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INTERNAL REVENUE SERVICE AUDITS INCREASE 

The Internal Revenue Service (IRS) is 
substantially increasing its coverage through 
the use of two major automated examination 
systems. According to the IRS, in the fiscal 
years 2008 through 2012, it conducted 5.7 
million correspondence examinations resulting 
in $40.4 billion in additional taxes. For 2010, 
the IRS reports that it conducted 1.4 million 
individual income tax return examinations and 
3.9 million under-reporter cases (W-2s, 1099s, 
and other information returns) in addition to 
generating 564,000 automated substitute 
returns for those failing to file but for whom 
information returns were received. As a result 
of regular examinations and the automated 
examinations, the audit coverage rate for 
individuals with incomes below $100,000 

increased from one percent to 6.9 percent and 
from 0.6 percent to 7.3 percent for individual 
taxpayers with incomes between $100,000 
and $200,000. Audits on those above 
$200,000 are, we believe, significantly higher. 

Since there are numerous notices 
generated and required response dates in a 
correspondence audit, we encourage our tax 
clients, if contacted by the IRS, to contact us 
and to send us a copy of any written notice or 
request for information. Since the IRS is 
entitled only to that information necessary to 
correctly determine your tax, we might be able 
to spare you some problems in the 
examination and to assist you with responding 
appropriately to the IRS's information requests. 

"WHAT HAS BEEN DONE WILL BE DONE AGAIN" 

These words of Solomon are certainly true 
when it comes to breaches of trust and theft. 
That some people are not trustworthy is, 
unfortunately, a harsh lesson that is taught and 
retaught when a trusted associate is caught 
stealing. It is impossible to prevent employee 
dishonesty losses cost-effectively in small 
organizations. However, the adherence to a 
few basic rules will significantly reduce the 
likelihood and extent of such losses. We hope 

you will consider the following for your 
organ ization. 

An effective system of internal control 
separates the duties and responsibilities of 
employees in a manner that provides for the 
safeguarding of assets and generation of 
accurate data. In small organizations, ideal 
internal control is difficult to achieve because 
it is so difficult to separate duties. There are 

(Continued on reverse) 



certai n steps, however, that the manager or 
owner can take to strengthen internal control. 
Some of these are: 

1. Personally open and review your monthly 
bank statement. (This one monthly effort 
would probably result in the early detection 
of most disbursement thefts.) Look carefully 
at your cancelled checks or check copies 
and question anything that you do not 
understand prior to giving the statement to 
the employee who prepares the bank 
reconci I iation. 

2. Require that supporting documents (which 
bear approval and evidence of receipt of 
goods or services) accompany checks 
presented for signature. Documentation 
should be marked "paid" with the date and 
the check number to prevent its reuse. 

3. Restrict signature authority on checks to 
employees who do not have access to 
accounting records. 

4. Be aware of the basic procedures of your 
system (however informal) and set a good 
example by adhering to these procedures. 

Understand your procedures for paying and 
recelVI ng funds, consider apparent 
weaknesses, and make the necessary 
adjustments. 

5. Require that all cash received be deposited 
dai Iy and intact, whether or not convenient. 
Require that all control forms for collections, 
charges, invoices, etc., be completed daily. 

6. Require that vacations be taken and ensure 
that all of the vacationing employee's duties 
are performed by another person. 

7. Restrict access to petty cash and change 
funds to one employee. 

8. Do not allow any check cashing or 
borrowing from cash on hand. 

9. Use employee fidelity bonds. (Please see 
following article). 

Adherence to a few common sense rules 
and alertness by the owner or manager will 
prevent most employee misappropriation in 
small businesses. In almost all cases of losses 
in small business, two or more of the above 
policies were not followed. 

EMPLOYEE FIDELITY INSURANCE 

You might want to purchase insurance 
covering employee dishonesty. Many small 
businesses can be so insured with modest 
premiums. It makes good sense to have such 
insurance since cash and record handling in 
small businesses is often done by the same 
people. The source of employer resistance to 
such insurance is usually not the cost but, 

rather, the employer's concern that long-term 
employees might be offended by being asked 
to complete the questionnaires, etc. sometimes 
necessary for bonding. In spite of the cost and 
the possible offense to some employees, we 
believe such insurance should be carried. You 
might want to discuss this coverage with your 
agent. 
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Tax & Business Alert 

IDENTIFYING CHARITiES EliGIBLE 
TO RECEIVE TAX DEDUCTIBLE CONTRIBUTIONS 

I f you're counting on a federal income tax deduction 
for donating to a charity, you should confirm that the 

charity has been approved by the IRS as a tax-exempt 
organization eligible to receive deductible contributions. 

For some charities, this is easy-everybody knows the 
American Red Cross, the Salvation Army, and Goodwill 
are IRS-approved tax-exempt charities. But what about 
verirying that tax deductions are allowed for contribu
tions to less well-known charities? Good question. 

To determine which organizations are tax-exempt out
fits eligible to receive deductible contributions, follow 
this procedure. 

Cl Access the IRS website home page at uJWW.irs.gov. 

CJ At the top of the home page, enter "EO Select 
Check" in the search bar. 

I!I Click on "EO Select Check." 

I:l Click on the blue "Exempt Organizations Select 
Check Tool" box. 

Ii] Under "Limit search to organizations that (select 
only one)," select "Are eligi
ble to receive tax-deductible 
contributions." 

Cl To the extent you've got the 
requested information, fill in 
the blanks for the charity you're 
searchiog for.You probably won't 
have the charity's EIN, but if you 
know its name and the city and state 
where it's located, that should be suf
ficient. Hit the search key. 

o A (probably long) list of charities will appear. Scroll 
down until you find the one you're looking for. By 
clicking on the arrow beside the "Legal Name" link 
at the top of the list, you can order the list alphabeti
cally by name of organization. You can also organize 
the list by the cities where organizations are located. 

!!I Once you find the line for the charity you're search
ing for, click on the "Deductibility Status" link on 
the far right. For example, if the status is PC, the 
organization is a public charity (the most common 
kind). You can make deductible donations of up to 
50% of your adjusted gross income (AGI) to one or 
more public charities. (AGI is the number at the bot
tom of page 1 of your Form 1040; it includes all your 
income items and subtractions for certain deduct
ible items such as IRA contributions, alimony paid 
to an ex-spouse, and self-employed health insurance 
premiums.) If the organization's status is SOUNK, 
the outfit is an organization that supports a public 
charity. You can make deductible contributions of up 
to 50% of AGI to such organizations. If the status is 

PF, the organization is a private foundation. 
You can make deductible contributions of 
up to 30% of AGI to one or more private 
foundations. Contact us for details on the 
deduction limitations that apply to chari
tab1e contributions. 

It is not necessarily a deal-breaker if 
an organization is not on the IRS

approved list. For exam
ple, some churches and 

Continued Oil Page 2. 



Iclentlfyll1g Charities continuecl. 

church-related organizations may not appear on the IRS 
website's list of tax-exempt organizations because they 
are not actually required to apply to the IRS for tax
exempt status. For a non-church organization, not being 
on the IRS-approved list doesn't necessarily mean it's 
not IRS-approved, but serious skepticism is appropriate. 
If you're still considering a contribution, ask the orga
nization to send you a copy of the IRS determination 
letter that recognizes its tax-exempt status. 

It's smart to be skeptical about making significant con
tributions to organizations that claim to be tax-exempt 
organizations. Taking the steps outlined in this letter 
is probably a good idea even if you don't care about 
a tax write-off. If you have questions or want more 
information about deducting charitable contributions, 
please contact us. CJ 

DEDUCTING MIED~CAllV NECESSARY HOME ~MPROVEMENTS_ 

I ndividuals can claim medical tax deductions for the cost 
of special equipment installed in a home, or for home 

improvements, if the main purpose is to accommodate 
the individual's, spouse's, or dependents' medical needs. 
Medically required home improvements that would not 
ordinarily be for medical care are deductible only to the 
extent the costs exceed the increase in the home's value. 

Cerrain home improvements made to accommodate a 
disabled condition do not usually increase the value of 
the home, and the cost can be included in full as medi
cal expenses. These improvements include, but are not 
limited to, the following items: 

Moving or modifying electrical outlets and fIXtures. 

Installing porch lifts and other forms of lifts. (Excep
tion: Elevators generally add value to the house.) 

Installing railings, support bars, or other bathroom 
modifications. 

Constructing entrance or 
exit ramps. 

CJ Widening doorways at 
entrances or exits. 

Widening or modifying hall
ways and interior doorways. 

CI Lowering or modifying kitchen 
cabinets and equipment. 

L".J Modifying stairways. 

o Adding handrails or grab bars. 

Modifying hardware on doors. 

Cl Modifying fire alarms, smoke detectors, and other 
warning systems. 

I1l Modifying areas in front of entrance and exit doorways. 

Grading the ground to provide access to the 
residence. 

UNNEIEDIED lIFIE INSURANCIE POliCllES 
COULD !BIE A S~GNiF!CANT SOURCE Of CASH 

B esides providing loved ones with a source of funds 
for income replacement in the event of an untimely 

death of the family's breadwinner(s), people buy life 
insurance for a variety of reasons: 

To fund a buy-sell 
agreement or key person 
insurance for a business. 

~ To satisfy a lender's 
requirement when a loan was made. 

I!J To fund expected estate taxes that might have 
decreased since the policy was taken out. 

Whether it was one of these needs or something else, 
circumstances change and sometimes people find that 
they no longer need, or perhaps can no longer afford, 
policies that were taken out several years ago. 

If this describes your situation, before you allow a term 
life policy to lapse (or turn in a whole life policy for its 
cash surrender value), we recommend that yeu consider 
whether it might be more beneficial to sell the policy. 
Known in the industry as a life settlement, selling a policy 
can sometimes net the policyholder a suffIcient sum 
that's far in excess of a whole life policy's cash surrender 
value or a term policy's unearned premium. An ideal 
candidate for a life settlement is an insured individual 
over the age 0[70 who no longer needs or wants the 
life insurance policy and who has experienced a signifi
cant change in health since the policy was bought. 

If you have an unneeded policy that you're thinking 
about getting rid of or just letring it lapse, we'd be glad 
to talk to you about whether it might make sense to 
try to sell it instead. 0 



PAYING PARTNERSHIP EXPENSES 

I ndividuaJ partners are often required to incur 

business expenses that will not be reimbursed by 
the partnership (such as travel and entertainment 
expenses). Parmers are generally not entitled to deduct 
partnership expenses on their individual income tax 
returns. However, if the partnership's agreement or 
practice requires a partner to pay certain partnership 
expenses from his or her own fi.mds, with no right to 

teimbursement from the partnership, the partner is 
entitled to deduct, in arriving at AGI (on Schedule E), 

these as trade or business expenses on his or her per
sonal return. These Schedule E deductions should also 
generally be deducted in computing net self-employment 

income on Schedule SE. 

Strategy: Partners should make explicit the "require
ment" that partners incur partnership expenses without 
right of reilnbursement. either as a provision of their 
partnership agreement or through a written policy of 
the partnership. J:j 

SMALL BUSINESS RESOURCES 

I f you are a smaU business owner, here is a list of 
organizations that may have tools. information , and 

ocher resources to help your business grow. 

Business USA (business.usa.gov). The mission ofl3usi

ness USA is to be a centralized, one-stop platform for 
businesses to access government services to help them 
grow and hire. Business USA uses technology to con
nect businesses to the services and information relevant 
to cl1em, regardless of where the information is located 
or which government agency's website, call center. or 
office they go to for help. 

Department of Agriculture--Office of Small & 

Disadvantaged Business Utilization (OSDBU) 
(lVfVw.dm.usda.govlosdbll). The mission of the OSDBU 
is to provide maximum opportunities for small busi

nesses to participate in USDA contracting activities by 
establishing and attaining small disadvantaged business 
program goals. 

Department of Commerce (lVuflv.comm",u.gov). 
The Commerce Department's mission is to create the 

conditions for economic growth and opporrunity by 
promoting innovation, entrepreneurship, competitive
ness, and stewardship. 

Department of Labor: Occupational Safety & Health 
Administration (OSHA) (wlVlV.osha.gov). OSHA's mis
sion is to assure the safety and health of America 's work
ers by setting and enforcing standards; providing training. 
outreach, and education; establishing partnerships; and 
encouraging continual improvement in workplace safety 
and health. 

GobiemoUSA.gov (1V1V1V.usa.govlgobienlOIlSa). The US. 
government's official Spanish language web portal. 

Service Corps of Retired Executives (SCORE) 
(ww1U.score.org). SCORE is a nonprofit organization 
that is federally supported to provide free business 

mentoring and low-cost training (0 aspiring and exist
ing business o\vners. 

Small Business Administration (SBA) (ww1I<sba.gov). 
The mission of the SBA is to maintain and strengthen the 
nation's economy by enabling the estabJislunent and viabil

ity of small businesses and by assisting in the economic 
recovery of communities after disasters. 

Small Business Development Centers (SBDCs) 
(1V1Vw.sba.govlsbdc). SI3DCs, which are located across the 
US., are hosted by leading universities and state economic 
development agencies. SI3DC advisors provide free busi

ness consulting and low-cost training services including 
business plan development, fmancUl packaging and lend
ing assistance, exporting and importing support, procure
ment and conlr.!cring aid, and healthcare guidance. 

Social Security Administration (Ulu.v.ssa.gov). The Social 
Security Adminislr.!tion is the nation's primary income 
security agency It pays retirement, disability, and survivors 

benefits to workers and their families; administers the 
Supplemental Security Income program; and issues Social 

Security numbers. 

State and Local Contacts (II"vw.statelocalgov.net). The 
State and Local Government on the Net directory provides 
convenient one-stop access to the websites of thousands of 
state agencies and city and county governments. 

US. Department of Labor (DOL) (wII"v.dol.gov). The 
DOL administers a variety of federal labor hws, including 
those that guarantee workers' rights to safe and healthful 
working conditions, a minimum hourly wage and overtime 

pay, freedom from emploYment discrimination, unemploy
ment insurance, and other income support. 

US. Equal Employment Opportunity Commission 
(EEOC) (IVII.v.eeoc.gov). The mission of the EEOC is to 
eradicate employment discrimination at the workplace. 

USA.gov. The US. government's official web portal.8 
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WEDDINGS MEAN TAX CHANGIES 

I t may not be as high on the wedding plan checklist 
as the venue, invitations, and attire, but there are 

important tax issues created by a marriage that warrant 
some prompt attention following the wedding. 

Name change. Any time names are changed, it should 
be reported to the Social Security Administration 
(SSA). The name associated with an individual's Social 
Security Number (SSN) should match the name on 
the tax return. To change a name with the SSA, file 
Form SS-5, Applicationfor a Sodal SeaIYity Card. The 
form is available from www.ssa.gov, by calling (800) 
772-1213, or from the local SSA office. 

Address change. Let the IRS know about 
an address change by filing Form 8822, 
Change if Address. Also notify the U.S. 
Postal Service at www.usps.com to 
forward mail.You may also report the 
change at your local post office. 

Change tax withholding. A change in 
marital status requires a new Form W-4, 

E",ployee~ Withholding AlloUlance CertifUate, be furnished 
to the employer(s). Combined incomes may move the 
taxpayers into a higher tax bracket. Search WUlW. irs.gov 
for the IRS Withholding Calculator tool for help com
pleting the new Form W-4. 

Change in filing status. Marital status is determined 
as of December 31" each year. Spouses can choose to 
me jointly or separately each year. We can help you 
make that determination by calculating your tax liabil
ity both ways. 

Change in circumstances. Taxpayers receiving an 
advance payment of the healthcare premium tax credit 

in 2014 should report changes in circumstances, 
such as a change in income or family size, to 

the Health Insurance Marketplace. Also, the 
Marketplace should be notified when you 
move out of the area covered by your current 
Marketplace to ensure you get the proper type 

and amount of financial asslstance. g 

This publication is distributed with the understanding that the author, publisher and distributor are not rendering legal, accounting or other professional advice or opinions on specific facts 
or matters, and, accordingly, assume no liability whatsoever in connection with its use. The information contained In this newsletter was not intended or written to be used and cannot be 
used for the purpose of (l) avoiding tax-related penalties prescribed by the Internal Revenue Code or (21 promoting or marketing any tax-related matter addressed herein. © 20 l4 


