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The Big

gest Blunders You

Can Make Starting A New

Business

ecent surveys show that new

businesses consistently make
the same mistakes. Here are the
most common.

+ Underestimating the need for
capital. The majority of new busi-
nesses are undercapitalized and
are not prepared to find sources
for additional capital when it's
needed. Undercapitalization is the
single biggest cause of problems
for a new business.

» Overestimating sales projec-
tions. New entrepreneurs are in-
variably overly optimistic about
potential sales, particularly for the
first year of doing business. When
sales reality sets in, it's often diffi-
cult to take corrective action.

« Unexpected cash shortages. New
businesses frequently do not un-
derstand the importance of cash
flow. They fail to realize that cash
flow is the source of most business
growth. By underestimating how
much cash is needed to operate,

and overestimating how quickly
customers will pay, new businesses
can find themselves in an unex-
pected cash flow trap.

+ Incorrect pricing. Underpricing is

always the result of underestimat-
ing the costs of product develop-
ment, production, and overhead.
Many new entrepreneurs fail to
do their homework by not deter-
mining what prices the market will
accept.

« Poor business plans. A good busi-

ness plan is not only a necessity for
raising capital, it's also a detailed
road map for running a successful
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taxPOINTS

Tax Strategies: Transfer cash

to your children. You can save
taxes by shifting income produc-
ing assets to your children who
are in a lower tax bracket and
having the income taxed on their
tax return. Caution: Beware of the
Kiddie Tax. Investment income
for a child subject to the kiddie
tax is taxed at the parent’s rate.
Loophole: The first $1,050 of
investment income earned by a
child is not taxed at all and the
next $1,050 is only taxed at 10%.

Tax Strategy: Defer Income.
Defer the receipt of income and
payment of tax to later years. You
will benefit by delaying the pay-
ment of the tax and the tax that is
eventually paid will be less if you
are in a lower tax bracket. Vehicles
to use: Deferred compensation
packages, retirement plans, and
other tax deferred arrangements.

Maximize your IRA. Contribute to
your IRA even if it is not deductible,
with higher tax rates you will save
money by deferring income. Add-
ed benefit: Contribute to your IRA
in January rather than waiting until
April. The earlier your contribution,
the more income you can tax defer.
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The Danger of Investing A Life

Insurance Loan

t's sometimes possible to borrow

money against the cash value of
a life insurance policy at an interest
rate that's lower than you can earn
from a bank time deposit. For ex-
ample, you might be able to borrow
against your life insurance at a 2%
interest rate and use the money to
invest in a bank CD that pays 3%. Al-
though this may appear to be a sure
money-maker, it is not.

When you borrow against a life insur-
ance policy, the entire proceeds

from the policy (the face value less
the outstanding loan balance) are
considered part of your estate since
borrowing against a life insurance
policy creates an incident of owner-
ship. That means if you die before
you repay the loan, estate taxes
could wipe out all of your profits. On
the other hand, if you do not have
an incident of ownership, the pro-
ceeds from the insurance that are
paid directly to your beneficiaries are
excluded from your estate.

When You Can Deduct Personal
Legal Fees

hen incurred by a business, legal fees are generally deductible as an or-

dinary business expense. However, legal fees for personal matters are
deductible as miscellaneous itemized deductions only if they are incurred for
the following services:

« The collection or production of income.
+ The management of income producing property.
« The resolution of tax matters such as tax determination, collection or refund.

In addition, there are certain personal matters for which legal fees may be
deductible. Some of these include the following.

Executor’s commission. An executor who incurs legal fees to obtain taxable
income can claim a deduction.

Probate. Legal fees paid for probate by an estate are deductible on the estate
tax return, but strong substantiation of the legal time involved is necessary.

Social Security. Legal fees incurred to collect Social Security benefits are deduct-
ible to the extent that the Social Security benefits are taxable. For example, if one-
half of the benefits are taxable, then one-half of the legal fees are deductible.

Alimony. Legal fees incurred for the receipt of alimony are deductible. To sup-
port this deduction, your attorney must give you an itemized bill that shows
how the legal fees were allocated to tax and to non-tax matters.

Personal injury suits. If damages are awarded for lost wages, the portion of
the legal fees attributable to recovery of the wages is deductible.







