exact variations from the
norms that trigger an audit have never
been public knowledge, the information
is stored in the IRS computers and is
devetoped from-detatted andits—of ran=
domly selected tax returns every three
years.
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TAX TIP

When a home
improvement is a
medical deduction

In general, a portion of home
improvement can be a medical
expense deduction if the primary
purpose of the improvement is
medical care, such as a wheelchair
ramp for a handicapped individual

or an elevator for semeone with a
heart condition.

Determining how much of the
cost of such improvements is
deductible depends on whether the
improvement becomes a part of the
house or whether it is something that
can be detached from the house. If
it’s detachable, the entire cost of the
improvement is usually a deductible
medical expense. But, if the im-
provement becomes a part of the
house, you can deduct only that
portion of its cost which exceeds the
increase in the value of the house be-
cause of the improvement.

For example, the cost of a room
air conditioner installed on a
doctor’s orders would be fully
deductible because it is detachable
and it does not increase the value of
the house: However, a central air

conditioner installed on doctor's
orders would be deductible only to
the extent that its cost exceeded the
increase in the value of the house.
Therefore, if the central air ¢ondi-
tioning cost $22.,000, but added
$15,000 to the value of the house,
only $7,000 would be a deductible
medical expense.

In the case of a tetiant who rents
property, the entire cost of equip-
ment instatled for medical reasons
would be deductible, since a tenant
does -not own the property and
would gain nothing from an
increase in its: value.




