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         David Rose, CPA CFE   

VICTIM ORGANIZATIONS

We read and hear through the media almost on a daily basis where fraud is discovered within large publicly-held companies. One might think that fraud would be more prevalent within the larger organizations. According to the 2008 Report to the Nation on Occupational Fraud and Abuse, published by the Association of Certified Fraud Examiners, smaller organizations continue to suffer both a greater percentage of fraud as well a higher median loss due to fraud than the larger organizations.

The 2008 Report to the Nation on Occupational Fraud reported the following:

· 39.1% of fraud was reported within a private organization versus 28.4% within a public.

· 38.2% of the fraud reported was within organizations with less than 100 employees versus 18.9% with 10,000 employees or more.

· The median size of fraud loss within organizations with less than 100 employees was $200,000 versus $147,000 within organizations with 10,000 or more.

The most common types of fraud within small businesses were billing schemes, skimming, cash larceny and payroll fraud. The evidence suggests that the control weakness for these types of frauds to occur is where duties are not segregated or there has been no review process implemented into the business policies.

Skimming occurred in excess of 20% of the frauds reported. Generally, skimming falls within four categories:


1.
Unrecorded Sales


2.
Understated Sales and Receivables


3.
Theft of checks through the mail


4.
Short-term skimming

Does your organization have a concern or lack of controls to prevent or detect skimming?    

Is there one individual responsible for receiving payment from your customers and posting the payments to the customer accounts?

Are there prenumbered cash receipts or invoices utilized?

Do cash refunds require approval?

A complete review of your company’s internal controls and operational policies should be completed in addition an independent Fraud Prevention check up might benefit your organization.

.   


  

    William Behrens, CPA ABV
DON’T RETIRE ON THE JOB

There is a natural tendency to slow down as an owner is nearing retirement.  For instance, they may take frequent vacations; forgo advertising and equipment purchases, neglect research and development, or fail to renew long-term contracts.  Revenues are likely to decline as a result.

Buyers typically base their offers on a selling business’s historic results.  So owners who let revenues slide and assets deteriorate are less likely to receive top dollar – especially if there are competing businesses available in the merger and acquisition marketplace.  Instead, owners must;

Stay focused on operations.   This means continuing to operate the business as though the owner intends to keep it forever.  Retirees looking to scale back their involvement might cash out with a consulting agreement or earnout as part of the terms.  This arrangement benefits the buyer, too, because a seller’s ongoing participation minimizes disruptions during the transition phase, providing reassurance to customers, suppliers and employees.

Consider all options.  A valuator can help selling owners explore alternatives, such as management buyouts; employee stock ownership plans (ESOPs), public stock offerings or equity recapitalizations.  They also may identify competitors, suppliers or customers that are willing to pay a premium for buyer-specific synergies.

Reconsider family transfers.  Family business retirees planning to sell or gift shares to relatives should realistically assess the next generation’s desires and abilities to run the show.  Because of the high failure rate among second- or third-generation’s transfers, it’s sometimes advantageous to pursue alternatives.    
For the last 29 years of public and corporate accounting I have been involved with various aspects of business valuations ranging from preparing discounted cash flow analysis, gathering or requesting documents for due diligence, helping in the preparation of offers, putting together packages to sell a business and preparing business valuations.  For the past 3 1/2 years I have prepared a number of business valuations due to different reasons.  As a result of this experience and recent accreditation by the AICPA in business valuations (ABV credential) we are ready to help owners of business, attorneys, other accounting firms and others with valuation needs. 
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      Lisa Muller Roesch, CPA

GOOD AND BAD NEWS ON THE HOUSING ASSISTANCE TAX ACT OF 2008

The Housing Act was designed to help homeowners sell their homes and reduce the amount of housing inventory.  To entice people to purchase their first home, a credit of up to $7,500 may be taken on your tax return.  This is a temporary credit for homes purchased after April 8, 2008 and before July 1, 2009.

As with most tax law, the following are some stipulations:

· If the purchase price is less than $75,000, the credit is $10,000

· Higher income taxpayers are excluded from taking credit.  The new credit phases out for married couples with modified adjusted income (AGI) between $150,000 and $170,000 and single taxpayers between $75,000 and $95,000

· The credit is more like an interest free loan.  Upon the second year after purchase, the credit must be paid back to the government over 15 years (there are some limited exceptions to this provision)

· To qualify, you must not have owned a principal residence in the past three years.

To offset some of the tax break, the Act will close what has been considered a “loophole” in the home sale area.  Previously, a taxpayer could exclude the years of appreciation on a vacation or rental home.  The owner simply converted the property to his personal residence and resided in it for two years prior to sale.  Since a married couple can generally exclude $500,000 in gain (single-$250,000) on the sale of their home, all or a significant portion of the gain was received tax-free, depending on whether the property was held as a rental or second home.  

The new law prorates the $250,000/$500,000 exclusion between the time the property was used as a personal residence and the total length of ownership.  The good news is that the new law does not include appreciation before 2009.   For example, the Jones family purchased a vacation home July 1, 1990 for $150,000.  On March 1, 2010, they move into the property until it sold on March 1, 2012 for $450,000.  Of the $300,000 gain on the property, only the 14 months between January 1, 2009 and March 1, 2010 are considered nonqualified use and the gain is taxable.  As a result, $16,154 of taxable gain would be reported since only 14 months out of the total ownership of 260 months the home was used as a vacation home and was considered nonqualified. (14/260 x $300,000=$16,154)

There are other exceptions and variations to consider.  For example, military service, temporary absences, and depreciation previously taken to be considered.  If you have any questions about how the new law affects your situation, please contact our office.

