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INTRODUCTION

Congratulations on your new business —
We wish you every success!

We have written this New Business Kit to provide you with basic
information about the financial, tax and accounting considerations of
starting a new business.

Many new businesses fail in the early years from poor management
and lack of attention to financial basics such as record-keeping and
reporting. That’s where we come in — we want to be part of your
team to make sure you have in place the things that will allow you to
enjoy ongoing success.

Having a team of outside advisors is important — including a CPA,
lawyer, bank manager and insurance agent — And make sure your
advisors are willing to be engaged and proactive in helping you. You
don’t need spectators — you need coaches!

Frederiksen-Crawford CPAs has been active in the San Francisco Bay
Area since 1966. We specialize in 4 areas:

1. Helping individuals and families with tax compliance and tax
planning.

2. Helping owner-managed businesses with their accounting, tax
and consulting needs so that they can focus on running their
businesses.

3. Helping individuals and families with comprehensive, holistic
wealth management, so that they can achieve financial
independence and meet their life objectives.

4. Helping expatriate individuals and families with their tax
issues. This may involve Americans living abroad or more
often citizens of other countries living in the United States,
either permanently or temporarily on various types of visa.
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This is a complex area and requires careful planning and
compliance.

We would appreciate the opportunity to meet with you either at our
office or yours — we are pleased to offer a one-hour complimentary
consultation meeting.

Sincerely,
/— 1
v Chrls
Tara Crawford, CPA Christian Frederiksen, CPA

P.S. Call us for a free one-hour initial consultation without
obligation.

PLEASE NOTE: While every effort has been made to provide the most
up-to-date information, the regulatory environment does change.
Please contact Frederiksen-Crawford CPAs for the latest rates and IRS
legislative updates.
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CHAPTER1

SELECTING A LEGAL ENTITY

“Creating value for customers builds
loyalty, and loyalty in turn builds growth,
profit, and more value.”
Frederik Reichheld
The Loyalty Effect
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CHAPTER 1

SELECTING A LEGAL ENTITY

Congratulations on being in business! One of the first things you will
need to decide is what kind of legal entity you are going to use to
conduct your activities. The decision depends on:

e How you intend to finance your business,

e The amount of personal risk you are willing to bear,
e Taxation,

e Who else is involved, and

e Any legal restrictions.

There are a number of options which are discussed below. This
decision will have a significant impact on the way you are protected
under the law, and the way you are affected by income tax rules and
regulations. Each type of legal entity has its benefits and drawbacks,
and each is treated differently for legal and tax purposes.

There are five basic forms of business organizations:

1. SOLE PROPRIETORSHIP

A sole proprietorship is a business owned and operated by an
individual or a married couple. It is not considered to be a legal
entity in its own right, but rather an extension of the individual or
individuals who own it. The business owner owns the business
assets personally and is responsible for the debts or other liabilities of
the business. The income or loss from a sole proprietorship is
combined with the other earnings of an individual (or married couple)
for income tax purposes.
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A sole proprietorship is the simplest
form of business to own and operate Successful Business Owners
because it does not require any

specific legal organization. It just | . Know what the business will

needs to obtain any required licenses look like in 5 years

or permits. 2. Have personal objectives in
line with the business
strategy

2. PARTNERSHIP 3. Know their exit plan

4. Work ON their business, and

not just IN it
Partnerships can be structured as

general partnerships or limited
partnerships.

A general partnership is comprised of two or more individuals who
go into business together. It will usually file a fictitious business
name statement to operate under the partnership name. Each of the
individual partners owns the company assets, has responsibility for
its liabilities, and has authority to run the business. The authority of
the partners and the way in which profits and losses are shared can
be established by partnership agreement. Responsibility for liabilities
can also be documented in an agreement, but partnership creditors
typically have recourse to all the personal assets of each of the
partners for settlement of partnership debts.

A limited partnership is comprised of one or more general partners
and one or more limited partners. Limited partners do not take part
in running the business and are not liable for the debts of the
partnership. However, if a limited partner does take part in running
the business, they become personally liable. All the general partners
are personally liable.

The rights, responsibilities and obligations of both the limited and
general partners are typically detailed in a partnership agreement.
Whether you have a limited or general partnership, it is important to
have a signed agreement.
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A partnership is recognized under the law as a legal entity, and as
such, has rights and responsibilities in and of itself. A partnership
can enter into contracts, obtain trade credit and borrow money. Most
creditors will require personal guarantees from the general partners
when dealing with a small partnership.

A partnership is required to file both Federal and State Income Tax
returns. However, a partnership does not generally pay income tax.
Partnership income or loss is allocated to the individual partners and
the partners report their shares of the net income or loss on their
personal income tax returns.

3. C CORPORATION

Corporations are regulated by state law which permits them to
function as separate legal entities. A corporation has legal rights and
is responsible for the corporation debts and filing income tax returns
and paying taxes. Typically, owners or shareholders of a corporation
are protected from the liabilities of the business. However, when a
corporation is small, creditors may require personal guarantees from
the principal owners before extending credit.

The first step is to prepare Articles of Incorporation and By-laws
which are then adopted and filed; these govern the rights and
obligations of the shareholders, directors and officers.

Corporations must file annual income tax returns with the IRS and
their state’s tax agency as well as other states where they do
business. The elections made in a corporation’s initial tax returns
can have a significant impact on how the business is taxed in the
future. Regular corporations (i.e. those that have not elected S status
— see below) are referred to as C Corporations.

It is advisable to seek the assistance of an experienced lawyer and
CPA when incorporating your business as there are a number of
critical decisions to be made which will have far-reaching and long-
lasting impact.
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4. S CORPORATION

An S Corporation is treated like a regular corporation with one
exception — an S Corporation pays no income tax. The net income or
loss from the S Corporation is combined with the other income of the
stockholders on their personal tax returns. There are special rules
governing the deductibility of S Corporation losses, which are
generally limited to an individual’s tax basis. The tax laws regarding
tax basis are quite complex.

S Corporation status is attained by filing Form 2553 which must be
done in a timely manner. The decision as to whether to elect S status
requires appropriate consultation prior to incorporation for new
businesses or before filing the election for existing corporations.
There are regulations regarding which corporations are eligible to be
taxed as S Corporations. If a corporation was previously taxed as a C
Corporation, there are additional tax considerations that may subject
the S Corporation to a tax liability.

5. LIMITED LIABILITY COMPANY (LLC)

A Limited Liability Corporation (LLC) combines the liability protection
of a corporation with the favorable tax treatment of a partnership. If
an LLC has 2 or more members, it can elect to be treated as either a
corporation or a partnership for income tax purposes and then files
the appropriate tax forms. A single member LLC can disregard the
entity and treat itself as though it were a sole proprietorship.

An LLC is an incorporated business organization that generally
protects the owners from individual liability for the organization’s
obligations and against vicarious liability for the negligence and
malfeasance of others. Management may be flexibly structured to
allow owners (referred to as members) to apportion management
authority as they see fit. Partnership classification is assured under
some state statutes and may be attained through proper structuring
in others.
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Creating an LLC is as simple as forming a corporation. Articles of
Organization must be filed with the Secretary of State; they are
similar to the articles of incorporation used to form corporations.
Filing fees are much the same.

An operating agreement defines the rights and obligations of the
members, including how profits, losses and distributions will be
shared. Most LLCs will have limitations on the transferability of
members’ interests and the ability of members to carry on the
business after a member ceases to be involved.

Members are generally not liable for the debts and other obligations of
the LLC, but they are liable for:

e The amounts the members have agreed to contribute to the
LLC,

e Under some statutes, amounts distributed to the members,
and

e Any negligence or malfeasance the member individually
commits or that the member supervises.

This generally means that members are not liable for the contracts
and general liabilities of the LLC or for any mistakes or improper
actions of others in the name of the LLC.

One of the major advantages of an LLC is related to tax. If properly
structured, it provides the benefit of one level of taxation; as with
partnerships, any income generated by the company is passed
through to the owners.

6. FISCAL YEAR-END

Four of the five entities that we have described in this chapter will,
with rare exceptions, have a December 31st year-end.
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The only one that can elect a different year-end is a regular
corporation (C Corporation). The reasons for electing a non-calendar
year-end might include:

e Matching the natural business cycle of the company,

e Delaying the payment of certain taxes, and

e Avoiding conflicts with vacations or particularly busy periods.

Notes

HOW WE CAN HELP

We'll be pleased to assist you with selecting a suitable legal entity
and establishing your fiscal year-end.
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CHAPTER 2

REGISTERING WITH THE TAX
AUTHORITIES

By working faithfully eight hours a day you
may eventually get to be boss and work
twelve hours a day.

Robert Frost
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CHAPTER 2

REGISTERING WITH THE TAX AUTHORITIES

As a business person you will quickly discover that you have
extensive tax and information filing requirements with a number of
different governmental agencies. Substantial penalties are routinely
assessed if the required forms and returns are not properly prepared
and filed on a timely basis. Several forms are required when starting
a business. While this chapter is not intended to be an all-inclusive
list of all filing requirements, it does summarize some of the more
common ones. Consult with your legal and accounting professionals
to make sure that you meet all the specific filing requirements of your
business.

1. INTERNAL REVENUE SERVICE

The Internal Revenue Service (IRS) is responsible for collecting
Federal payroll taxes (including Social Security taxes, Federal
unemployment taxes and Medicare taxes) and Federal Income taxes.
All tax forms filed with the IRS require the use of a Federal Employer
Identification Number (FEIN). This number is obtained by filing a
Form SS-4 by malil, fax or telephone. It can also be filed online at the
IRS website, www.irs.gov/smallbiz.

File Form SS-4 early to obtain your FEIN before you are required to
file tax returns. You can download Form SS-4 and instructions from
www.irs.gov/formspubs/.

Payroll tax requirements are detailed in Chapter 3. Income tax filing
requirements and tax planning are discussed in Chapter 4.
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2. EMPLOYMENT DEVELOPMENT DEPARTMENT

The Employment Development Department (EDD) is responsible for
collecting State Payroll taxes (including State Unemployment
insurance contributions and State Disability insurance contributions)
and State income taxes withheld.

To obtain an EDD Account Number, you will need to file Form DE1
with the EDD. You can download Form DE1 with instructions from
www.edd.ca.gov/Payroll_Taxes/Forms_and_Publications.htm.

3. FRANCHISE TAX BOARD Successful Business

Owners

The Franchise Tax Board (FTB) is | 1-Are totally dedicated to

responsible for collecting State Income their Customers
2. Know about customer

Taxes. i
loyalty & retention

All forms filed with FTB require an 3.K1:1(1w their position in the
marke

identification number, which in the case
of individuals is your social security
number and in the case of other entities,
your FEIN. Corporations also use their
California Corporation number which is
assigned as part of the incorporation
process.

4. Have a unique selling
point that everyone knows
about

5. Have a strategy to achieve
this

4. STATE BOARD OF EQUALIZATION

The State Board of Equalization (BOE) is responsible for collecting
State, Local and District Sales and Use tax.

If you sell or lease merchandise, vehicles or other tangible personal
property in California, then you need a Seller’s Permit. A seller’s
permit allows you to sell at the wholesale or retail level.
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To obtain a seller’s permit, you will file Form BOE-400-SPA with the
BOE. There is no fee for the permit (and permit number) but you will
likely be required to put up a security deposit. A blank Form BOE-
400-SPA  with  instructions can be  downloaded  from
www.boe.ca.gov/cgi-bin /forms.cgi.

5. BUSINESS LICENSE

Obtain a business license from the city in which your business is
located. Applications can be obtained from City Hall or in some cases
online. The fee for a Business License can range from $25 to
$25,000, depending on the city and the size of the business. Your
business license must generally be renewed annually.

HOW WE CAN HELP

Please call us and we’ll help you register with the various tax
authorities.

6. TAX CALENDAR

Significant filing dates for a corporation using a calendar year-end are
summarized as follows:

DATE RETURNS
January 31st Sales tax return*
Payroll tax returns
Annual Form W-2s issued to
employees
Form 1099s issued to payees
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February 28th Form W-2s filed with social
security administration
Form 1099s and 1096s filed

with IRS
March 15th Corporate income tax returns
April 15th Estimated income tax payments

Individual income tax returns
Partnership and LLC income tax

returns
April 30th Quarterly payroll tax returns
June 15th Estimated income tax payments
July 31st Quarterly payroll tax returns
September 15th Estimated income tax payments

Partnership and LLC income tax
returns on extension
Corporate income tax returns on

extension
October 15th Individual income tax returns on
extension
October 31st Quarterly payroll tax returns
November — December Year-end tax planning
January 15th Estimated income tax payments

Note: Many of these requirements also apply to partnerships and sole
proprietorships. When a year-end other than December 31st is used
(see Chapter Five) some of these dates will vary.

When dealing in certain regulated industries, such as utilities or
petroleum, there are also numerous other tax filing deadlines of
importance.

* Larger companies may have to file sales tax returns on a monthly,
quarterly or semi-annual basis.
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CHAPTER 3

FEDERAL AND STATE
PAYROLL TAXES

Effective leadership is putting first things first.
Effective management is discipline, carrying it out.

Stephen Covey
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CHAPTER 3

FEDERAL AND STATE PAYROLL TAXES

If you have employees, you will be responsible for collecting payroll
taxes and filing payroll tax reports.

Failure to deposit payroll taxes in a timely manner results in
substantial penalties and interest. New businesses frequently get
into trouble because they do not follow the strict payroll tax rules. Be
sure to consult your tax advisor before hiring employees. Decide who
will be responsible for the payroll process, preparing the checks,
depositing payroll taxes and preparing payroll reports. Because of the
complexities involved, most businesses use a payroll service.

1. FEDERAL PAYROLL TAXES

The following chart contains tax rates and the taxable wage basis for
employers and employees. Please contact our office for the most up
to date information.

Social Security Tax (FICA) and Federal Unemployment Tax (FUTA)

Medicare Soc. Sec. Total
FICA Tax rate for employer 1.45% 6.2% 7.65%
FICA Tax rate for employee 1.45% 6.2% 7.65%
On wages not to exceed No Limit $ 113,700

Maximum employer contribution
*Special rules and rates for Medicare apply for No Limit $ 8,698
$125,000 and above based on filing status.

Federal Unemployment Tax

(employer only): Gross Federal tax 6.0%
rate

Less credit for California 5 49
Unemployment Insurance

Net FUTA rate 0.6%
On Wages not to exceed $7,000
Maximum employer contribution $56

(per employee)
Frederiksen-Crawford CPAs | 415-927-1040 | Frederiksen.com
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In addition to the above Federal payroll taxes, you are required as an
employer to withhold Federal income taxes from each employee
according to the number of exemptions claimed.

2. FEDERAL PAYROLL TAX DEPOSIT REQUIREMENTS

The deposit requirements for employer and employee portions of
Social Security Taxes (FICA) and Federal Income Tax Withheld (FITW)
are as follows:

Lookback period. Your deposit schedule for a calendar year is
determined from the total taxes reported on your Forms 941, in a
four-quarter lookback period. The lookback period begins July 1 and
ends June 30 of the prior year. If you reported $50,000 or less of
taxes for the lookback period, you are a monthly schedule depositor;
if you reported more than $50,000, you are a semiweekly schedule
depositor.

New employers. During the first calendar year of business, the tax
liability for each quarter in the lookback period is considered to be
zero. Therefore, you are a monthly schedule depositor for the first
calendar year of business. However, see the one-day depositor rule
below.

1. Monthly Depositor. An employer that reported employment taxes
of $50,000 or less during the lookback period generally must
make only monthly deposits for the entire calendar year. The
deposit for a month must be made on or before the 15t day of the
following month.

2. Semi-Weekly Wednesday/Friday Depositor. An employer that
reported employment taxes of more than $50,000 during the
lookback period is a semi-weekly depositor for the entire year.
Such employers must make deposits on or before Wednesdays or
Fridays depending on the timing of their payrolls. Specifically,
employment taxes from payments to employees made on
Wednesdays, Thursdays or Fridays must be deposited on or before
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the following Wednesday. Taxes from Saturday, Sunday, Monday
or Tuesday payments to employees must be deposited by the
following Friday.

3. Non-Banking Days. Semi-weekly depositors have at least three
banking days to make a deposit. If any of the three weekdays
following the close of a semi-weekly

period is a bank holiday, the employer
will have an additional banking day to
make the deposit. For example, if 5 Great Marketing
Monday is a bank holiday, deposits Questions
from the prior week Wednesday
through Friday period can be made by
following Thursday, rather than by the
regular Wednesday deposit day.

Q. Why did we start this
business?

Q. Where do our/will our first
customers come from?

Q. Why do/will our customers

4. One-Day Depositor. If a monthly or | = " "

semi-weekly depositor accumulates
employment taxes of $100,000 or
more during a deposit period (monthly
or semi-weekly), it must deposit the
taxes by the next banking day. This
rule overrides the normal rules for
determining deposit dates discussed

Q. What is our single greatest
advantage over the
competition?

Q. What is our Unique Selling
Proposition?

above. A monthly depositor that must

make a one-day deposit under this rule immediately becomes a
semi-weekly depositor for the rest of the calendar year and the
following year.

3. FEDERAL UNEMPLOYMENT TAXES

To determine your quarterly liability for FUTA, multiply by .008 that
part of the first $7,000 of each employee’s annual wages that you
paid during the quarter. If the resultant liability for all employees for
the quarter is $100 or less, there is no requirement to deposit it
currently, you merely add it to your liability for the following quarter.
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If your liability for any calendar quarter (plus any undeposited taxes
for an earlier quarter) is more than $500, you are required to deposit
the taxes by the end of the following month.

If the tax reported on your annual Federal Unemployment Tax
Return, Form 940, less deposits for the year is:

1. More than $500, you must deposit by the last day of January.
2. Less than $500, you may pay the taxes when you file Form
940.

4. SUPPLEMENTAL WAGES

If supplemental wages — such as bonuses, commissions and over-time
pay- are included in the same payment with regular wages, tax to be
withheld is determined as if the total of the supplemental and regular
wages were a single payment for the regular payroll period.

If supplemental wages are not paid with the same payment as the
regular wages, the employer may:

1. Withhold at a flat rate of 25% for Federal and 7% for California.

2. Combine the supplemental wage with the last regular wage,
determine the tax on the total wage, and then subtract the
amounts already withheld on the regular wage payment.

5. FRINGE BENEFITS

Gross income does not include fringe benefits that qualify for
exclusion, as described in the categories listed below. Fringe benefits
that qualify for the exclusion are exempt from Income Tax and Social
Security tax withholding. Conversely, benefits that do not qualify are
subject to these taxes. An example of a common non-qualifying
benefit subject to tax is the automobile allowance.
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No-additional-cost service. Some services to an employee are
excludable if (1) they are offered for sale to the public in the ordinary
course of the employer’s line of business in which the employee
works, and (2) the employer does not incur substantial additional
cost. For example, employers who furnish airline travel or hotel
rooms to employees working in these lines of businesses in such ways
that non-employee customers are not displaced and employers incur
no substantial additional cost can exclude the cost of the room or
travel from the employee’s gross income.

Qualified employee discount. Any employee discount is an
excludable qualified employee discount if: (1) in the case of property,
it does not exceed the gross profit percentage of the price at which the
property is being offered to customers; (2) in the case of a service, it
does not exceed 20% of the price at which the service is being offered.

Working condition fringe. Any employer-provided property or
services are excludable benefits to the extent that they are deductible
as ordinary and necessary business expense had the employee paid
for them. Under certain conditions, the fair market value of a
qualified demonstration automobile used by a full time auto
salesperson is an excludable working condition fringe.

De minimus fringe. Property or services not otherwise tax-free are
excludable if their value is so small as to make accounting
unreasonable or administratively impractical. An operation of any
eating facility for employees is an excludable de minimus fringe if it is
located on or near the employer’s business premises and the revenue
derived normally equals or exceeds the direct operating costs of the
facility.

Qualified Moving Expenses Reimbursement. An employee may
exclude from gross income an amount received from an employer for
payment of qualified moving expenses.

Transportation Fringe Benefits. An employee may exclude from
gross income certain maximum amounts received from an employer
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as reimbursements for transit passes, vanpooling expenses and
qualified parking expenses.

6. OTHER TAX REQUIREMENTS

Whenever a wage payment is made, the employer must provide the
employee with a statement of gross wages and specific deductions (if
any).You use the Form W-4 submitted by the employee and the tax
tables provided in the employer’s tax guides to determine the correct
income tax to withhold. If the employee fails to submit a Form W-4,
the employer must withhold at the rate applicable to a single person
who has no withholding exemptions. Employers must submit, with
their quarterly payroll tax returns, a copy of any Form W-4 on which
an employee is claiming the equivalent of 10 or more withholding
exemptions.

An employer must also complete a Form -9 for each employee and
obtain the necessary documentation to verify eligibility status.

When making a reimbursement or payment of moving expenses to an
employee, the employer must complete and furnish the employee with
a Form 4782.

An employer must furnish a Form W-2 to each employee showing
remuneration and withheld taxes for each calendar year. Flat rate
expense account allowance, disability insurance paid by the employer
and moving expense reimbursements are among the items to be
included as other compensation on a Form W-2. Upon request, a
Form W-2 must be furnished to a terminated employee within 30
days after the request or the final wage payment, whichever is later.
All other Forms W-2 should be given to the employees by January
31st of the following year.
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7. AVAILABLE PUBLICATIONS

Circular E, Publication 15, Employer’s Tax Guide, which covers the
payroll tax reporting and deposit requirements, is available at the
local office of the Internal Revenue Service or on the IRS website,
www.irs.gov. Search the website by using the key word “Publication
15”7

8. CALIFORNIA PAYROLL TAXES

The following chart contains tax rates and the taxable wage basis for
employers and employees. The limits and maximum contributions
are per employee. Please contact our office for the most up to date
rates.

State State
Unemployment Disability
Insurance Insurance
Tax rate for a new employer 3.4% -0-
Tax rate for employee -0- 1.0%
Maximum wage amount per $7.,000 $101,636
employee
Maximum employer amount $238 0.
per employee
Maximum employee amount -0 - $1,016.36

In addition to the above payroll taxes, you are required as an
employer to withhold State Personal Income taxes (PIT) from each
employee according to the number of exemptions claimed.

9. CALIFORNIA PAYROLL TAX DEPOSIT REQUIREMENTS

Due dates for combined deposits of SDI (state disability insurance)
and PIT are based on an employer's federal payroll tax deposit
schedule/requirement.
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California Quarterly Depositor.
Quarterly tax payments are due and

delinquent on the same dates as the 5 Great Marketing Questions
Quarterly Wage and Withholding Q. What is the lifetime value of
Report (DE 6). (See Monthly deposit our customer?

requirements if you are a Quarterly Q. How often do our customers

buy from us each year?
Q. What is the market
potential?
Q. What do our customers

depositor but accumulate $350 or
more in PIT during one or more
months of a quarter.) Although UI
and ETT are due quarterly, you may

submit them with any SDI and PIT really want?
deposit Q. What does it cost us to

acquire a new customer?

EFT transactions for Quarterly
payments must settle into the
State's bank account on or before the next business day following the
last timely date for the quarter.

California Monthly Depositor. You are required to make California
Monthly SDI and PIT deposits if you are required to make federal
Monthly or Quarterly deposits AND you accumulate $350 or more in
PIT during one or more months of a quarter. Monthly deposits are
due by the 15th of the following month.

You will be required to make Monthly SDI and PIT deposits if you are
required to make federal Next Banking Day or Semiweekly deposits
and you accumulate $350-$500 in PIT during one or more months of
a quarter.

EFT transactions for Monthly deposits must settle into the State's
bank account on or before the next business day following the due
date.

California Semiweekly Depositor. You are required to make
California Semiweekly SDI and PIT deposits if you are required to
make federal Semiweekly deposits AND you accumulate more than
$500 in PIT during one or more payroll periods. (If you accumulate
$350-$500 in PIT during one or more pay periods, see Monthly
requirements below.) The Semiweekly deposit schedule requires that
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if payday is Wednesday, Thursday, or Friday, then deposit is due by
the following Wednesday, and if payday is Saturday, Sunday,
Monday, or Tuesday, then deposit is due by the following Friday.

Semiweekly depositors always have three business days after the end
of the Semiweekly period to make a deposit. If any of the three
weekdays after the end of a Semiweekly period is a legal holiday, you
will have one additional business day to make your deposit.

EFT transactions for Semiweekly deposits must settle into the State's
bank account on or before the next business day following the due
date.

California Next Banking Day Depositor. You are required to make
California Next Banking Day SDI and PIT deposits if you are required
to make federal Next Banking Day deposits AND you accumulate
more than $500* in PIT during one or more payroll periods. (If you
accumulate $350-$500 in PIT during one or more pay periods, see
Monthly requirements below.)

You may also want to review the California Employment Department
website at www.edd.ca.gov.

10. EMPLOYEE VS. INDEPENDENT CONTRACTOR

A major area of uncertainty and potential dispute relates to whether a
worker is classified as an employee or as an independent contractor.
All else being equal, it is much less costly to the employer if a worker
is an independent contractor — avoiding social security and other
payroll taxes. However, if someone is subsequently reclassified by the
authorities as an employee, the penalties can be substantial. This
can happen, for example, when a terminated “independent
contractor” files for unemployment benefits and claims to have really
been an employee.

The IRS has developed a twenty-factor control test to help determine
whether the person providing the service should be classified as an
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employee or an independent contractor. California has four addition

tests — see below.

20 FACTORS

ELEMENTS

EMPLOYEE

INDEPENDENT
CONTRACTOR

1. Instructions

Employee is required
to comply with
instructions about
when and where
work is done.

An independent
contractor decides
how to do the job,
establishes his/her
own procedures, and
is not supervised.

2. Training

Employee may be
trained by other
experienced
employee working
with him or her, by
correspondence, by
required attendance,
or by other methods.

An independent
contractor uses
his/her own methods
and receives no
training from the
principal.

3. Integration

If the worker’s
services are so
integrated into an
employer’s
operations that the
success or
continuation of the
business depends on
the performance of
the services, it
generally indicates
employment.

An individual’s
performance of
service & those of
assistants affect his
or her own business
reputation.

4. Services
rendered
personally

If the services must
be rendered
personally, it
indicates the

A contractor having
right to substitute
another’s services
without the
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ELEMENTS

EMPLOYEE

INDEPENDENT
CONTRACTOR

employer is
interested in the
methods as well as
results.

principal’s knowledge
suggests the existence
of an independent
relationship.

5. Hiring,
Supervising,
paying
assistants

If a worker hires or
supervises an
assistant at the
employer’s direction,
he/she is acting as a
representative of the
employer.

An independent
contractor hires,
supervises and pays
assistants under a
contract with
him/her.

6. Continuing
relationship

The existence of a
continuing
relationship between
a worker and the
person whom he/she
performs services
indicates an
employee status.

The relationship
between an
independent
contractor and
his/her client ends
when the job is
finished.

7. Set hours of
work

Employer sets hours
of work for the
worker.

An independent
contractor is the
master of his/her own
time.
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ELEMENTS

EMPLOYEE

INDEPENDENT
CONTRACTOR

8. Full time work

Full time work for
the business is
indicative of control
by employer. Full
time does not
necessarily mean an
eight-hour day or
five-day week but
may vary with the
intent of the parties
and nature of
occupation.

An independent
contractor is free to
work whenever
he/she chooses.

9. Work done on

An employee works

An independent

premises on the employer’s contractor can work
premises or on the away from the
location designated principal’s premises.
by employer.

10. Order or An employee An independent
sequence of performs services in | contractor is free to
work order or sequence perform services to

set by employer. complete the work as
he/she prefers.

11. Reports A submission of An independent

regular oral or
written reports
indicate control since
the worker must
account for his/her
actions.

contractor is not
required to file the
reports that
constitute a review of
his/her work.

12. Payments by
hour, week,
month

Payment by hour,
week, month
indicated employee
status.

Payment to
contractors is usually
by a flat fee for the job
or by working hours.
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ELEMENTS EMPLOYEE INDEPENDENT
CONTRACTOR
13. Payment for Payment by Are paid on a job

worker’s
business and
traveling
expenses

employer indicates
control over worker.

basis and the
contractor takes care
of all incidental
exXpenses.

14. Tools and
Materials

Tools and materials
are normally
furnished by
employer.

An independent
contractor furnishes
his/her own tools,
and materials.

15. The extent of
the worker’s
investment

All necessary
facilities are
furnished by
employer.

An independent
contractor often (but
not necessarily) has a
significant investment
status in the facilities
he/she uses in
performing services.

16. Profit and Loss

When workers are
insulated from loss
or restricted in the
amount of profit
gained, they are
usually employees.

The possibility of a
profit or loss for the
worker as a result of
his/her services
shows independent
contractor status who
invests significant
amounts of time or
capital in his/her
work without any
guarantee of success.
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ELEMENTS

EMPLOYEE

INDEPENDENT
CONTRACTOR

17. Works for more
than one
person or firm

A worker may work
for a number of
people or firms and
still be an employee
of one or all of them
because he/she
works under control
of each firm.

An independent
contractor works for a
number of persons or
firms at the same
time. He/she can
work freely, not
controlled by any
firms.

18. Offers services
to the general
public

If a worker performs
services alone, does
not advertise his/her
services to general
public, does not hold
licenses or hire
assistants, and
performs services on
a continuing basis, it
is an indication of an
employment
relationship.

An independent
contractor is free to
seek out business
opportunities,
advertise, maintain a
visible business
location, and is
available in the
general public.

19. Right to
discharge

If the employer has
the right to
discharge a worker
at will and without
liability, the worker
is considered an
employee.

An independent
contractor cannot be
discharged as long as
he/she produces a
result that measures
up to his/her contract
specification;
relationship can be
terminated with
liability.

20. Right to quit

The right to quit at
any time without
incurring liability
indicates an
employer-employee

If an individual agrees
to complete a specific
job and he/she is
responsible for its
satisfactory
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ELEMENTS EMPLOYEE INDEPENDENT
CONTRACTOR
relationship. completion, it

indicates the
independent
contractor status.

For more information refer to IRS publication 15-A, Employer’s

Supplemental Tax Guide, and talk with us.

11. CALIFORNIA INDEPENDENT CONTRACTOR

The Employment Development Department has four additional items
to help determine whether the person providing the service should be

classified as an employee or an independent contractor.

ELEMENTS

EMPLOYEE

INDEPENDENT
CONTRACTOR

21. Custom in
industry and
Location

If the work is
traditionally done by
civil service employees
under the direction of
a supervisor, it is an
indication of
employment.

If the work is done
by outside
specialists, it is an
indication of
independence.

22. Required Level
of Skill

A low level of technical
skill is strong evidence
of employment, since
as the skill level
declines, there is less
room to exercise the
discretion necessary
for independence.

A high level of
technical skill is
important when
combined with
other factors such
as owning a
separate and
distinct business.

Frederiksen-Crawford CPAs | 415-927-1040 | Frederiksen.com

34




ELEMENTS

EMPLOYEE

INDEPENDENT
CONTRACTOR

23. Belief of the
Parties

It is an indication of
employment if:

e Both parties
(the worker and
the State)
believe the
relationship is
employment.

e Either party
believes that
the relationship
is employment.

If the parties agree
that the
relationship is one
of independence, it
may be.

However,
consideration
should be given to
the fact that many
individuals do not
know how
employment
determinations are
made and believe
they are
independent
contractors
because they are
told they are.

24. Business
Decisions

Employees cannot
make business
decisions that would
enable them to earn a
profit or incur a
financial loss.

Independent
contractors make
business decisions
that enable them
to earn a profit or
incur a loss.
Investment of the
worker’s time is
not sufficient to
show a risk of
loss.

Report of California Independent Contractor(s) (DE 542)

Any business or government entity that is required to file a federal

Form

1099-MISC for services
contractor is required to report specific independent contractor

received from an

independent
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information to EDD. This information will be used to locate parents
who are delinquent in their child support obligations.

The independent contractor reporting requirements apply if you hire
an independent contractor and the following statements all apply:

You are required to file a Form 1099-MISC for the services
performed by the independent contractor.

You pay the independent contractor $600 or more OR enter into a
contract for $600 or more.

The independent contractor is an individual or sole proprietorship.

If all the above statements apply, you must report the independent
contractor to EDD within 20 days of paying/contracting for $600 or
more in services. You are not required to report independent
contractors that are corporations, general partnerships, limited
liability partnerships, and limited liability companies.

12. FORM 1099 FILING REQUIREMENTS FOR
INDEPENDENT CONTRACTORS

Federal and California have annual reporting requirements for
payments to independent contractors. Payments are reported on
form 1099 MISC -In general, you are required to file a form 1099 if
you have paid a person at least $600 in rents, services (including
parts and materials). You must have the name and address and SSN
or FEIN for each payee. You can obtain this information during the
year by requiring the person to complete a form W-3 when you engage
them for their services.

It is extremely important to report the 1099 payment information
correctly. The government agencies use this information to determine
if the payee has included the income on their tax return.

You may want to review the instructions for Form 1099 at irs.gov.
There are several exceptions to filing form 1099.
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Notes

HOW WE CAN HELP

Please call us and we will be pleased to help get you set up for payroll
and payroll taxes and various reporting requirements.
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CHAPTER 4

INCOME TAXES

In this world nothing can be said to be certain,
except death and taxes.

Benjamin Franklin
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CHAPTER 4

INCOME TAXES

Income tax laws are extensive, complicated and constantly changing.
While this chapter is not intended to cover all ramifications of income

taxes, it does provide some general guidelines for complying with the
main income tax rules.

1. INCOME TAX REPORTING

Each type of legal entity is required to file a different type of income
tax form, as follows:

A. Sole Proprietorship: A sole

proprietorship is considered a Successful Business Owners
component of the individual’s v Work smarter NOT harder
personal tax return. Schedule C, the v Measure accurately how

required tax form, is included with they’re doing

the owner’s Form 1040 and for v" Forecast ahead and monitor
California Form 540. ‘If the business progress

has net taxable income, then v" Control costs with budgets

Schedule SE must be prepared to v' Have a financial strategy
determine the amount of self-
employment tax that is due to the
Federal Government (this is the self-
employed equivalent of social security taxes).

B. Partnership: A partnership is not a taxable entity. It is treated as
a conduit through which taxable income is passed to the individual
partners for inclusion in their respective tax returns. The partnership
is required to file Federal Form 1065. For California a Form 565 is
required. No income tax is due with these forms, however, included
with the forms is a Schedule K-1, which lists the various items of
income and credits to be included on the individual partners’ returns.
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C. C Corporation: A C Corporation is considered a taxable entity
and is required to file a Federal Form 1120 and California Form 100.

D. S Corporation: An S Corporation is a type of corporation that has
special treatment under the tax laws. Generally, this type of entity is
treated in the same manner as a partnership, with certain exceptions.
Tax forms required are Federal Form 1120S and California Form
100S.

E. Limited Liability Company: A limited liability company and its
cousin, a limited liability partnership (used typically by professional
service providers) are generally not taxable entities and are treated as
a conduit though which taxable income is passed to the individual
partners or members for inclusion in their respective tax returns.
These entities are generally required to file the same forms as a
partnership. No income tax is due with the forms, however, included
with the forms is a Schedule K-1, which lists the various items of
income and credits to be included on the returns of the individual
partners or members.

2. ESTIMATED TAX PAYMENTS

In addition to the regular tax forms, the law specifies that if an
estimate of the tax is not properly prepaid on a quarterly basis, a
non-deductible underpayment penalty is to be levied. Since an
estimate is based on forecasting the future, and liable to human
error, the tax laws provide two safe-harbors to avoid the penalty for
underpayment. If your payments for each quarter equal the lesser of
100% of the prior year’s tax or 90% of the current year’s tax, then the
penalty can be avoided. In some cases you may have to pay 110% of
the prior year Federal tax liability to avoid the penalty. California
requires a minimum corporate estimate of $800, even if there is no
tax owed.

There are exceptions to the underpayment penalty, one of which is
the annualized income installment method. Required quarterly
payments can be calculated based on actual income and deductions
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in each quarter. If income was higher in later quarters of the year,
this method may reduce the penalty by lowering required quarterly
payments at the beginning of the year.

Estimates are filed using the following forms:

Corporate Federal tax deposit must be filed electronically using
https:/ /www.eftps.gov/eftps/
California Form 100-ES.

Individual Federal Form 1040-ES.
California Form 540-ES.

3. DUE DATES

Due dates of the various forms are:

1. Sole Proprietorship:

2. Partnership:

3. C Corporation:

Federal Form 1040 and California Form
540 are due on April 15th. Estimated tax
payment Forms (Federal Form 1040-ES
and California Form 540-ES) are due
quarterly on April 15th, June 15th
September 15th and January 15th.

Federal Form 1065 and California Form
565 are due the 15th day of the 4th month
after the end of the tax year - April 15t for
almost all partnerships.

Federal Form 1120 and California Form
100 are due the 15th day of the 3rd month
after the end of the tax year. Federal tax
deposit Form 8109 and California Form
100-ES are due the 15th day of the 4th  6th,
9th and 12th month of the tax year.

Frederiksen-Crawford CPAs | 415-927-1040 | Frederiksen.com

41



4. S Corporation: Federal Form 1120S and California Form
100S are due the 15th day of the 3rd month
after the end of the tax year. Federal tax
deposit Form 8109 and California Form
100-ES are due the 15th day of the 4th, 6th
9th and 12th months of the tax year.

5. Limited Liability An LLC may be treated as a partnership or
Company: corporation for tax purposes. The due
dates will follow the classification (see

above).

4. EXTENSIONS

Businesses and individuals may request an extension of time to file
tax returns. However, these extensions do not extend the time for
paying the tax.

5. FIRST TAX RETURN

The first tax return of a business is very important. Elections are
made which will dictate the way the business is taxed for many years
to come.

Some of the more significant elections that will need consideration are
outlined below:

1. Election to capitalize and amortize costs incurred to organize the
business. These can be legal, accounting or similar fees paid to
commence operations. Such costs are not normally considered
expenses of the corporation and are not deductible unless this
election is made.
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2. Election to accrue vacation pay earned but not taken by
employees at the end of the tax year. Without this election,
vacation pay is not deductible until the year it is taken.

3. Accounting method used to report for tax purposes:

e Cash
e Accrual
e Other hybrid method

4. Method of inventory valuation.
S. Method of accounting for long term contracts.

The elections discussed above are only a few of those that may need
to be considered in an initial return. It is important to plan how best
to utilize elections to take advantage of some of the following
provisions of the Federal and California tax laws including:

e Net operating loss carryovers.

e Research and development tax credits.
e Business energy tax credits.

e California tax credits.

6. STATE TAXES

If your company conducts, or plans to conduct, business in more
than one state, it is essential that you familiarize yourself with the
applicable tax laws and filing requirements. If you are not in
compliance, you may be prohibited from doing business in those
states. You may also subject yourself to significant penalties and
interest.
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Notes

HOW WE CAN HELP

Taxes are our “bread and butter” — the laws are very
complicated, so we recommend that you retain us to prepare your
income tax returns. Any amount you might save by doing your own
returns can be more than offset by the costs of making mistakes.

But a bigger issue than making mistakes is missing the
significant tax savings opportunities available to businesses,
particularly on an initial return.

Proper tax planning is also essential to realize the greatest
benefit from the income tax laws. This is a year-round process
requiring communication on both sides — you and us. Please let us
help you in this important area.
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CHAPTER 5

ACCOUNTING AND
BOOKKEEPING

You have to know accounting. It's the language of
practical business life. It was a very useful thing to
deliver to civilization. I've heard it came to civilization
through Venice which of course was once the great
commercial power in the Mediterranean. However,
double entry bookkeeping was a hell of an invention.
Charlie Munger, Vice Chairman Berkshire-

Hathaway
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CHAPTER 5

ACCOUNTING AND BOOKKEEPING

As an owner of a business, it is vitally important that you have the
financial information you need to run the business effectively. You
will also need financial information to provide to outsiders such as
the bank and to the taxing authorities.

The necessity for good, well-organized financial records cannot
be over emphasized. One of the mistakes made by some
entrepreneurs is not keeping good financial records and therefore not
having sufficient information to make good business decisions or not
receiving warning signals of potential problems such as a likely future
cash crunch.

Good, timely financial reports do not necessarily require complicated
bookkeeping or accounting systems. An appropriate system is like
any tool used in your business; it needs to be sophisticated enough to
provide the information you need but simple enough that you or your
assistant or bookkeeper can run it.

Questions you will want to ask in developing your accounting and
financial reporting system are:

1. Who will need and want to see the financial information?
2. What information do we need to manage the business?

3. What information will be needed to satisfy the government,
regulatory and taxing authorities?

Please seek our assistance in developing a system that will
consistently provide the right information on a timely basis.
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1. THE ACCOUNTING PROCESS

Accounting is the process of collecting, organizing, maintaining, and
reporting financial information. Let’s review the process:

Everything starts with the creation of
source documents which record your 5 Key Performance
business transactions. Source Indicators (KPIs)

documents include: for Every Business

v Revenue

e Sales invoices v Gross Profit %
e Cash receipts v Accounts Receivable
e Cash register tapes Days
e Purchase invoices v' Average Transaction
e Checks Value
e Miscellaneous, such as petty v" Overhead as a % of

cash items Revenue

Journals. Journals (also known as
“books of original entry”) are where the information from the source
documents are recorded in a prescribed way.

e Sales are recorded in a Sales Journal

e Purchases are recorded in a Purchase Journal

e Cash receipts are recorded in a Cash Receipts Journal
e Checks are recorded in a Cash Disbursements Journal

General Ledger. Once all the source documents have been recorded
in the journals, the summary totals are transferred to a general
ledger, where the balances of each account are displayed. A listing of
these account balances is known as a “trial balance”.

What we have described to this point is generally referred to as
“bookkeeping” or “write-up work”. At the end of a time period —
usually a month — we want to summarize everything that has been
done during the period and create reports, known as “financial
statements”.
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Adjusting Entries. But before we can generate the financial
statements, we need to carefully review what’s been done and make
sure that “what the books say” reflects reality. Part of this activity
involves reconciliations of the bank accounts, receivables and
payables.

We then make various adjusting entries to record such items as:
e depreciation
e payroll taxes
e Dbad debts, and

e bank charges

The next step is to prepare Financial Statements.

2. FINANCIAL STATEMENTS

A basic set of financial statements consists of a balance sheet, a profit
and loss statement and a statement of cash flow.

Balance Sheet. Your balance sheet reports the financial position of
your company as of a given date. Think of it as a “snapshot” of the
business. Your balance sheet has 3 elements: assets, liabilities, and
equity. Assets are things you own. Examples include:

e Cash

e Accounts receivable

e Inventory

e Equipment

¢ Furniture and fixtures

e Deposits (such as rent deposits)

Liabilities are what you owe. Examples include:

e Accounts payable
¢ Notes payable
e Payroll taxes payable
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e Accrued interest payable

Equity is the difference between what you own and what you owe, i.e.
what’s your worth. The equity section of the balance sheet is in turn
broken down into subsections tracking how much the owner(s)
contributed to the business, how much the business has made (or
lost) and how much the owner(s) took out.

Profit and Loss Statement. Your profit and loss statement (also called
an “income statement” but most frequently referred to as a “P & L”)
shows the profit or loss of the business during a specific period of
time. The elements of a P & L are:

e Income (or Revenue)

e Cost of Goods Sold

e Operating Expenses

e Net Profit (or net income)

Operating expenses are usually grouped into categories, for example,
as follows:

e Labor and personnel

e Marketing expenses

e Occupancy expenses

e Office expenses

e General and administrative
e Other

Design your own groupings to give yourself the information you need
to run the business.

Cash Flow Statement. Your cash flow statement shows you the
changes in your cash position over a period of time — where it came
from and where it went. The cash flow statement is broken down into
3 major categories:

1. Cash Flows from Operating Activities — This represents the
cash flow generated from the business, which will be different
from the net profit because of changes in receivables,
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inventory, accounts payable and fixed assets. (For example,
buying inventory does not affect your P & L until you sell it,
but it does affect cash.)

2. Cash Flows From Investing Activities — This represents the
cash flow movement from buying or selling assets held for
investment and similar activity.

3. Cash Flows From Financing Activities — This represents the
cash flow movement from borrowing or repaying money and
receiving or paying back money put in by the owner(s).

The Cash Flow Statement helps you reconcile the age-old dilemma, “if
we made all this money, why don’t we have any cash?”

3. RESPONSIBILITY FOR BOOKKEEPING AND ACCOUNTING

Bookkeeping and accounting are such important functions that it
makes sense early on to assign clear responsibilities for their regular,
consistent execution.

Important questions for you to ask are:
1. Who will keep the books of the business?

2. Will your receptionist or assistant double as a part-time
bookkeeper?

3. Will you have an outside bookkeeper that comes in
periodically, or will the volume of activity require a full-time
bookkeeper?

Business owners often decide to keep the books themselves, and
underestimate the time commitment required. Other demands of the
business (such as making sales!) may create a time crunch resulting
in record keeping receiving a low priority. Keeping the books requires
regular allocation of time. Close control can be achieved by
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personally signing checks and scrutinizing key documents and
records, such as the monthly bank statement.

CONTROL TIP: Have all bank statements sent to your home address,
so that you can perform a quick review before passing them to
someone else to reconcile.

Let’s revisit the steps in the bookkeeping and accounting process:

Source Documents. These are prepared by the business as part of
normal day-to-day operations.

Journals. These are usually prepared in-house using an automated
accounting program such as QuickBooks.

General Ledger. The general ledger is generally created as a by-
product of the above steps when using a program like QuickBooks.

Trial Balance. This is in effect a print-out of the general ledger.

Adjusting Entries. Some of the adjusting entries can be made in-
house, particularly on interim month-end closings. At year-end, we,
as your CPAs, would make needed year-end adjusting entries.

Financial Statements. Interim financial statements can be prepared
in-house depending on the level of expertise available. Year-end
financial statements would normally be part of our responsibility or a
coordinated effort.

As CPAs, we are available to assist in the bookkeeping and
accounting function depending on your needs and availability of time
and personnel. For example, if you only want to produce the source
documents, we can complete all the other steps. At the other end of
the spectrum, you may be able to complete all the steps and just have
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us help with finalizing the year-end financial statements and tax
returns.

4. CASH OR ACCRUAL ACCOUNTING

One of the decisions to be made early on is whether to keep your
books on a cash or accrual basis.

The cash basis of accounting has the advantage of simplicity.
Income is recorded when money is received and expenses are
recorded when money is paid out.

The accrual basis is a much better reflection of what is actually
happening in your business. It matches the revenue generated in a
particular time period with the costs and expenses of generating that
revenue, even if the related cash receipts or disbursements take place
in some other time periods. Income is recorded when you earn it (e.g.
make a sale) and expenses are recorded when you incur them.
Keeping books on an accrual basis is more time-consuming but the
information generated is worth the effort.

Whether you use the cash or accrual basis, it is often possible to
report for tax purposes on a different more advantageous basis. We
can advise you on possibilities in your particular circumstances.

5. INTERNAL CONTROL

Internal control is a system of checks and balances designed to
ensure that company assets are properly safeguarded, and that the
financial information produced is accurate and reliable. If you are
personally handling all of the company’s financial transactions,
maintaining good internal control is relatively straight forward.

However, when a company grows to the size that delegating some
functions becomes necessary, it is more difficult to ensure that all
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transactions are being accounted for properly. As soon as you
delegate tasks and functions, there are potential internal control
issues.

No matter the size of your business, you want to be able to answer
“yes” to the following questions:

1. When we provide goods or services to our customers, can we be
certain that sales are always properly recorded and the cash is
collected?

2. When we pay out cash, can we be certain that we received the
proper goods or services?

There are a number of steps to establishing good internal controls,
the principal one being: do not let anyone control a financial function
from start to finish. That way, for fraud to take place, you would
have to have collusion.

Examples of internal control steps:

e The individual preparing sales invoices should be different
from the person recording them.

e The person preparing and recording checks should not be
allowed to sign them. And it’s a good idea to require dual
signatures on checks if it’s practical.

e The person receiving the bank statement should not be the
same person who reconciles the bank. As suggested already,
have bank statements sent to your home address.
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Example Fraud Checklist

Fraud is a potential threat to every company. Review the checklist below and if you
answered No to any questions, an internal controls review might be a worthwhile
exercise.

Yes

No

1.

Do you have a code of conduct that explicitly prohibits employees
from committing fraud, having conflicts of interest or engaging in
any other form of illegal or unethical behavior?

a. Have all your employees, vendors and customers received a copy

of it?

b. Have key employees provide annual confirmation of their

compliance?

Do you have a clear company policy on time and expense
reporting?

Do you verify the credentials (including bank details) of all new
vendors before they are authorized to supply your company?

Do you make sure all disbursements are properly approved?

Do you use direct deposit for payroll?

Do you require two signatures on checks over a certain amount?

N oo~

Do you review the bank statements before anyone else does? You
might want to consider having them sent to your home address.

Do you review cancelled checks (or copies) and match payee
names with endorsements?

Do you review invoices for any payees you don’t recognize?

Do you make sure bank statements are reconciled each month and
that your CPA reviews the bookkeeper’s work periodically?

1.

Do you make sure everyone takes their full allotted vacation time?

12.

If something seems odd, whether it is a disbursement to an
unfamiliar vendor or an unexpected expense, do you have a system
in place to verify the information?

SAMPLE ONLY - THIS CHECKLIST IS GENERAL BUSINESS ADVICE AND

SHOULD NOT BE CONSTRUED AS SPECIFIC TO YOUR SITUATION. PLEASE

CONSULT THE APPROPRIATE ADVISORS.
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6. COMPUTER SYSTEMS

Since the development of double-entry bookkeeping (first documented
by an Italian monk, Luca Pacioli in 1495), the advent of the computer
has had the simple greatest impact on accounting.

Virtually every business in America has a computer system of some
kind, generally running some kind of accounting package. There are
several packages available and they are quite affordable, robust and
easy to learn. The most popular is QuickBooks, but there are several
others. We have experience with a variety of accounting software
packages that can help you run your business more efficiently. It is
important to choose software that will best meet your particular
needs.

HOW WE CAN HELP

We are available to assist you with:
e Setting up a proper accounting system
e Helping you identify your key performance indicators (KPIs)
and develop a measuring and monitoring system
o Establishing appropriate internal controls
e Selecting a computerized accounting package, setting up the
system and providing training
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CHAPTER 6

CASH MANAGEMENT

Profit in business comes from repeat
customers, customers that boast about your
project or service, and that bring friends
with them.

W. Edwards Deming
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CHAPTER 6

CASH MANAGEMENT

CASH IS KING! The lifeblood of any business is its ability to collect
cash. We often encounter small businesses that are profitable yet
don’t generate enough free cash to pay the day-to-day expenses and
the owners.

Being able to anticipate cash resources is an important part of
running a successful enterprise.

1. STARTING THE ANALYSIS

The starting point for forecasting your cash flow is the volume of sales
you expect to generate. Your sales forecast must be as finely tuned
as possible.

Some factors to consider in your sales forecast include:

e Expected market share

e Sales history

e Competitive analysis

e Product lines

e Number and quality of sales people or distributors
e Seasonality

e Local economic conditions

e Time horizon

2. CASH COLLECTIONS

Once you have completed your sales forecast, you now need to
calculate how sales will convert to cash. So you will need to estimate:
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e What percentage of sales are
paid in cash?

° What percentage are Credit Successful BllsineSS OWners
sales where you have to v’ Systemize the business to help
carry accounts receivable? people work more effectively.

v" Have written procedures to

e What percentage are credit
help employees follow the

card sales where processing
fees will be deducted? L, system. o
e What percentage of the credit Have a clear organizational
sales do you expect to collect
in:
o 30 days?
o 90 days?
o More than 90 days?
e What percentage might we
never collect (bad debts)?
e What discounts are you planning to offer for prompt payment?

chart with clear reporting
guidelines.

v Have job descriptions for all
roles in the company.

e How much of our collections are for sales tax which will need
to be remitted to the taxing authority?

e What other sources of cash are planned (such as rents from
subtenants, loans, or owner investment)?

Once you are comfortable with the timing of the collections of funds
from sales and other sources, it’s time to look at the costs, expenses
and other cash outflows of your business.

3. CASH OUTFLOWS

As you start to work on the outflow or disbursement side of your
forecast, you will want to consider the following questions related to
cost of sales:

e If your business requires inventory, do you purchase the
merchandise from others or do you purchase component parts
and assemble them?

e What are the credit terms your vendors are willing to offer? Do
you have to pay for purchases on a COD basis or can you get
credit for thirty, forty-five or even 60 days?
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e What costs are required to convert purchased items into
salable merchandise?

e What supplies are needed to be kept on hand to pack and ship
merchandise?

e How many employees will you need and at what cost?
e How much machinery will be required and at what cost?

Once you have addressed the cost of sales issues, including the costs
of carrying inventory and processing it, it’s time to consider all the
other expenses of operating the business.

If we take all the ongoing monthly expenses as a given, let’s look at
some other expenditures that you may face in the first year of
business. Here’s a partial checklist:

e First and last month’s rent

¢ Rent security deposit

e Purchase of furniture, or deposit if a rental

e Purchase of fixtures and equipment

e Purchase of computers, peripherals and installation costs

e Utility deposits

e Organization costs (if you’re a corporation)

e Lawyer’s fees for drafting agreements, incorporating your
business and reviewing your lease agreement

e Accountant’s fees for setting up the accounting system and
establishing the Chart of Accounts

e Tenant improvements

e Business licenses

e Stationery

e Signs

e Logo design fees

e Initial inventory of supplies

e Loan repayments
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When you’re preparing your forecast, it may seem like the list of costs
and expenses is endless. However, it is imperative to make the list as
detailed as possible to ensure that you have sufficient funds to make
your operation viable and to avoid running out of cash. Remember,
one of the primary causes of small business failure is under
capitalization

In addition to determining cash outlays you will have to make, it is
critical to determine the timing of such payments. A good rule of
thumb for cash flow planning is to assume that you are going to have
to pay your expenses sooner than you think and that you will collect
your cash slower than you anticipate. If you use this approach, any
negative surprises should be minimal.

Preparing cash flow projections can be time consuming and tedious.
We can help! We have software programs that can do most of the
“heavy lifting” and where you can do “what if” analysis and get an
immediate answer. Your personal involvement in the process is, of
course, critical because these are your projections, not ours, and only
you know what it takes to run the business.

The more effort you put into developing the cash flow projections, the
more accurate and useful they will be. You may also discover
potential savings that you had not previously considered.

HOW WE CAN HELP

We are here to assist you with strategic planning, cash management,
profit improvement and benchmarking — these are all services
designed to help your business reach its full potential.
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CHAPTER 7

FINANCING YOUR BUSINESS

Sometimes when you innovate, you
make mistakes. It is best to admit them
quickly, and get on with improving your

other innovations.

Steve Jobs
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CHAPTER 7

FINANCING YOUR BUSINESS

Financing is the engine of commerce and in this chapter, we will
address the issue of obtaining credit and financing your business.
Most businesses will have an access financing at some point along
the way.

You may need capital for the initial outlays prior to opening your
business or you may require funds for expansion or for additional
working capital during seasonal peaks. Generally, business financing
can take two forms: debt or equity.

Debt, means borrowing money. Loans for start-up businesses
usually come from one or more of these sources:

e Vendor or Trade Credit
e Personal credit cards

e Family
e Friends
e Banks

¢ Small Business Administration (SBA) guarantees
e Leasing companies

e Customers or clients

e Specialist lenders

e Investors

Equity involves giving up an ownership interest in exchange for
money or other assets. This can take many forms, depending on
which kind of legal entity you have selected.

If you have a partnership, you might sell a regular partnership
interest. If you have a limited partnership (such as an LLC), you
might sell a limited partnership interest.
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If you have a corporation, you can
issue common stock, preferred
stock, stock options or warrants, The 4 Ways to Grow
or a combination. This is a Your Business
complex area and subject to very 1. Increase your prices.
strict federal and state regulations | 2- Increase your number of
designed to protect investors. Get customers and how often
you attorney involved before you they do business with you.
start discussions with potential 3. Increase the amount your

i tomer nd with
investors. customers spend

you each transaction.
4. Decrease your expenses.

1. FINANCING ALTERNATIVES

As we have just outlined, there are a number of different types of debt
and equity financing. Financing may even be a combination of debt
and equity tailored to fit your company’s requirements.

Let’s look at the different sources of financing in more detail.

2. DEBT FINANCING SOURCES

Vendor or Trade Credit. An important source of financing for small
companies is credit from vendors and suppliers. Many suppliers will
initially ask for cash on delivery (COD) or a prepayment before
starting on your order. Most suppliers will offer you credit terms once
you have gained their confidence by continuing to do business with
them and paying on time. Establishing good relationships with
vendors is essential, because if you buy on credit, you can often resell
the purchased goods or services to your customers before you have to
pay for them.

Many vendors will rely on your trade credit history as you establish
additional vendor relationships. Trade credit terms vary depending
on the type of purchase you make, the industry you are buying from,
and the industry you are in. It makes sense to contact a number of
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vendors and even to pay a higher price for goods and services in
exchange for more liberal payment terms.

Personal Credit Cards. An astonishing number of small businesses
actually; use personal credit cards as a major source of financing. In
fact, prior to going into business, many people apply for new credit
cards just to have some credit available to them. The downside, of
course, is that credit cards often have a very high rate of interest,
particularly after they pass the low-interest “tease™ period. Also
having too many credit cards can negatively affect your credit rating.

Family and Friends. Many businesses are launched with help from
family and friends who are more likely to be flexible on repayment
terms.

Banks. Banks typically lend to small businesses on a secured basis
using equipment, inventory, or accounts receivable. The more liquid
and readily salable the assets you can offer as collateral, the more
acceptable they are likely to be to a banker. Loans from a bank may
take several forms, such as:

e A line of credit that allows you to borrow up to a predetermined
maximum as you need it and pay it back as funds from
operations become available.

e A note payable in full on an agreed date.

e An installment loan for the purchase of a specific asset such as
a computer or office furniture.

e A longer-term fully-amortized loan over 3-5 years.

Unless you have a long-established credit history and a strong
balance sheet, the bank will require personal guarantees from the
principals.

Small Business Administration (SBA) Guarantees. The SBA, an
Agency of the Federal Government, has a program whereby it will
guarantee up to 90% of a loan to a small business. Most banks
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participate in this program. The SBA can also guarantee mortgages if
you are buying your premises or guarantee leases if you are leasing.

Leasing Companies. In today’s business environment it is common
to acquire equipment through a lease agreement. Leasing companies
are willing to take a higher degree of risk than banks and accordingly
their funding is more expensive than commercial bank loans.

Leases typically run for 3 to 5 years with monthly lease payments —
and then at the end of the lease, there is a pay-off amount, either pre-
agreed or fair market value, which allows you to get ownership of the
asset. The effective interest rate is not stated in the lease agreement
(since it’s technically not a loan) but we can calculate it for you to
make sure that leasing is the appropriate decision.

Customers or Clients. Often, the impetus for going into business is
a favorite customer or client who says, “you should go out on your
own,” and who promises to do business with you. Asking for a
modest loan is a good way to test their sincerity and finance your

business. It also guarantees they are going to patronize the business!

Specialist Lenders. There are specialist lenders that specialize in
financing a particular type of acquisition (such as a medical practice)
or a particular type of asset (such as a printing press).

Investors. Investors may structure all or part of their investment as
a loan, as this will give them greater security. Such a loan will likely
be convertible into equity, at the investor’s option.

3. EQUITY FINANCING SOURCES

Equity financing means selling a portion of your business. You may
have already decided to take in partners in exchange for an
investment or you have family or friends who have invested in
exchange for equity.

If these are not available or do not yield sufficient capital, there are
professional investors to consider.
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SCHEDULE A

(Form 1040)

Department of the Treasury

Internal Revenue Service

Itemized Deductions

(99) > Attach to Form 1040. > See Instructions for Schedule A (Form 1040).

OMB No. 1545-0074

Attachment
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Name(s) shown on Form 1040

Your social security number

JOHN R AND AGNES T JONES 550-01-1001
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Expenses 2 Enter amount from Form 1040, line 38.. .. .. | 2 |
3 Multiply line 2 by 7.5% (075) . ... o 3
4 Subtract line 3 from line 1. If line 3 is more than line 1, enter -0-........................... 4 0.
Taxes You 5 State and local (check only one box):
Paid a . Income taxes, or
b |X|General sales taxes _ | ... 5 1,009.
6 Real estate taxes (see instructions) ........................... 6 3,000.
7 New motor vehicle taxes from line 11 of the worksheet on page
(See 2. Skip this line if you checked box 5b...................... ... 7
instructions.) 8 Other taxes. List type and amount > |
8
9 Addlines5through8 .. . . . . o o 9 4,009.
Interest 10 Home mtq interest and points reported to you on Form 1098. .. ............ .. 10 36,000
You Paid 11 Home mortgage interest not reported to you on Form 1098. If paid to the person
from whom you hought the home, see instructions and show that person's name,
identifying number, and address >
______________________________ 1
Note. 12 Points not reported to you on Form 1098. See instrs for spel rules . ........... 12
Personal 13 Qualified mortgage insurance premiums (see instructions). ... .. 13
:gﬂﬁgSt 14 Investment interest. Attach Form 4952 if required.
deductible. (See instrs.). . ... 14
15 Addlines 10through 14 .. ... .. ... ... .............. . 15 36,000.
Gifts to 16 Gifts by cash or check. If you made any gi ﬁ
Charity more, see instrs .. ...................... ge ......... 16
laf g?# ::]gde 17 Other than by cash or check. If any gift of $2507or
got a benefit more, see instructions. You must attach Form 8283 if
for it, see over $5000 . ... 17
instructions. 18 Carryover from prioryear.............. ... .. i 18
19 Add lines 16 through 18 .. . . . .. . . . . 19 0.
Casualty and
Theft Losses 20 Casualty or theft loss(es). Attach Form 4684. (See instructions.) . .......................... 20 0.
Job Expenses 21 Unreimbursed employee expenses — job travel, union dues,
and Certain job education, etc. Attach Form 2106 or 2106-EZ if
Miscellaneous required. (See instructions.) >
Deductons 7 ——————————————
______________________________ 21
22 Tax preparationfees.......... ... 22
(See 23 Other expenses — investment, safe deposit box, etc. List
instructions.) type and amount >
______________________________ 23
24 Addlines 21 through 23 ... ... ... .. .. . o 24
25 Enter amount from Form 1040, line 38. .. . .. ‘ 25 |
26 Multiply line 25 by 2% (.02). ... 26
27 _Subtract line 26 from line 24. If line 26 is more than line 24, enter -0-. ... ... ... ... .. .. ... .. 27 0.
Other 28 Other — from list in the instructions. List type and amount» |
Miscellaneous
Deductons  ~—~~~~~“~"~"~""~""~“""“""~"""~“""~“"~“""~""“"""“""“""~""“""“""""~""“""""“""“"“"""“"“"“"“"“"™"™""™>"">"™>="777 28 0.
Total 29 Is Form 1040, line 38, over $166,800 (over $83,400 if
Itemized married filing separately)?
Deductions No. Your deduction is not limited. Add the amounts in the far right column }
for lines 4 through 28. Also, enter this amount on Form 1040, line 40a. > 29 40,0009.
|:|Yes. Your deduction may be limited. See instructions for the amount to enter.
30 If you elect to itemize deductions even though they are less than your standard deduction, check here ™ D

BAA For Paperwork Reduction Act Notice, see Form 1040 instructions.
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SCHEDULE C Profit or Loss From Business OMB No. 1545-0074

(Form 1040) (Sole Proprietorship)
. . . !
Departmentof e Treasny oo | attaci o Form 04D, 10A0NR. o 1041 SSoe insiructions for Seheduls & (Form 1040). Atachmert 0o
Name of proprietor Social security number (SSN)
JOHN R AND AGNES T JONES 550-01-1001
A Principal business or profession, including product or service (see instructions) B Enter code from instructions
RETAIL STORES > 453990
C Business name. If no separate business name, leave blank. D Employer ID number (EIN), if any
ABC TOYS 12-3456789
E Business address (including suite or room no.) ’_5_0(1 _EAS_Y_ _SZR_EEI ____________________________________
City, town or post office, state, and ZIP code SAN JOSE ’ CA 95129
F  Accounting method: (1) D Cash (2) Accrual (€)) |:|Other (specifyy »
G Did you 'materially participate' in the operation of this business during ? If 'No," see instructions for limit on losses. Yes HNO
H If you started or acquired this business during ,check here . o >
[Part] | Income
1 Gross receipts or sales. Caution. See the instructions and check the box if:
® This income was reported to you on Form W-2 and the 'Statutory employee' box on that form was
Eh%%tegreora member of a qualified joint venture reporting only rental real estate income not subject
to self-employment tax. Also see instructions for limit onlosses . ................................ I:l 1 803, 000.
2 Returns and alloWanCes. . .. ... ...t 2 6,250.
3 Subtract line 2 from liNe T.. .. .. 3 796,750.
4 Cost of goods sold (from 1iNe 42 0N PAGE 2) . ... oo o it 4 392,500.
5 Gross profit. Subtract line 4 from lINe 3. ... ... .. 5 404,250.
6 Other income, including federal and state gasoline or fuel tax credit or refund
(SEE INSHIUCHIONS) . .o 6
7 Grossincome. Add liNES 5 and 6. .. ... > 7 404,250.
[Partll | Expenses. Enter expenses for business use of your home only on line 30.
8 Advertising.................... 8 14,800.|18 Office expense. ........................ 18
9 Car and truck expenses 19 Pension a;@)fit-sharing plans........ 19
(see instructions).............. 9 5,659.[/20 Ren ee instructions):
10 Commissions and fees......... 10 eh |gs, "machinery, and equipment .... | 20a
11 Contract labor a er business property................ 20b 54,000.
(see instructions) .. ............ 11 21 Repairs and maintenance. .............. 21 2,350.
12 Depletion...................... 12 22 Supplies (not included in Part I1)........ 22
13 Depreciation and section 23 Taxes and licenses..................... 23 9,890.
ngc?t ?353323 ?ﬁ%ﬁﬁn) 24 Travel, meals, and entertainment:
(see instructions) . ............. 13 aTravel.............. ... 24a
14 Employee benefit programs b Deductible meals and entertainment
(other than on line 19)......... 14 (see instructions)............... ..o 24b
15 Insurance (other than health)...| 15 13,500.| 25 Utilities. ............................... 25
16 Interest: 26 Wages (less employment credits) .. ... .. 26 116,240.
a Mortgage (paid to banks, etc). . ....... 16a 5,000. 27 Other expenses (from line 48 on
bOther......................... 16b PAGE 2). . 27 86,231.
17 Legal & professional services. .. |17 6,720.
28 Total expenses before expenses for business use of home. Add lines 8 through 27 ...................... > 28 314,390.
29 Tentative profit or (loss). Subtract line 28 from line 7..... ... . 29 89,860.
30 Expenses for business use of your home. Attach Form 8829. . ........ ... .. ... .. . ... . .. ... . ... . ... ....... 30
31 Net profit or (loss). Subtract line 30 from line 29.
® |f a profit, enter on both Form 1040, line 12, and Schedule SE, line 2 or on Form
1040NR, line 13 (if you checked the box on line 1, see instructions). Estates and
trusts, enter on Form 1041, line3. T 31 89,860.
® |f a loss, you must go to line 32.
32 If you have a loss, check the box that describes your investment in this activity (see instructions).
® |f you checked 32a, enter the loss on both Form 1040, line 12, and Schedule SE, line 2, or on Form
1040NR, line 13 (if you checked the box on line 1, see the line 31 instructions). Estates and trusts, enter All investment is
on Form 1041, line 3. 32a |:| at risk
Some mvestment
® |f you checked 32b, you must attach Form 6198. Your loss may be limited. 32b |_| is not at risk.
BAA For Paperwork Reduction Act Notice, see Form 1040 instructions. Schedule C (Form 1040)
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Schedule C (Form 1040) JOHN R AND AGNES T JONES 550-01-1001 Page 2
[Partlll | Cost of Goods Sold (see instructions)
33 Method(s) used to value closing inventory: a DCost b D Lower of cost or market ¢ DOther (attach explanation)

34 Was there any change in determining quantities, costs, or valuations between opening and closing inventory?
If 'Yes," attach explanation

35 Inventory at beginning of year. If different from last year's closing inventory,

attach explanation . .. ... 35
36 Purchases less cost of items withdrawn for personal Use....................... i i 36 515,0096.
37 Cost of labor. Do not include any amounts paid to yourself........ ... .. ... ... . 37
38 Materials @nd SUPPIIES . ... oot 38
39 Other CoStS. ... 39
40 Add lines 35 through 39, . .. oo 40 515,096.
41 Inventory at @nd Of YEAr. .. .. ... 41 122,596.
42 Cost of goods sold. Subtract line 41 from line 40. Enter the result here and on page 1, line4.............. 42 392,500.

Part IV Information on Your Vehicle. Complete this part only if you are claiming car or truck expenses on line 9 and are not
required to file Form 4562 for this business. See the instructions for line 13 to find out if you must file Form 4562.

43 When did you place your vehicle in service for business purposes? (month, day, year) >

44 Of the total number of miles you drove your vehicle during , enter the number of miles you used your vehicle for:
aBusiness b Commuting (see instructions) coOther
45 Was your vehicle available for personal use during off-duty hours?. .. ... . . . . |:|Yes DNO
46 Do you (or your spouse) have another vehicle available fo“@w ........................................ |:|Yes D No
47 a Do you have evidence to support your deduction?. ... ... . |:|Yes D No
b If 'Yes,'is the evidence Writlen? . . . |_|Yes m No
[PartV_ | Other Expenses. List below business expenses not included on lines 8-26 or line 30.
BANK CHARGES 2,500.
DUES, SUBSCRIPTIONS ... 1,200
SALES TAX 57,307
STORAGE 14,933
TELEPHONE 10,291
48 Total other expenses. Enter here and on page 1, IN€ 27. .. ... oo 48 86,231.

Schedule C (Form 1040)

FDIZO112L



sC

(Form 1040)

Department of the Treasury
Internal Revenue Service

HEDULE SE
Self-Employment Tax

> Attach to Form 1040. > See Instructions for Schedule SE (Form 1040).

OMB No. 1545-0074

Attachment
Sequence No. 1 7

Name of person with self-employment income (as shown on Form 1040)

JO

Social security number of person
with self-employment income »>

HN R JONES

550-01-1001

Who Must File Schedule SE
You must file Schedule SE if:

You had net earnings from self-employment from other than church employee income (line 4 of Short Schedule SE or line 4c of

Long Schedule SE) of $400 or more, or

You had church employee income of $108.28 or more. Income from services you performed as a minister or a member of a religious

order is not church employee income (see instructions).

Note. Even if you had a loss or a small amount of income from self-employment, it may be to your benefit to file Schedule SE and use

eith

er 'optional method' in Part Il of Long Schedule SE (see instructions).

Exception. If your only self-employment income was from earnings as a minister, member of a religious order, or Christian Science
practitioner and you filed Form 4361 and received IRS approval not to be taxed on those earnings, do not file Schedule SE. Instead,

writ

e 'Exempt — Form 4361' on Form 1040, line 56.

Ma

Note. Use this flowchart only if you must file Schedule SE. |

Schedule SE?

unsure, see Who Must File Schedule SE, above.

y | Use Short Schedule SE or Must | Use Lonfg

4' Did you receive wages or tips in

?

No Yes
y y y
Are you a minister, member of a religious order, or Yes . . . Yes
Christian Science practitioner who received IRS approval |—p» Was the total of your wages and tips subject to social
not to be taxed on earnings from these sources, but you security or railroad retirement (tier 1) tax plus your get >
owe self-employment tax on other earnings? earnings from self-employment more than $106,8007
No No
\4 P \4
Are you using one of the optional methods to figure your Yes i @/e tips subject to social security or Medicare |Yes
net earnings (see instructions)? e‘ you did not report to your employer? —
’ A\ d
No No
\4 \ 4
Did you receive church employee income reported on Yes No| Did you report any wages on Form 8919, Uncollected Yes
Form W-2 of $108.28 or more? '€ Social Security and Medicare Tax on Wages? >
No
\ 4 A
| You may use Short Schedule SE below | —>‘ You must use Long Schedule SE on page 2
Section A — Short Schedule SE. Caution. Read above to see if you can use Short Schedule SE.
1a Net farm profit or (loss) from Schedule F, line 36, and farm partnerships, Schedule K-1 (Form 1065),
DOX T4, COTE A 1a
b If you received social security retirement or disability benefits, enter the amount of Conservation Reserve
Program payments included on Schedule F, line 6b, or listed on Schedule K-1 (Form 1065), box 20,
COUE Y 1b
2 Net profit or (loss) from Schedule C, line 31; Schedule C-EZ, line 3; Schedule K-1 (Form 1065), box 14, code
A (other than farming); and Schedule K-1 (Form 1065-B), box 9, code J1. Ministers and members of religious,
orders, see instrs for types of income to report on this line. See instrs for other income to report........... 2 44,930.
Combine INs 1@, 1b & 2. . . 3 44,930.
Net earnings from self-employment. Multiply line 3 by 92.35% (.9235). If less than $400, do not file
this schedule; you do not owe self-employment tax ... ......... ... ... ... .. . .. .. ... 4 41,493.
5 Self-employment tax. If the amount on line 4 is:
® $106,800 or less, multiply line 4 by 15.3% (.153). Enter the result here and on Form 1040, line 56.
® More than $106,800, multipla/ line 4 by 2.9% (.029). Then, add $13,243.20 to the result. Enter the |~~~ "~ 5 6,348.
total here and on Form 1040, line 56.
6 Deduction for one-half of self-employment tax. Multiply line 5 by 50% (.5).
Enter the result here and on Form 1040, line27 . ....... .. ... ... ... .. .. ... | 6 | 3,174.
BAA For Paperwork Reduction Act Notice, see Form 1040 instructions. FDIA1101L Schedule SE (Form 1040)



sC

(Form 1040)

Department of the Treasury
Internal Revenue Service

HEDULE SE
Self-Employment Tax

> Attach to Form 1040. > See Instructions for Schedule SE (Form 1040).

OMB No. 1545-0074

Attachment
Sequence No. 1 7

Name of person with self-employment income (as shown on Form 1040)

AGNES T JONES

Social security number of person
with self-employment income »>

550-22-1002

Who Must File Schedule SE
You must file Schedule SE if:

You had net earnings from self-employment from other than church employee income (line 4 of Short Schedule SE or line 4c of

Long Schedule SE) of $400 or more, or

You had church employee income of $108.28 or more. Income from services you performed as a minister or a member of a religious

order is not church employee income (see instructions).

Note. Even if you had a loss or a small amount of income from self-employment, it may be to your benefit to file Schedule SE and use

eith

er 'optional method' in Part Il of Long Schedule SE (see instructions).

Exception. If your only self-employment income was from earnings as a minister, member of a religious order, or Christian Science
practitioner and you filed Form 4361 and received IRS approval not to be taxed on those earnings, do not file Schedule SE. Instead,

writ

e 'Exempt — Form 4361' on Form 1040, line 56.

Ma

Note. Use this flowchart only if you must file Schedule SE. |

Schedule SE?

unsure, see Who Must File Schedule SE, above.

y | Use Short Schedule SE or Must | Use Lonfg

4' Did you receive wages or tips in

?

No Yes
y y y
Are you a minister, member of a religious order, or Yes . . . Yes
Christian Science practitioner who received IRS approval |—p» Was the total of your wages and tips subject to social
not to be taxed on earnings from these sources, but you security or railroad retirement (tier 1) tax plus your get >
owe self-employment tax on other earnings? earnings from self-employment more than $106,8007
No No
\4 P \4
Are you using one of the optional methods to figure your Yes i @/e tips subject to social security or Medicare |Yes
net earnings (see instructions)? e‘ you did not report to your employer? —
’ A\ d
No No
\4 \ 4
Did you receive church employee income reported on Yes No| Did you report any wages on Form 8919, Uncollected Yes
Form W-2 of $108.28 or more? '€ Social Security and Medicare Tax on Wages? >
No
\ 4 A
| You may use Short Schedule SE below | —>‘ You must use Long Schedule SE on page 2
Section A — Short Schedule SE. Caution. Read above to see if you can use Short Schedule SE.
1a Net farm profit or (loss) from Schedule F, line 36, and farm partnerships, Schedule K-1 (Form 1065),
DOX T4, COTE A 1a
b If you received social security retirement or disability benefits, enter the amount of Conservation Reserve
Program payments included on Schedule F, line 6b, or listed on Schedule K-1 (Form 1065), box 20,
COUE Y 1b
2 Net profit or (loss) from Schedule C, line 31; Schedule C-EZ, line 3; Schedule K-1 (Form 1065), box 14, code
A (other than farming); and Schedule K-1 (Form 1065-B), box 9, code J1. Ministers and members of religious,
orders, see instrs for types of income to report on this line. See instrs for other income to report........... 2 44,930.
Combine INs 1@, 1b & 2. . . 3 44,930.
Net earnings from self-employment. Multiply line 3 by 92.35% (.9235). If less than $400, do not file
this schedule; you do not owe self-employment tax ... ......... ... ... ... .. . .. .. ... 4 41,493.
5 Self-employment tax. If the amount on line 4 is:
® $106,800 or less, multiply line 4 by 15.3% (.153). Enter the result here and on Form 1040, line 56.
® More than $106,800, multipla/ line 4 by 2.9% (.029). Then, add $13,243.20 to the result. Enter the |~~~ "~ 5 6,348.
total here and on Form 1040, line 56.
6 Deduction for one-half of self-employment tax. Multiply line 5 by 50% (.5).
Enter the result here and on Form 1040, line27 . ....... .. ... ... ... .. .. ... | 6 | 3,174.
BAA For Paperwork Reduction Act Notice, see Form 1040 instructions. FDIA1101L Schedule SE (Form 1040)



For Privacy Notice, get form FTB 1131. CAIA3912L

California Resident FORM
Income Tax Return 540 ci side 1
APE ATTACH FEDERAL RETURN
P
550-01-1001 JONE 550-22-1002 PBA 453990 AC
JOHN R JONES A
AGNES T JONES R
RP
510 EASY ST
SAN JOSE CA 95129
01 2 72 0 408 0 APE 0
06 0 73 0 409 0 FS 0
09 0 74 0 410 0 3800 0
10 0 75 0 411 0 3803 0
12 0 76 0 412 0 SCHG1 0
14 619 77 0 413 0 5870A 0
16 0 78 0 414 0 5805 5805F 0
17 73912 91 0 110 0 DESIGNEE 0
18 39000 92 0 111 476 TPID
31 672 93 0 112 0 FN
34 0 94 476 113 0
41 0 95 0 115 0
42 0 400 0 116 0
43 0 401 0 117 0
44 0 402 0
45 0 403 0
46 0 404 0
61 0 405 0
62 0 406 0 O
63 0 407 b e‘ ( \
64 476
71 0
T e L o o e B B oY S ot S bl i Voo PE s S iy ygoctere that | have examined this
> . Spouse's/RDP's signature (if a
Your signature joint return, both must sign|
Slgn Daytime phone number (optional) Date
Here Paid preparer's signature (declaration of preparer is based on all information of which preparer has any knowledge) @ Paid Preparer's SSN/PTIN
SELF-PREPARED
%;Ze“g'a‘”f“‘ to Firm's name (or yours if self-employed) Firm's address @ FEIN
spouse's/RDP's
signature.
Joint return?
(See instructions.) Do you want to allow another person to discuss this return with us (see instructions)?. .. ... ... . i [ D Yes No
Print Third Party Designee's Name Telephone Number

059 1 3101096 [



Your Name: JOHN R JONES Your SSNor ITIN: 550-01-1001

Filing Status 1

. Single

2 Married/RDP filing jointly. (see instructions)
3 . Married/RDP filing separately. Enter spouse's/RDP's SSN or ITIN above and full name here. . .
4 . Head of household (with qualifying person). (see instructions)
5 . Qualifying widow(er) with dependent child. Enter year spouse/RDP died . . .
If your California filing status is different from your federal filing status, check the hox here.................... [ [ ]
If someone can claim you (or your spouse/RDP) as a dependent, check the hox here (see instructions). .. ......... ® 6
Exemptions 7 Personal: If you checked 1, 3, or 4 ahove, enter 1 in the box. If you checked 2 or 5, enter 2 in the box. Whole dollars only
If you checked the hox on line 6, see the instructions. .. ................ ... .. ... .. ... ... ... 7 2 | x$98=$ 196.
8 Blind: If you (or your spouse/RDP) are visually impaired, enter 1; if hoth are visually impaired, enter 2. 8 x$98 =%
9 Senior: If you (or your spouse/RDP) are 65 or older, enter 1; if both are 65 or older, enter 2. ... ... e 9 x$98 = $
10 Dependents: Enter name and relationship. Do not include yourself or your spouse/RDP.
memstae ™ o 10 [ Ixse=3%
11 Exemption amount: Add line 7 through line 10. Transfer this amount to line 32. . ................. 11 $ 196.
Taxable Income 12 State wages from your Form(s) W-2, hox 16. . ... ............ ... ... ........ e 12
13 Enter federal adjusted gross income from Form 1040, line 37; Form 1040A, line 21; Form 1040EZ, line 4. ... .. .. .. 13 74,531.
14 California adjustments — subtractions. Enter the amount from Schedule CA (540), line 37, columnB.......... e 14 619.
15 Subtract line 14 from line 13. If less than zero, enter the result in parentheses (see instructions). .............. 15 73,912.
16 California adjustments — additions. Enter the amount from Schedule CA (540), line 37, column G ............ e 16
17 California adjusted gross income. Combine line 15and line 16 ... .......... ... ... ... .. ... ... ....... e 17 73,912.
18 Enter the larger of your CA standard deduction OR your CA itemized deductions ... .................... e 18 39,000.
19  Subtract line 18 from line 17. This is your taxable income. If less than zero, enter -0- . ... .................. 19 34,912.
Tax 31 Tax. Check box if from: TaxTable | |TaxRateSchedule | |FTB3%00 | |FTB3803..... @3 672.
32 Exemption credits. Enter the amount from line 11. If your federal AGI is more than $160,739 (see instrs) . ......... 32 196.
33 Subtract line 32 from line 31. If less than zero, enter -0~ . ... ... ... .. ... .. .. . .. 33 476.
34 Tax. (see instructions) Check box if from: |:| Schedule G-1 D Form FTB 5870A. . ............. @ 34
35 Addline33and line 34. .. ... . .. 35 476.
Special Credits 41 New jobs credit, amount generated (see instructions). . . @ 41
42 New jobs credit, amount claimed (see instructions). . . . ‘ F 42
43 Credit Code m
44 Credit Code
45 To claim more than two credits (see instruc
46 Nonrefundable renter's credit (see instructions)
47 Add line 42 through line 46. These are your total credits 47
48 Subtract line 47 from line 35. If less than zero, enter -0- 48 476.
Other Taxes 61 Alternative minimum tax. Attach Schedule P (540)............... e 61
62 Mental Health Services Tax (see instructions)................... ® 62
63 Other taxes and credit recapture
(see INStrUCtIONS) . . . . oo ® 63
64 Add line 48, line 61, line 62, and line 63. This is your total tax. . ........................ ® 64 476.
Payments 71 California income tax withheld (see instructions). ................... ... ... ........... e 71
72 CA estimated tax and other payments (see instructions).......................... o 72
73 Real estate and other withholding (see instructions) .............. ... ... ... ... ... ... .. e 73
74 Excess SDI (or VPDI) withheld (see instructions).................. ... ... ... ... e 74 0.
Child and Dependent Care Expenses Credit (see instructions). Attach form FTB 3506.
75 Qualifying person's social security number...................... e 75
76 Qualifying person's social security number...................... ® 76
77 Enter the amount from form FTB 3506, Part Ill, line 8 ........... e 77
78 Child and Dependent Care Expenses Credit from form FTB 3506, Part IIl, line 12........ e 78
79 Add line 71, line 72, line 73, line 74, and line 78. These are your total payments
(S€€ INSIUCTIONS). .. ..o 79
Overpaid Tax/ 91 Overpaid tax. If line 79 is more than line 64, subtract line 64 from line 79................ 91
Tax Due 92 Amount of line 91 you want applied to your 2010 estimated tax. . ....................... e 92
93 Overpaid tax available this year. Subtract line 92 from line 91.......................... e 93
94 Tax due. If line 79 is less than line 64, subtract line 79 from line 64...................... 94 476.
Use Tax 95 Use Tax. This is not a total line (see instructions) ............... e 95 00
Side 2 Form 540 C1 059 | 3102096 | CAIA3912L



Your Name: JOHN R JONES Your SSNor ITIN: 550-01-1001

Code Amount

Contributions  California Seniors Special FUNG. . ... ... .o e 400

Alzheimer's Disease/Related Disorders Fund. . ............... ... ... ... ... ... .............. e 401

California Fund for Senior CiliZENS. .. ... ... ... o 402

Rare and Endangered Species Preservation Program ...................................... e 403

State Children's Trust Fund for the Prevention of Child Abuse. .............................. o 404

California Breast Cancer Research FUNG. . ................ i e 405

California Firefighters' Memorial Fund...... ... ... .. .. .. . . . . . . i i e 406

Emergency Food For Families Fund. .. ... ... ... ... .. i i o 407

California Peace Officer Memorial Foundation Fund.................... ... ..o, o 408

California Military Family Relief Fund. ........... .. ... ... . i o 409

California Sea Otter FUN .. ... oot e e 410

California Ovarian Cancer Research FUNd .................... ... i e 41

Municipal Shelter Spay-Neuter Fund .. ............. ... ... ... ... .. ° 412

California Cancer Research FUNd .. ... ... ... .. ... .. . . . e 413

ALS/Lou Gehrig's Disease Research Fund................ .. ... i, o 414

110 Add code 400 through code 414. This is your total contribution........................ e 110
Amount 111 AMOUNT YOU OWE. Add line 94, line 95, and line 110 (see instructions). Mail to:
You Owe FRANCHISE TAX BOARD, PO BOX 942867, SACRAMENTO CA 94267-0009. .. ......... e 111 476.
Interest and 112 Interest, late return penalties, and late payment penalties................................ 112
Penalties 113  Underpayment of estimated tax. Check box: |:| FTB 5805 attached D FTB 5805F attached. . . . . . e 113

114 Total amount due (see instructions). Enclose, but do not staple, any payment............. 14 476.
Refund and 115 REFUND OR NO AMOUNT DUE. Subtract line 95 and line 110 from line 93 (see instructions). Mail to:
Direct Deposit FRANCHISE TAX BOARD, PO BOX 942840, SACRAMENTO CA 94240-0009. ........... e 115 0.

Fill in the information to authorize direct deposit of your refund into one or two accou 0 not attach a voided check or a deposit slip (see instructions).

Have you verified the routing and account numbers’ Use only.

All or the following amount of my refund (line emr direct deposit into the account shown below:

|:| Checking |:| Saw
@ Routing number ® Type ® Account number ® 116 Direct deposit amount

The remaining amount of my refund (line 115) is authorized for direct deposit into the account shown below:
|:| Checking |:| Savings

@ Routing number ® Type ® Account number ® 117 Direct deposit amount

CAIA3912L

059 1 3103096 | Form 540 C1 Side 3



TAXABLE YEAR

California Adjustments — Residents

SCHEDULE

CA (540)

Important: Attach this schedule behind Form 540, Side 3 as a supporting California schedule.

Name(s) as shown on return SSN or ITIN
JOHN R AND AGNES T JONES 550-01-1001
Part] Income Adjustment Schedule A (taiggfgg'm‘}m‘;'}fr%m B Subtractions |¢ Additions
Section A — Income your federal return) See instructions See instructions
7 Wages, salaries, tips, etc. See instructions before making an
entryincolumnBor C............ 7
8 Taxableinterest........ ... .. . 8 1,200.
9 Ordinary dividends. See instructions (b) 9a
10 Taxable refunds, credits, offsets of state and local income taxes .. .......... 10 619. 619.
11 Alimony received . ........ . 11
12 Business income or (10SS). . .. ...\ 12 89,860.
13 Capital gain or (loss). See instructions....................... 13
14 Other gains or (I0SS€S). . ...t 14
15 IRA distributions. See instructions . (a) 15b
16 Pensions and annuities. See instructions. . .. (a) 16b
17 Rental real estate, royalties, partnerships, S corporations, trusts, etc......... 17
18 Farmincome or (I0SS). .. ... 18
19 Unemployment compensation in excess of $2,400 per recipient 19
20 Social security benefits............ (a) 20b
21 Other income. a a
a California lottery winnings € NOL from FTB 3805D, 3805Z, b b
b Disaster loss carryover from FTB 3805V 3806, 3807, or 3809 21 c c
c Federal NOL (Form 1040, line 21) f Other (describe): d d
d NOL carryover from FTB 3805V e e
f f
22 Total. Combine line 7 through line 21 in column A. Add line 7 Q
through line 21f in column B and column C. Go to Section B. .. w ,679. 619.
Section B — Adjustments to Income Q
23 Educator eXpenses . ....... ... 23
24 Certain business expenses of reservists, performing artists,
and fee-basis government officials. .......................... 24
25 Health savings account deduction. ........................... 25
26 MOVING EXPENSES. . ...\ttt 26
27 One-half of self-employmenttax............................. 27 6,348.
28 Self-employed SEP, SIMPLE, and qualified plans............. 28
29 Self-employed health insurance deduction.................... 29 4,800.
30 Penalty on early withdrawal of savings....................... 30
31a Alimony paid.
b Recipient's:
SN...........
Last name ... .. 3la
32 IRAdeduction......... .. ... .. 32 6,000.
33 Student loan interest deduction. ... 33
34 Tuition and fees deduction............ ... ... 34
35 Domestic production activities deduction..................... 35
36 Add line 23 through line 31a and line 32 through line 35 in columns A, B, and C.
See INStrS. .. 36 17,148.
37 Total. Subtract line 36 from line 22 in columns A, B, and C.
See instructions. ... 37 74,531. 619.
For Privacy Notice, get form FTB 1131. 059 1 7731094 | CAIA4012L Schedule CA (540)  Side 1




JOHN R JONES

Part Il Adjustments to Federal Itemized Deductions

550-01-1001

38

39

40

a4

42

Federal itemized deductions. Add the amounts on federal Schedule A (Form 1040), lines 4, 9, 15, 19, 20,

27, and 28 38 40,009.
Enter total of federal Schedule A (Form 1040), line 5 (State Disability Insurance, and state and local
income tax, or General Sales Tax), line 7 (new motor vehicle tax), and line 8 (foreign income taxes only).
S NSHUCHIONS . o 39 1,009.
Subtract line 39 from liNe 38. . . ... ... . 40 39,000.
Other adjustments including California lottery losses. See instructions.
Specify. . . a1
Combine line 40 and lINe 41 . ... o 42 39,000.
Is your federal AGI (Form 540, line 13) more than the amount shown below for your filing status?

Single or married/RDP filing separately.......................... $160,739

Head of household. ....... ... ... ... .. ... .. .. ... .. ... . ....... $241,113

Married/RDP filing jointly or qualifying widow(er)................. $321,483
No. Transfer the amount on line 42 to line 43.
Yes. Complete the Itemized Deductions Worksheet in the instructions for Schedule CA (540), line 43....... 43 39,000.
Enter the larger of the amount on line 43 or your standard deduction listed below

Single or married/RDP filing separately. . .......................... $3,637

Married/RDP filing jointly, head of household, or qualifying widow(er) $7,274
Transfer the amounton line44to Form 540, line 18 .. ... .. ... .. ... ... ... ... ... .. ... ... ... 44 39,000.

Side 2 Schedule CA (540) 059 | 7732094 | CAIA4012L




Form 1 1 20

Department of the Treasury
Internal Revenue Service

U.S. Corporation Income Tax Return
or tax year beginning , , ending ,
> See separate instructions.

For calendar year

OMB No. 1545-0123

A Check if: B Employer identification number
T a QA& [ use IRs 23-4567890
b Iazteégiréliizemconsohr IOatt;]eeI;'wise MAGICAL TOYS C Date incorporated
2 Personal holldl\r‘ngl co print or ’ 600 EASY STREET 7 /0 1 /2 0 0 9
(attach Sch PH).... . |:| type. SAN JOSE, CA 95129 D Total assets (see instructions)
Personal service
corp(seeinstr)...D 301,668
4 Sﬁgﬁﬁg?M3 ..... |_| E Checkif: (1) |Y| Initial return (Z)H Final return 3) |_’ Name change  (4) |_| Address change
1a Gross receipts or sales 803, 000. | b Less returns & allowances . 6,250.|cBalance. ™| 1c 796,750.
2 Cost of goods sold (Schedule A, lINE 8). .. ... o i 2 392,500.
3 Gross profit. Subtract line 2 from line 1C. . ... o 3 404, 250.
| 4 Dividends (Schedule C, lINe 1) ... o 4
g LT T =T =Y- VA 5 1,200.
0 6 GroSS reNtS. ... o 6
'é' 7 Gross royalties. ... .. 7
8 Capital gain net income (attach Schedule D (Form 1120))................ i 8
9 Net gain or (loss) from Form 4797, Part Il, line 17 (attach Form 4797) ............. ... ... ... ......... 9
10  Other income (see instructions — attach schedule) . .. ... ... ... 10
11 Total income. Add lines 3 through T0.. ... ... . 0 > 11 405, 450.
12 Compensation of officers (Schedule E, line 4). .......... ... 12 90,000.
D . 13 Salaries and wages (less employment creditS) ... ... ... 13 26,240.
E 0| 14 Repairs and maintenance. ... .. ... ... oo 14 2,350.
B RI15 Baddebts. ... 15
C 16 ReNtS . 16 54,000.
T M1 17 Taxes and liCENSES. . ... ... oo 17 9,890.
O £| 18 Inferest..... ..ol CTTTTTE R R IR - e 18 5,000.
N T 19 Charitable CONtribULIONS. . ... ... o 19
S ol 20 Depreciation from Form 4562 not claimed on Schedule A or elsewhere o urn (attach Form 4562) .. | 20 3,669.
s 8| 21 Depletion. ... ... ; 0 21
E ool 22 Advertising.................iiii 22 14,800.
| N1 23 Pension, profit-sharing, etc, plans................. 23
g E 24 Employee benefit programs. . ... 24
; B 25 Domestic production activities deduction (attach Form 8903) ................ ... ... ... ... 25
y $ 26 Other deductions (attach schedule) . ... ...... .. ... .. ... ... ... . See. Statement. 1... .. 26 112,110.
T 1| 27 Total deductions. Add lines 12 through 26. . ... ... ... .. ... .. i > 27 318,059.
o Q1 28  Taxable income before net operating loss deduction and special deductions. Subtract line 27 from line 1. .. ............... 28 87,391.
2 S| 29 Less: a Netoperating loss deduction (see instructions) .. . ....................... 29a
b Special deductions (Schedule C, line 20) 29b 29c
N 30 Taxable income. Subtract line 29¢ from line 28 (see instructions). . .................................. 30 87,391.
X 31 Total tax (Schedule J, line 10) ... ... .. . 31 17,963.
R 32a20 overpayment credited to 32a
E A b estimated tax payments....... 32b 13,473
L) c refund applied for on Form 4466. . .. ... 32¢ d Bal> | 32d 13,473
R Z e Tax deposited with Form 7004 . ........ ... .. ... .. ... . ... . 32e
EXl f creans: (Do ) form 321
E e g Refundable credits from Form 3800, line 19¢, and Form 8827, line 8c. . . .. 32g 32h 13,473.
g g 33 Estimated tax penalty (see instructions). Check if Form 2220 is attached.................. .. > |:| 33
E 34 Amount owed. If line 32h smaller than the total of lines 31 and 33, enter amountowed. .............. 34 4,490.
1', 35 Overpayment. If line 32h is larger than the total of lines 31 and 33, enter amount overpaid ........... 35
S 36 Enter amount from line 35 you want: Credited to 2010 estimated tax.. .. ™ Refunded > | 36
Under penalties of perjury, | declare that | have examined this return, including accompanying schedules and statements, and to the best of my knowledge | May the IRS discuss
Slgn and belief, it is true, correct, and complete. Declaration of preparer (other than taxpayer) is based on all information of which preparer has any knowledge. v:: ;{;,r,gwwntgz‘ow
Here } '(jseep instructions)?
Signature of officer Date Title |_| Yes m No
Preparer's Date Preparer's SSN or PTIN
Paid signature” B Se]f-Prepared shevea " W]
Preparer's [Firm's name EIN
Use Only | &omsies, B
address, and
ZIP code Phone no.

BAA For Privacy Act and Paperwork Reduction Act Notice, see separate instructions.

CPCA0205L

Form 1120




Form 1120 MAGICAL TOYS 23-4567890 Page 2
[Schedule A | Cost of Goods Sold (see instructions)

1 Inventory at beginning Of year. ... ... 1
2 PUICR@SES. . ...t 2 515,0096.
3 Cost Of labOr . .o 3
4 Additional section 263A costs (attach schedule). . . ... ... ... 4
5 Other costs (attach schedule). . ... .. 5
6 Total. Add lines T through 5. . ... . o 6 515,0096.
7 Inventory at end Of YEar. . ... .o .o 7 122,596.
8 Cost of goods sold. Subtract line 7 from line 6. Enter here and on page 1, line 2.......................... 8 392,500.
9a Check all methods used for valuing closing inventory:
@] ]cost
(@i Lower of cost or market
(ifi) . Other (Specify method used and attach explanation.) . ... ... >
b Check if there was a writedown of subnormal goods. . . ... ... >
¢ Check if the LIFO inventory method was adopted this tax year for any goods (if checked, attach Form 970).................. >
d If the LIFO inventory method was used for this tax year, enter percentage (or amounts) of closing inventory ‘ ‘
computed under LIFO. ...
e If property is produced or acquired for resale, do the rules of section 263A apply to the corporation?................. DYes No
f Was there any change in determining quantities, cost, or valuations between opening and
closing inventory? If 'Yes,' attach explanation ......... ... .. . . . . |_|Yes |Y| No
Schedule C | Dividends and Special Deductions (a) Dividends (b) Percentage | () Special deductions
(see instructions) received (a) x (b)
1 Dividends from less-than-20%-owned domestic corporations (other
than debt-financed stock). ................... ... . ............. 70
2 Dividends from 20%-or-more-owned domestic corporations (other
than debt-financed stock) .................... ... ... 80
3 Dividends on debt-financed stock of domestic and foreign corporations .. .......... see instructions
4 Dividends on certain preferred stock of less-than-20%-owned public utilities. ... .. .. 42
5 Dividends on certain preferred stock of 20%-or-more-owned public utilities. ... .. ... 48
6 Dividends from less-than-20%-owned foreign corporations and certain FSCs. .. ... .. 70
7 Dividends from 20%-or-more-owned foreign corporations and certain FSCs. ... ... .. W‘o 80
8 Dividends from wholly owned foreign subsidiaries....... .3 ol . 100
9 Total. Add lines 1 through 8. See instructions for limitation
10 Dividends from domestic corporations received by a small business investme!
company operating under the Small Business Investment Act of 1958. ... ... ... ... 100
11 Dividends from affiliated group members.......................... 100
12 Dividends from certain FSCs .. ... 100
13 Dividends from foreign corporations not included on lines 3,6, 7,8, 11,0r 12 ... .. ..
14 Income from controlled foreign corporations under subpart F (attach Form(s) 5471). ..
15 Foreign dividend gross-Up. ...t
16 IC-DISC and former DISC dividends not included on lines 1,2,0r3...............
17 Other dividends. ... ...
18 Deduction for dividends paid on certain preferred stock of public utilities. ... .......
19 Total dividends. Add lines 1 through 17. Enter here and on page 1, line4..... ... >
20 Total special deductions. Add lines 9, 10, 11, 12, and 18. Enter here and on page 1, line29%. .. ............... >
Schedule E | Compensation of Officers (see instructions for page 1, line 12)
Note: Complete Schedule E only if total receipts (line 1a plus lines 4 through 10 on page 1) are $500,000 or more.
1 (@) (b) (ﬁqi’ecqgsg%e%f Percent of corporation stock owned (f) Amount of
Name of officer Social security number to business (d) Common (e) Preferred compensation
JOHN R JONES 550-01-1001 100 % 45.00 % 0.00% 30,000.
AGNES T JONES 550-22-1002 100 % 45.00 % 0.00% 30,000.
ROBERT L SMITH 545-05-5555 100 % 10.00% 0.00% 30,000.
% % %
2 Total compensation of OffiCers. ... .. ... .. .. . 90,000.
3 Compensation of officers claimed on Schedule A and elsewhere onreturn................ ... ... ... ............
4 Subtract line 3 from line 2. Enter the result here and on page 1, line 12, ... .. i 90,000.
Form 1120

CPCA0212L



Form 1120 MAGICAL TOYS 23-4567890

Page 3

[Schedule J | Tax Computation (see instructions)

1 Check if the corporation is a member of a controlled group (attach Schedule O (Form 1120))
2 Income tax. Check if a qualified personal service corporation

(see INSHrUCHIONS) . . ..o
3 Alternative minimum tax (attach Form 4626).............. ... ... ... ... .. . i
4 Add liNes 2 and 3. .. .
5a Foreign tax credit (attach Form 1118) ............ .. ... . . ... . . 5a

2 17,963.

w

4 17,963.

b Credit from Form 8834, line 29, . . ... . . . . . . . . 5b

¢ General business credit (attach Form 3800). . ................................. 5¢

d Credit for prior year minimum tax (attach Form 8827) ......................... 5d

e Bond credits from Form 8912, ... ... .. .. 5e

Total credits. Add lines ba through 5e. . ...
Subtract line 6 from line 4. ... ...
Personal holding company tax (attach Schedule PH (Form 1120))..........................

Other taxes. Form 4255 Form 8611 Form 8697
Check if from: Form 8866 Form 8902 Other (att schedule)..................

10 Total tax. Add lines 7 through 9. Enter here and on page 1, line 31.........................

W 00N

7 17,963.

10 17,963.

[Schedule K | Other Information (see instructions)

1 Check accounting method a |:|Cash b Accrual c DOther (specify) >
2 See the instructions and enter the:
a Business activity code no. » 453990

b Business activity » RETAIL

¢ Product or service » TOYS

3 Is the corporat|on a subsidiary in an affiliated group or a parent-subsidiary controlled group?

4 At the end of the tax year:

a Did any foreign or domestic corporation, partnership (including any entity treated as a partnership), trust, or tax-exempt
organization own directly 20% or more, or own, directly or indirectly, 50% or m of the total voting power of all classes of
the corporation's stock entitled to vote? If 'Yes,' complete Part | of Sc% m 1120) (attach Schedule G)............. X

b Did any individual or estate own, directly 20% or more, or i r ectly, 50% or more of the total voting power of
all classes of the corporation's stock entitled to vote? If 'Yes,' of Schedule G (Form 1120) (attach Schedule G) ... .. ... X

5 At the end of the tax year, did the corporation:

a Own directly 20% or more, or own, directly or indirectly, 50% or more of the total voting power of all classes of stock entitled
to vote of any foreign or domestic corporation not included on Form 851, Affiliations Schedule? For rules of constructive X

ownership see instructions
If 'Yes,' complete (i) through (iv)

Yes | No

(i) Name of Corporation (i) EmNFL)Jlrgr)1yt>eerr |(C?fegtri;i;3ati0n

(i) Country of
Incorporation

(iv) Percentage
Owned in Voting Stock

BAA
CPCA0234L

Form 1120



Form 1120 MAGICAL TOYS 23-4567890 Page 4
Schedule K | Continued
b Own directly an interest of 20% or more, or own, directly or indirectly, an interest of 50% or more in any foreign or domestic
partnership (including an entity treated as a partnership) or in the beneficial interest of a trust? For rules of constructive
OWNErShip SEE INStIUCHONS ... o X
If 'Yes,' complete (i) through (iv)

(iv) Maximum

(i) Name of Entity (i) Employer Identification (iii) Country of Percentage Owned in

Number (if any) Incorporation Profit, Loss, or Capital

10
1

12
13

During this tax year, did the corporation pay dividends (other than stock dividends and distributions in exchange for stock) in
excess of the corporation's current and accumulated earnings and profits? (See sections 301 and 316.)......................

If 'Yes,' file Form 5452, Corporate Report of Nondividend Distributions.
If this is a consolidated return, answer here for the parent corporation and on Form 851 for each subsidiary

At any time during the tax year, did one foreign person own, directly or indirectly, at least 25% of (a) the total voting power of

For rules of attribution see section 318. If 'Yes," enter:
(i) Percentage owned »> and (ii) Owner's country >

(c) The corporation may have to file Form 5472, Information Return of a 25% Foreign-Owned U.S. Corporation or a Foreign
Corporation Engaged in a U.S. Trade or Business. Enter the number of Forms 5472 attached »>

If checked, the corporation may have to file Form 8281, Information Return for Publicly Offered Original Issue Discount Instruments.
Enter the amount of tax-exempt interest received or accrued during the tax year > . None|
Enter the number of shareholders at the end of the tax year (if 100 or fewer) > &% |
If the corporation has an NOL for the tax year and is electing to fore ak period, check here

If the corporation is filing a consolidated return, the state| y*Regulations section 1.1502-21(b)(3) must be
attached or the election with not be valid.

Enter the available NOL carryover from prior tax years (do not reduce it by any deduction on line 29a » $ None

Are the corporation's total receipts (line 1a plus lines 4 through 10 on page 1) for the tax year and its total assets at the end
of the tax year less than $250,0007 . . .. ...

If 'Yes,' the corporation is not required to complete Schedules L, M-1, and M-2 on page 5. Instead, enter
the total amount of cash distributions and the book value property distributions (other than cash)
made during the tax year. »¢

Form 1120

CPCA0234L



Form 1120

MAGICAL TOYS

23-4567890

Page 5

|Schedule L

| Balance Sheets per Books

Beginning

of tax year

End of tax year

00N UG bh W

9
10

11

12
13

14
15

Assets

Inventories.......... ... ..o
U.S. government obligations. ...............
Tax-exempt securities (see instructions).. ...
Other current assets (attach schedule). . . See . St. 2.
Loans to shareholders. .....................
Mortgage and real estate loans.............
Other investments (attach schedule). .. .............
a Buildings and other depreciable assets. ... ..
b Less accumulated depreciation.............
aDepletable assets. .........................
b Less accumulated depletion................
Land (net of any amortization)..............
a Intangible assets (amortizable only).........
b Less accumulated amortization.............
Other assets (attach schedule). .. . ... See. St. .3
Totalassets. ... ... ... ... ... ...

(@)

(®) ©

(d)

128,192.

22,580.

128,192.

25,750.

5,150.

122,596.

2,100.

20,600.

750.

150.

600.

5,000.
301, 668.

16
17
18
19
20
21
22

23
24
25
26
27
28

Liabilities and Shareholders' Equity
Accounts payable............... ...
Mortgages, notes, bonds payable in less than 1 year. . ..
Other current liabilities (attach sch). . . See . St. 4.
Loans from shareholders...................
Mortgages, notes, bonds payable in 1 year or more. . . ..
Other liabilities (attach schedule)..................
Capital stock: a Preferred stock ...........

b Common stock............
Additional paid-in capital...................
Retained earnings — Approp (attsch). . ..............
Retained earnings — Unappropriated. . ... ...
Adjmnt to shareholders' equity (attsch). . .............
Less cost of treasury stock.................
Total liabilities and shareholders' equity. . ...

22,000.

162,771.
9,458.
1,648.

40,000.

22,000.

S

O

>

65,791.

0.

301,668.

Schedule M-1 | Reconciliation of Income

(Loss) per Books

Note: Schedule M-3 required instead of Schedule M-1

With Income per Return

if total assets are $10 million or more — see instructions

B wWwN =

Net income (loss) per books. ...............
Federal income tax per books ..............
Excess of capital losses over capital gains . .
Income subject to tax not recorded on books
this year (itemize):
Expenses recorded on books this year not
deducted on this return (itemize):

a Depreciation. . ... ... S

b Charitable contributions. . $

¢ Travel & entertainment .. § 4 ,767477 .

6 Addlines 1through5......................

65,791.

7 Income recorded on books this year not

17,963.

included on this return (itemize):

Tax-exempt interest $

8 Deductions on this return not charged

4,647.

against book income this year (itemize):
a Depreciation.. $_ _____1,010.]
b Charitable contribns $ ___________

1,010.

88,401.

10 Income (page 1, line 28) — line 6 less line 9. ... .

1,010.
87,391.

[Schedule M-2 | Analysis of Unappropriated Retained Earnings per Books (Line 25, Schedule L)

1

Balance at beginning of year...............

2 Net income (loss) per books................
3 Other increases (itemize):

5 Distributions............... aCash. ...

65,791.

b Stock c Property . .

6 Other decreases (itemize):

65,791.

65,791.

CPCA0234L

Form 1120



Federal Statements Page 1
MAGICAL TOYS 23-4567890
Statement 1
Form 1120, Line 26
Other Deductions
AUTO AND TRUCK . ... S 5,659
BANK CHARGE S, . 2,500
DUES AND SUBSCRIPTIONS. ... ... 1,200
INSURANCE . .o 13,500
LEGAL AND PROFESSIONAL ... ... 6,720
SALE S T X 57,307
ST ORAGE . . 14,933
TELEPHONE . . 10,291
Total $ 112,110.
Statement 2
Form 1120, Schedule L, Line 6
Other Current Assets
Beginning Ending
PREPAID EXPENSES. ... .. . . 0. $ 2,100.
Total $ 0. § 2,100.
Statement 3 0
Form 1120, Schedule L, Line 14 m
Other Assets Oe
Beginning Ending
DEPOS I TS, . 0. § 5,000.
Total $ 0. S 5,000.
Statement 4
Form 1120, Schedule L, Line 18
Other Current Liabilities
Beginning Ending

PAYROLL TAXES PAYABLE...........

1,648.

$
0. % 1,648.




_TAXABLE YEAR  California Corporation __FORM
Franchise or Income Tax Return 100
For calendar year or fiscal year beginning month day year , & ending month da year
Corporation name CA corporation number
MAGICAL TOYS 9876543
Address (suite, room, or PMB no.) FEIN
600 EASY STREET 23-4567890
City State ZIP Code
SAN JOSE, CA 95129
Schedule Q Questions (continued on Side 2) B1 Is income included in a combined report of a
A1 FINALRETURNZ ... ®[ | Dissolved | | Surrendered (withdrawn) unitary group? o[ ] ves No
D Merged/Reorganized IRC Section 338 sale |:| QSub election 2 IfYes," indicate:.. ... .. w‘holbly within CA (R&TC 25101.15)
Enter date. ... ... .. ° within and outside of CA
- 3 s there a change in the members listed in Schedule
2 DEFERRED INCOME. Did this corporation elect to R-7 from the prior year?. . ............ ... .. .. .. .D Yes D No
defer income from the discharge of indebtedness as 4 Enter the number of members (including parent or
described in IRC Section 108(i) for federal purposes? . . ’|:| Yes No key corporation) listed in the Schedule R-7, Part I,
If "Yes, enter the federal deferred income from Section A, subject to income or franchise tax . ... ... o |
discharge of indebtedness . . .......... ... ... .. $ 5 Is form FTB 3544 attached to the return? .. ........ .m Yes m No
1 Net income (loss) before state adjustments. See instructions................................. o 1 87,391.
2 Amount deducted for foreign or domestic tax based on income or profits from Schedule A ... .. | 2
3 Amount deducted for tax under the provisions of the Corporation Tax Law from Schedule A.... ®| 3
4 Interest on government obligations. . ... e 4
s 5 Net California capital gain from Side 5, Schedule D, line 11............ ... ... ... ... ........... e| 5
Z 6 Depreciation and amortization in excess of amount allowed under California law. Attach form FTB 3885 .............. e 6
E 7 Net income from corporations not included in federal consolidated return. See instructions. .. .. | 7
A 8 Other additions. Attach schedule(s).......... .. . e| 8
3 9 Total. Add line T through line 8. ... ... .. . e 9 87,391.
g 10 Intercompany dividend deduction. Attach Schedule H (100). .. .... e |10
"\II'I 11 Dividends received deduction. Attach Schedule H (100) .......... o_i 11
5 12 Additional depreciation allowed under CA law. Attach form FTB 3885. ... ... . 2
I 13 Capital gain from federal Form 1120, line 8. .. .. Dem 13
14 Contributions. .......... ... oS e (14
15 EZ, LAMBRA, or TTA business expense and EZ net interest deduction........... e (15
16 Other deductions. Attach schedule(s) . ................... ... ... ... ..... ® |16
17 Total. Add line 10 through line 16. ... ... e |17
18 Net income (loss) after state adjustments. Subtract line 17 fromline 9........................ e |18 87,391.
19 Net income (loss) for state purposes. Complete Schedule R if apportioning income. See instructions. . ............... e |19 87,391.
2 "‘ 20 Net operating loss (NOL) carryover deduction. See instructions... @ | 20
N g 21 Pierce's disease, EZ, LARZ, TTA, or LAMBRA NOL carryover
EM deduction. See instructions. .......... ... oo e |21
TE |22 Disaster loss carryover deduction. See instructions............... e |22
23 Net income for tax purposes. Combine line 20 through line 22. Then, subtract from line 19..... e |23 87,391.
24 Tax. 8.84 % x line 23 (not less than minimum franchise tax, if applicable) . ... ... e |24 7,725.
25 New jobs credit. . ... a amount generated.. ® b amount claimed. ....... ® | 25b
26a Credit name codeno.  amount.. P | 26a
I 26b Credit name codeno.  amount.. P | 26b
)é 27 To claim more than two credits, see instructions................. e | 27
S 28 Add line 25b through line 27. ... ... . e |28
29 Balance. Subtract line 28 from line 24 (not less than minimum franchise tax, if applicable). .. .. e |29 7,725.
30 Alternative minimum tax. Attach Schedule P (100). See instructions .......................... e |30
31 Total tax. Add line 29 and line 30. .. ... ... ... i e |31 7,725.
P 32 Overpayment from prior year allowed as a credit ................ e |32
¢ 33 Estimated tax payments. See instructions. ................. e |33 6,181.
M 34 Resident/nonresident or real estate
ﬁ withholding. (See instructions). ................................. e |34
g 35 Amount paid with extension of time to file tax return........... .. e (35
36 Total payments. Add line 32 through line 35. .. ... ... .. .. ® | 36 | 6,181.
CACAOT12L 059 | 3601094 | Form 100 C1 Side 1



MAGICAL TOYS

9876543

37 Franchise or income tax due. If line 31 is more than line 36, subtract
line 36 from line 31. Go to INe 40. . .. ... .. o ® 37 1,544.
38 Overpayment. If line 36 is more than line 31, subtract line 31 from line 36.............. ... .. ... .. ........... ® | 38
A | 39 Amount of line 38 to be credited to 2010 estimated tax.................... .. ... ... .. ....... ® 39
B ¥ | 40 Use Tax. This is not a total line. See instructions................. ® [40 ]
E h' 41  Refund. If the sum of line 39 and line 40 is less than line 38, then subtract the result from line 38.. ... ............. ® |/ |
g T See instructions to have the refund directly deposited.............. a Routing number @ | 41a
° B b Type: Checking ® Savings @ c Account number. ... e |4lc
R g | 42aPenalties and interest. . ... ... ® | 42a 16.
be |:|Check if estimate penalty computed using Exception B or C. See instructions
43 Total amount due. Add line 37, line 39, line 40, and line 42a. Then, subtract line 38 from the result . .. ........... .. ... 43 1,560.

Schedule Q Questions (continued from Side 1)

C. Ifth tion filed ter's-edge basi t 3 0f this and one or more other corporations owned or
° corpgra on ied on a wa er se gg as1s pursuant o controlled, directly or indirectly, by the same interests?. . @ |:| Yes No
R&TC Sections 25110 and 25113 in previous years, enter v .
; If 1or 3is 'Yes,' enter the country of the ultimate parent
the date water's-edge election ended .. .......... .. ) °
D Was the corporation's income included in a consolidated 1f1 2 or 3is 'Yes.' furnish a statement of ownership indicati -
, 2, : p indicating pertinent
federal return? ... o [Jves No names, addresses, and percentages of stock owned. If the owner(s) is an
E  Principal business activity code. individual, provide the SSN/ITIN.
(Do not leave blank). .. ........... ... ... ... e 453990 L rlats éhte COFDOtratiOH,tiEdut?Fd a {Ep%rt(asble Uaftlsactﬁﬂn or
) - isted transaction within this return? (See instructions
Business activity RETAIL for definitions.). . .. ........... ... ... ... . ... .. ° |:| Yes No
Prodgct orservice  TOYS If yes, complete and attach federal Form 8886 for each transaction.
F Date incorporated: 7/01/2009 M s this corporation apportioning income to California
Where: @ State CA County USA :5'”9 SChed?fT (. o b . d --------- . ° |:| Yes No
: ; P . " ow many affiliates in the combined report are claiming
G Dat.e business bejgan ‘|n California or date income was first immunity from taxation in California under Public Law 86-2727. .. ... [
dgnved fror;] California sources. . .................... e _7/01/2009|q Corporation headquarters are: ° (1) Within California
H Ff|rst return? ... ) Yes |:| No @ |:|0utside of California, within the U.S. ® |:|0utside of the U.S.
If "Yes' and this corporation is a successor to a previously - P ; .
existing business, check the appropriate box, P Location of principal accounting records:
o (1) sole proprietorship (¢4)] partnership (€] |:| joint venture
() corporation o) other -
(attach statement showing name, address, and FEIN/SSN/ITIN of previous business) | @ ACCO“"t'ﬁhOd """ oM |:|Cash @) [X]Accrual  (3) |:| Other
Ne: - ! . ; - R i ration or any of its subsidiaries have a
I 'Doing business as' name: See instructions @ W Intercompany Stocyk Account (DISA)?. . ........ [ ] |:| Yes No
'Yes' enter the total bal fall DISAs. @
J 1 For this taxable year, was there a change in control or ?S emer »e ol ba anc‘e ot . ‘s ?
majority ownership for this corporation or any of its S s this corporation or any of its subsidiaries a RIC? ... ... ) |:| Yes No
subsidiaries that owned or (under certain circumstances) T s this corporation treated as a REMIC for
leased real property in California . ................... ° D Yes No California '?Jurposes? ............................. ®| |Yes |X|No
2 For this taxable year, did this corporation or any of its ! ’ PP,
subsidiaries acquire control or majority ownership of any U s this corporation a REIT for California purposes?. ... ... ° Yes No
other legal entity that owned or (under certain Is this corporation an LLC or limited partnership electing to
circumstances) leased real property in California?. ... .. .. ) D Yes No be taxed as a corporation for federal purposes?......... ° Yes No
3 If this corporation or any of its subsidiaries owned or W s this corporation to be treated as a credit union?. ... ... ° Yes No
(under certain circumstances) leased real property in " "
California, has more than 50% of the voting stock of any X Lsu(tjri]teegogpt;[]%twf;slmd:r ?iliﬂ'tgayr;he IRS or has it been ° |:| Yes No
one of them cumulatively transferred in one or more ¥ PrIOTYEAIE. - e
transactions since March 1, 1975, which was not reported Y Have all required information returns
on a previous year's tax return. ... ... ... L. ) D Yes No (e.g. federal Forms 1099, 5471, 5472, 8300, 8865,
. . . i i i ?
(Penalties may apply — see instructions.) etc.) been filed with the Franchise Tax Board?. .. .. N/A |:| Yes D No
K At any time during the taxable year, was more than 50% of the voting stock: z E(?r%sbitr?gdtz)ﬁg%erif(g[)S“ga%%goorvavtrxogo%tg? %ép:%efrtﬁe
1 Of the corporation owned by any single interest?. .. ... .. ° D Yes No stock of an insurance company? ............ ...l |:| Yes No
2 0f another corporation owned by AA Did this corporation file the federal Schedule M-3
this COMPOTALON? . ..o o ves [X]No (Form 1120/1120-F)2 ..o o ves [X]No
Sign Under penalties of perjury, | declare that | have examined this return, including accompanying schedules and statements, and to the best of my knowledge and belief, it is true,
Here correct, and complete. Declaration of preparer (other than taxpayer) is based on all information of which preparer has any knowledge.
Title Date l@ Telephone
Signature
of officer
Date Check @ Preparer's SSN/PTIN
P! ! f self-
. sigatre.» SELF-PREPARED employed >
Paid @ rEIN
Preparer's
Use Only Firm's name >
(or yours, if
self-employed) @ Telephone
and address
May the FTB discuss this return with the preparer shown above? See instructions.................... [ |_|Yes |_|No
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Schedule A Taxes Deducted. Use additional sheet(s) if necessary.

() O © (d
Nature of tax Taxing authority Total amount Nondeductible amount
LICENSES AND PERMITS 9,890. 0.
Total. Enter total of column (c) on Schedule F, line 17, and total of column (d) on Side 1, line 2 orline3.............. 9,890.
Schedule F  Computation of Net Income. See instructions.
1a Gross receipts or gross sales.......... 803,000.
b Less returns and allowance. ........... 6,250. «cBalance................... e 1c 796,750.
2 Cost of goods sold. Attach federal Schedule A (California Schedule V)........................ e 2 392,500.
3 Gross profit. Subtract line 2 from line Tc ... e 3 404,250.
4 Total dividends. Attach federal Schedule C, California Schedule H (100). . ..................... e 4
," 5a Interest on obligations of the United States and U.S. instrumentalities......................... e 5a
S b Other interest. Attach schedule............................... ... ... SEE..STATEMENT. 1l e| 5b 1,200.
'é' 6 Gross rents ... ... .. e 6
7 Gross royalties .. ... o 7
8 Capital gain net income. Attach federal Schedule D (California Schedule D) ................... e 8
9 Ordinary gain (loss). Attach federal Form 4797 (California Schedule D-1)...................... e 9
10 Other income (loss). Attach schedule . ... ... . . e 10
11 Total income. Add line 3 through line 10. .. ... ... ... . s e 11 405,450.
12 Compensation of officers. Attach federal Schedule E or
equivalent schedule. . ................. .. ... ... ... ..... STM .2 e| 12 90,000.
13 Salaries and wages (not deducted elsewhere) .................. e 13 26,240.
T4 Repairs. .. ... 14 2,350.
15 Baddebts. ... ..o e 15
16 ReNtS. ... e 16 54,000.
17 Taxes (California Schedule A) 9,890.
2 18 Interest. Attach schedule. ............... ... .o i 5,000.
B 19 Contributions. Attach schedule. .. ... ... ... . ... ...
$ 20 Depreciation. Attach federal
c') Form 4562 and FTB 3885........
2 21 Less depreciation claimed
elsewhere onreturn.............. 2la ®| 21b 3,669.
22 Depletion. Attach schedule. . . .......... ... ... ... e 22
23 AdVertising. . ... 23 14,800.
24 Pension, profit-sharing, plans, etc.............................. 24
25 Employee benefitplans............. ... .o 25
26a Total travel and entertainment...........
b Deductible amounts. ........... .. ®| 26b
27 Other deductions. Attach schedule. ... .. STATEMENT. 3......e| 27 112,110.
28 Specific deduction for organizations under R&TC Section 23701r
or 23701t. See instructions. .......... ... oo e 28
29 Total deductions. Add line 12 through line 28 .. .......... ... ... ... ... ... e 29 318,059.
30 Net income before state adjustments. Subtract line 29 from line 11. Enter here and on
Side 1, line 1. . e 30 87,391.
Schedule J  Add-On Taxes and Recapture of Tax Credits. See instructions.
1 LIFO recapture due to S corporation election, IRC Sec. 1363(d) deferral: $ ) 1
2 Interest computed under the look-back method for completed long-term contracts (Attach form FTB 3834)........ ° 2
3 Interest on tax attributable to installment: a Sales of certain timeshares and residential lots............. (] 3a
b Method for nondealer installment obligations. ............... e | 3b
4 |IRC Section 197(f)(9)(B)(ii) election o | 4
5 Credit recapture name: ° 5
6 Combine line 1 through line 5, revise Side 2, line 37 or line 38, whichever applies, by this amount.
Write 'Schedule J' to the left of line 37 or line 38. . ... .. ... .. .. . . . . . . i ° 6
CACAO134L 059 | 3603094 | Form 100 C1 Side 3
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Schedule V  Cost of Goods Sold

1 Inventory at beginning of year. ... ... . 1
2 PUICN@SES. . oo 2 515,0096.
3 Cost Of lAabOr . .o e 3
4a Additional IRC Section 263A costs. Attach schedule. ............. . ®| 4a
b Other costs. Attach schedule .. ... . e 4b
5 Total. Add line T through line 4b. . ... . o 5 515,096.
6 Inventory at end of year. .. ... 6 122,596.
7 Cost of goods sold. Subtract line 6 from line 5. Enter here and on Side 3, Schedule F, line2.................................. 7 392,500.
Method of inventory valuation » LOWER OF COST OR MARKET
Was there any change in determining quantities, costs of valuations between opening and closing inventory?.............. |:|Yes No
If 'Yes," attach an explanation.
Enter California seller's permit number, ifany....................... >
Check if the LIFO inventory method was adopted this taxable year for any goods. If checked, attach federal Form 970..................... |:|
If the LIFO inventory method was used for this taxable year, enter the amount of closing inventory under LIFO.
Do the rules of IRC Section 263A (with respect to property produced or acquired for resale) apply to the corporation? ...... |_|Yes m No
The corporation may not be required to complete Schedules L, M-1, and M-2. See Schedule M-1 instructions for reporting requirements.
Schedule L Balance Sheet Beginning of taxable year End of taxable year
Assets (a) (b) (c) (d)
T Cashooooooo ° 22,580.
2a Trade notes and accounts receivable. . . ... ... ° 128,192.
b Less allowance for bad debts. ............. ° ° 128,192.
3 nventories ................. .l ° 122,596.
4 Federal and state government obligations . . . . . o
5 Other current assets.
Attach schedule(s). . .................... SEE STM 4 2,100.
6 Loans to stockholders/officers.
Attach schedule. . .......... ... ... ... .. °
7 Mortgage and real estate loans. ............ °
8  Other investments.

Attach schedule(s). . .................... me O
9a Buildings and other fixed depreciable assets. . . ° 25,750.
b Less accumulated depreciation. . ........... ge \ g ° 5,150. e 20,600.
10a Depletable assets. . ..................... o

b Less accumulated depletion. .. ............

11 Land (net of any amortization)............. O
12a Intangible assets (amortizable only). .. ... ... ° 750.
b Less accumulated amortization. .. .......... 150. 600.
13 Other assets.
Attach schedule(s). . .................... SEE STM 5 ° 5,000.
14 Totalassets.......................... ° 301,668.
Liabilities and Stockholders' Equity
15  Accounts payable. . ..................... o 162,771.
16 Mortgages, notes, bonds payable in less
than Tyear........................... ° 9,458.
17  Other current liabilities.
Attach schedule(s). . .................... SEE STM 6 1,648.
18 Loans from stockholders.
Attach schedule(s). . .................... °
19 Mortgages, notes, honds payable in 1 year
OF MOTE. .+ oot e e ° 40,000.
20 Other liabilities.
Attach schedule(s). . .................... °
21 Capital stock: a Preferred stock. . ... ... °
b Common stock . .. ... .. ° 22,000. e 22,000.
22 Paid-in or capital surplus. Attach reconciliation. °

23 Retained earnings — Appropriated.
Attach schedule. . .................... ..

24 Retained earnings — Unappropriated . . ... ... 65,791.

25 Adjustments to shareholders' equity.
Attach schedule. . ................ ... ...

26  Less cost of treasury stock. . ............ ..
27 Total liabilities and stockholders' equity. . . . 301,668.

Side 4 Form 100 C1 059 | 3604094 | CACA0134 L
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Schedule M-1

Reconciliation of Income (Loss) per Books With Income (Loss) per Return.

If the corporation completed federal Schedule M-3 (Form 1120/1120-F), see instructions.

1 Net income per books. . ........................ 65,791.| 7 Income recorded on books this year
2 Federalincometax............................ 17,963. not included in this return (itemize)
3 Excess of capital losses over capital gains . ... .. a Tax-exempt interest S
4 Taxable income not recorded on books this b Other.......... .. S
year (itemize) cTotal. Add line 7a and line 7b. ... .. [
8 Deductions in this return not charged against
5 Expenses recorded on books this year not book income this year (itemize)
deducted in this return (itemize) a Depreciation. . . .. .. $ 1,010.
a Depreciation. ................ s b State tax refunds . .. $
b State taxes.................. S cOther............ S
c Travel and entertainment. .. .. S 4,647. d Total. Add line 8a through line 8c . ........ [ 1,010.
dOther....................... s 9 Total. Add line 7c and line 8d. ... .. 1,010.
eTotal. Add line 5a through line 5d............... 4,647. 10 Net income per return. Subtract
6 Total. Add line 1 through line5e................ 88,401. line 9 fromline6.................. 87,391.
Schedule M-2  Analysis of Unappropriated Retained Earnings per Books (Schedule L, line 24)
1 Balance at beginning of year.................. 5 Distributions: aCash............. [
2 Net income per books...................... ... 65,791. bStock............ [
3 Other increases (itemize)........ c Property.......... [
6 Other decreases (itemize)
°
7 Total. Add line5and line6........
8 Balance at end of year. Subtract
4 Total. Add line 1 through line 3................ 65,791. line 7 fromlined.................. 65,791,
Schedule D california Capital Gains and Losses
Part| Short-Term Capital Gains and Losses — Assets Held One Year or Less. Use additional sheet(s) if necessary.
) (a) . (b) (c) m} (e) )
Kind of property and description Date acquired| D ol S'sales Cost or other Gain (loss)
(Example, 100 shares of Z Company) |(mo., day, yr.)|(mo\,.d price basis plus (d) less (e)
6 4 expense of sale
1
2 Short-term capital gain from installment sales from form FTB 3805E, line 26 or line 37..................... 2
3 Unused capital loss carryover from 2008 . ... ... .. . . 3
4 Net short-term capital gain (loss). Combine line 1 throughline 3..... ... ... .. ... .. .. .. .. ... .. .. ....... ® | 4
Part Il Long-Term Capital Gains and Losses — Assets Held More Than One Year. Use additional sheet(s) if necessary.
5
6 Enter gain from Schedule D-1, line 9 and/or any capital gain distributions ............ ... ... ... ... ... .. .. .. 6
7 Long-term capital gain from installment sales from form FTB 3805E, line 26 or line 37...................... 7
8 Net long-term capital gain (loss). Combine line 5 through line 7......... ... ... . ... ... ... ..... L 8
9 Enter excess of net short-term capital gain (line 4) over net long-term capital loss (line 8).................. 9
10 Net capital gain. Enter excess of net long-term capital gain (line 8) over net short-term capital loss (line 4).. | 10
11 Total lines 9 and 10. Enter here and on Form 100, Side 1, line 5.
If losses exceed gains, carry forward [0sses 10 20100 . .. ... . o 11
CACA0134 L 059 | 3605094 | Form 100 C1 Side 5
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Statement 1
Form 100, Schedule F, Line 5(b)
Other Interest
BANK OF US A . oo $ 1,200.
Total $ 1,200.
Statement 2
Form 100, Schedule F, Line 12
Officer Schedule
% Time
Devoted to Common Pref'd
Name of Officer SSN Business Stock % Stock % Compensation
JOHN R JONES 550-01-1001 100 45.00 0.00 s 30,000.
AGNES T JONES 550-22-1002 100 45.00 0.00 30,000.
ROBERT L SMITH 545-05-5555 100 10.00 0.00 30,000.
Total $ 90, 000.

Statement 3

Form 100, Schedule F, Line 27

Other Deductions

AUTO AND TRUCK................................... . TN 0 ............................ S 5,659

BANK CHARGES. ... ... ... ... .. i e T 2,500

DUES AND SUBSCRIPTIONS. ... ... . . 1,200

INSURANCE . . 13,500

LEGAL AND PROFESSIONAL ... ..o 6,720

SALE S T X 57,307

ST ORAGE . .. 14,933

TELEPHONE . 10,291
Total $ 112,110.

Statement 4

Form 100, Schedule L, Line 5
Other Current Assets

PREPAID EXPENSES..................

Beginning Ending
0. $ 2,100.
0. s 2,100.

Total $
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Statement 5
Form 100, Schedule L, Line 13
Other Assets

Beginning Ending

DEPOS I TS, $ 0. $ 5,000.
Total $ 0. $ 5,000.
Statement 6
Form 100, Schedule L, Line 17
Other Current Liabilities
Beginning Ending
PAYROLL TAXES PAYABLE. .. ... ... .. 0. s 1,648.
Total $ 0. $ 1,648.
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