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    William Behrens, CPA ABV
REASONS TO PERFORM A BUSINESS VALUATION 

Marital Dissolution

When couples divorce, it is necessary to value all the marital assets.  And when one of the assets is a closely held business, a valuation is necessary to determine how much value to give to each of the parties to the divorce.  The statutes governing valuing business in the case of marital dissolutions vary from state to state.  In California for example there is no differentiation between the two types of goodwill found in many types of business.  They are professional or personal goodwill and enterprise or commercial goodwill.  In California and the 12 other states that characterize personal goodwill as marital property, a double dip can occur.  That is because the value of the personal goodwill is derived from the excess earnings capacity of the business and its value is included in the marital asset valuation which the operating spouse usually ends up buying and then the operating spouse pays alimony and child support on calculations that are based on the same excess earnings. 

The statutes governing valuing businesses for marital dissolution vary from state to state. These statutes are open to significant interpretation.  The interpretation of the statutes is determined on a case by case basis.  Therefore the business appraiser must be familiar with both the statutes and case law in the states they are practicing.  

Usually the spouse that does not run the business thinks the business is worth more than the spouse that is running the business.  Sometimes the belief is extremely disproportionate.  To compound the problem most family law judges have little expertise or experience in business valuations.  Hence it pays to get a good business appraiser to educate the judge as to the appropriate value of the business for the property settlement. 

            
      
                 David Rose, CPA CFE   

FLEXIBLE SPENDING ARRANGEMENTS  

Many medications, like those for allergies or back pain, are increasingly becoming available over-the-counter without a prescription. Consumers, however, are often hit with sticker shock when their health insurance no longer covers their medications because they can be bought off-the-shelf. The IRS took note of the problem. Individuals can use their FSA dollars to pay for over-the-counter drugs, as well as prescription meds and other healthcare costs.  

Not just cough syrup  

Health FSAs allow employees to be reimbursed for health care, dependent care or other expenses that are excludable from gross income if paid by an employer. Medical care includes amounts paid for the diagnosis, cure, mitigation, treatment, or prevention of disease. Medicines and drugs are expenditures for medical care. FSAs may also reimburse employees for out-of-pocket expenses for over-the-counter drugs.  

Tax benefit  

Generally, employer reimbursements for medical care are excluded from an employee's income, including reimbursements through FSAs. Pre-tax dollars in an FSA can be used to purchase nonprescription drugs so long as the transactions are adequately substantiated. The exclusion from income for employer-provided benefits can be as much as $5,000. It is important to note, however, non-prescription drugs are not deductible as an itemized medical expense.  

Amounts withdrawn from an FSA must be used to reimburse medical care expenses. Any excess cash in the account at the end of the year will be forfeited. This is known as the "use it or lose it" rule. However, the IRS has given employers permission to modify FSAs to extend the deadline for up to 2 1/2 months after the end of the plan year.  

FSA mechanics  

The FSA may be funded by employer contributions or by a salary reduction agreement with each employee as that employee so elects at the start of each year. The employer must take the initiative to establish the FSA; the employee cannot start one on his or her own. The employer as the plan sponsor also shoulders the incidental administrative costs of running the FSAs.  

Once the period of coverage begins, the amount elected by the employee to be deducted from each paycheck generally cannot be changed. In addition, employer sponsors will need to amend existing plans if they want them to permit reimbursement of over-the-counter costs.  

Dependent care also may be covered  

Independent of a health FSA, employers may set up dependent care FSAs to cover costs of day care, summer day camp, and for the care of a physically or mentally incapacitated dependent of any age. If the employer offers a dependent care program or an FSA, the individual may choose to (1) receive up to $5,000 in tax-free dependent care from the employer plan or convert a portion of his or her salary (up to $5,000) to a tax-free spending account, (2) take the child care credit at the end of the year or (3) use a combination of the two alternatives.  

Several factors go into which alternative to use. Generally, individuals in a higher tax bracket will find that the FSA will mean greater tax savings. For individuals in a lower tax bracket, the tax credit will result in more savings. Of course, every situation is different. Congress is debating whether to limit FSAs as part of comprehensive health care reform. Our office will keep you updated on developments.  

If you are interested in capitalizing on these tax savings ideas by starting or enhancing a flexible spending account plan, do not hesitate to call our office for further details.  

