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Start now to cut your 
business's 2021 tax bill

ax planning for small business 
owners isn’t restricted to the end of 
the calendar year. There is plenty 
you can do during the summer 

months to reduce your 2021 tax liability.

While conducting this review, remember 
there is also uncertainty surrounding 
possible tax hikes to take into account. 
The White House is proposing increasing 
the corporate tax rate from 21% to 28%. 
The top tax rate that could hit pass-
through entities might increase from 
37% to 39.6%.

Here are several moves to consider now.

■  Plan business 
equipment purchases

The Section 179 and bonus depreciation 
deduction are two of the most valuable 
tax planning tools for small businesses. 
In 2021, you can deduct up to $1.05 
million of equipment purchases cour-
tesy of the Section 179 deduction. 
The bonus depreciation deduction 
permits you to deduct 100% of an 
equipment’s price tag. Look ahead 
to the second half of 2021 and plan 
any future equipment purchases by 
December 31.

■  Plan purchase of 
business meals

Plan your business meals to take 
advantage of the temporary 100% 
deductibility available for quali-
fying meals prepared by a restau-
rant. The IRS has guidance on 
what is considered a restaurant 
for purposes of this 100% deduc-
tion. If food is purchased from 
a non-restaurant establishment, 
the traditional 50% deduction 
limitation still applies.

■  Keep vehicle logs current
If your business has one or more vehi-
cles for which you take a deduction, 
keep your mileage logs current. The 
IRS requires contemporaneous docu-
mentation of all business activity related 
to a vehicle. If you don’t keep track of 
your vehicle expenses as they occur, your 
deduction could be disallowed.

■  Hire your children
Your kids could provide a valuable tax 
break for your business. But be sure to 
follow certain steps to ensure the wages 
are fully deductible. The child must 
have a real job that helps the business, 
and the wages must be reasonable for 
the work performed.

In addition, depending on how your 
business is organized and the age of 
your child, you may be able to avoid 
paying Social Security, Medicare, and 
unemployment taxes on their wages. To 
qualify, you must be a sole proprietor or 
a husband-wife eligible partnership and 
your child must be under the age of 18.

These are just some of the many ways 
your business can cut its tax bill. Call 
today to start your 2021 tax planning. ♦
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Ace your sales tax audit
Here are some ideas to ace your next 
sales tax audit.

1 Review the sales tax rules. Know 
 the rules in your state and locality. 
A quick internet search on sales and use 
tax audits for your state should yield 
examples of areas on which the auditor 
will focus their resources. Pay attention 
to the terminology used in these docu-
ments. Use the same terminology when 
talking with the auditor.

2  Conduct a self-audit. Prior to the  
 arrival of the auditor, conduct an 
audit yourself. Begin with your sales 
receipts, migrate to capital purchases, 
and then finish with your bills. Pay spe-
cial attention to internet sales and pur-
chases you make with your credit card.

3 The best defense is a good offense.  
 You may find areas in your self-audit 
where you paid tax when no tax was due. 
Perhaps you have production equipment 
and your energy providers charge you 
sales tax on all your energy bills. You 
may qualify for a sales tax refund for 

up to three years of this production 
energy use!

4  Watch out for capital equipment.  
 The sales tax rules on capital equip-
ment can vary dramatically. Some ven-
dors may be required to collect and send 
in sales tax on equipment purchases that 
are not taxable. In these cases, you must 
then file a return to collect a refund. 

5  The expense report trap. An easy  
 way to have the auditor pay for their 
time is to review your expense reports. 
This is because auditors often find 
missing receipts of items purchased at 
a retail store. For example, an auditor 
could assess you sales tax on items 
purchased at Walmart, simply 
because you did not keep the 
receipt, despite the fact that 
retail stores such as Walmart 
always collect sales tax.

6  It’s not usually taxes 
 on your sales that get you. 
Remember, it is not often the collecting 
and transmitting of taxes on your sales 

that gets attention in an audit. Rather, it 
is the payment of use tax and sales tax 
on purchases you make and potentially 
overlook.

7  Get help. Finally, consider that the  
 auditor you'll be dealing with will 
be highly-skilled at their job because 
they do it every day. You, on the other 
hand, will encounter an audit of this type 
maybe once or twice during your career. 
So get help as soon as you receive the 
audit notice. ♦
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SELLER MISTAKES BUYER MISTAKES

Selling 
Price

•  Not researching the value 
of similar businesses 
within the industry

•  Underestimating the 
value of the company 
and losing seller interest

•  Insisting on seller holding 
all debt

Tax credits available 
to provide paid leave 
to employees receiving 
COVID vaccine
Under the American Rescue Plan Act 
passed in March, eligible employers 
can receive a tax credit for providing 
paid time off for each employee 
receiving the vaccine and for any 
time needed to recover from the 
vaccine. The credits are available 
from April 1 through September 30 
for eligible employers that provide 
paid sick and family leave. The paid 
leave credits are tax credits against 
a business’s share of the Medicare 
tax and are fully refundable, which 
means that the business is entitled 
to payment of the full amount of the 
credits if it exceeds the business’s 
share of Medicare tax.

No change to second quarter 
interest rates
Interest rates for the second quarter 
in 2021 will remain the same com-
pared to last quarter. These rates 
include: 3% for overpayments (2% 
for corporations); 0.5% for the 
portion of a corporate overpayment 
over $10,000; 3% for underpay-
ments and 5% for large corporation 
underpayments. ♦

A fortress balance sheet 
yields cash
The worst time to ask a bank for cash is, ironically, when 
you need it most. The best way to solve this cash flow 
challenge is by building a fortress balance sheet.

The fortress balance sheet concept
Like a frontier outpost or an ancient walled city, busi-
nesses that prepare for a siege or attack can often hold 
out until the crisis passes or the cavalry arrives. What 
this means for your business is using banking analytics 
to develop a balance sheet your banker will love. Here 
are three:

●  Debt-to-equity ratio. The calculation is total liabili-
ties divided by total equity. A fortress balance sheet 
has much more equity than debt. Your first goal is to 
get this ratio under 1.0. When that happens you have 
more equity than debt.

●  Debt service coverage. Fortress balance sheets have 
enough cash to pay your debt obligations and then 
some. Look at your earnings, then add back interest 
expense and non-cash items like depreciation. Next, 
take this number and divide it by your debt service 
payments. If this ratio is under one, you're in trouble. 
If this ratio is over two, you're in the blue!

●  Cash is king! Everything starts and ends with cash. 
A balance sheet heavy in items like unused equipment 
is tough to convert to cash. A fortress balance sheet has 
enough liquid assets to pay short-term liabilities.

Building your fortress
Here are some suggestions to keep you on a path toward 
building your own fortress balance sheet.

●  Control inventory and receivables. If properly 
managed, you won't need to add debt to help pay 
for other things.

●  Pretend you're a bank. Are your debt service ratios 
and debt-to-equity ratios improving? If not, consider 
lowering shareholder distributions to maintain a high 
equity balance. Lower the use of your line of credit, 
and cut costs wherever possible.

●  Get rid of non-performing assets. This may mean 
consolidating locations, selling obsolete inventory, 
or getting rid of old equipment. Continually look at 
ways to convert these assets back into cash.

When you have developed a fortress balance sheet, 
you'll know as banks will start selling to you versus 
you selling them on lending you money! ♦

Beware of fake invoices and 
unordered office supplies!

s a small business owner, the best 
way to protect your company 
from fraud is to learn the signs 
of scams that target businesses 

and share this with your employees 
and colleagues.

Here are several types of scams that 
target small businesses, according to 
the Federal Trade Commission.

Fake invoices. Scammers create 
phony invoices that look like they’re 
for products or services your business 
uses. A common example of this is 
domain name registrations. Scammers 
hope the person who pays your bills will 
assume the invoices are for things the 
company actually ordered. Scammers 
know that when the invoice is for some-
thing critical, like keeping your website 
up and running, you may pay first and 
ask questions later. Except it’s all fake, 
and if you pay, your money may be gone.

Unordered office supplies and 
other products. Someone calls to 
confirm an existing order of office sup-
plies or other merchandise. This person 
then verifies an address, or offers a free 
catalog or sample. If you confirm the 
information, unordered merchandise 
arrives at your doorstep followed by 
high-pressure demands to pay for it. If 
you don’t pay, the scammer may even 
play back a tape of the earlier call as 
proof that the order was placed. Acco-
rding to the Federal Trade Commission, 
you have the right to keep for free any 
merchandise you did not order.

Directory listing and advertising 
scams. Con artists try to fool you into 
paying for nonexistent advertising or a 
listing in a nonexistent directory. They 
may ask you to provide contact informa-
tion for a free listing or say the call is 
simply to confirm your information for 
an existing order. Later, you’ll get a big 
bill, and the scammers may use details 
of the earlier call to pressure you to pay.

How to protect your business 
from fraud
●  Train your employees. Your best 

defense is an informed workforce. 
Explain to your staff how scams 
happen and share this article 
with them.

●  Verify invoices and payments. 
Check all invoices closely. Never pay 
unless you know the bill is for items 
that were actually ordered and deliv-
ered. Tell your staff to do the same.

●  Beware of unusual payment 
requests. Pay attention to how 
someone asks you to pay. Tell 
your staff to do the same. If you 
are asked to pay with a wire 
transfer, reloadable card, or gift 
card, you can bet it’s a scam.

●  Have clear procedures for 
approving invoices. To reduce 
the risk of a costly mistake, limit 
the number of people who are 
authorized to place orders and 
pay invoices. Review your proce-
dures to ensure spending can’t 
be triggered by an unexpected 
call, email, or invoice. ♦
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  Third installment of 2021 individual 
estimated tax is due.

•  Not researching the value 
of similar businesses 
within the industry

•  Overestimating the 
value of the company 
and losing a 
well-qualified buyer

•  Insisting on cash-only 
terms

•  Relying on company 
financials not prepared 
by a third-party 
accounting professional

•  Not requesting payroll 
returns and other tax 
filings in the financial 
review

•  Maintaining sloppy 
financial records 
that potential buyers 
cannot trust

•  Settling for a high-interest 
loan, or one with too 
short a maturity

•  Agreeing to seller- 
financing without proper 
vetting of the buyer’s 
creditworthiness

•  Purchasing less than all 
of the assets used in the 
business, overlooking 
items such as licenses, 
patents or important 
contractual arrangements

•  Selling the assets of 
the business when it 
would have been more 
tax-efficient to sell the 
corporate shares instead

•  Not asking why the 
business is for sale

•  Conducting too little 
research into the 
competition or overall 
industry trends

•  Not searching for the 
existence of company 
loans and other liabilities

•  Neglecting to check the 
background of the buyer 
and assessing their ability 
to run a business

•  Failing to verify the 
buyer’s liquid assets

•  Failing to require a 
non-compete clause from 
the seller, especially in a 
service-industry business

•  Signing a non-compete 
agreement that is too 
restrictive in scope or 
timeframe

•  Having unclear 
expectations for seller 
participation in the 
business after the sale

•  Leaving too much of the 
selling price dependent 
on the ongoing success 
of the company

•  Not assembling a 
team of legal, tax, 
and insurance 
experts before 
agreeing to terms

•  Not positioning the 
business to sell well in 
advance of the first offer

•  Requesting professional 
help too late in the selling 
process

Accounting 
records

Financing

Assets

Due
diligence

Non- 
compete

Transition

Expert
help

Common mistakes when 
buying or selling a business
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