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Having Your Cake and Eating It Too

Those of you reading this article may
have already taken a significant step to-
ward securing your financial future and
independence by doing one of the fol-
lowing:

e You have set up a business and are
looking to maximize your cash flow
(i.e. profits).

e You have recently set up a business
and are looking to understand the
myriad of things necessary to be suc-
cessful.

e You are considering setting up a small
business and are researching the
benefits and risks of taking the
plunge.

In establishing a new business there are
many things that need to be done, many
bills to pay, many people to meet and
many decisions to be made. Some peo-
ple believe that owning a business will
create wealth and ultimately lead to a
life of leisure. We hope that you are suc-
cessful in these aspirations and the own-
ers of this website are there to help you.

Recently, we reviewed a new program
developed by the Friedlander Group de-
signed to help small business owners.

This proprietary program effectively al-
lows business owners to “have their
cake and eat it too” by legitimately add-
ing a business vehicle (with restrictions)
to a personal automobile policy. What
this means is that the insurance carrier
will allow (again with restrictions) busi-
ness-owned vehicles to be insured on
the cheaper personal policy. This imme-
diately saves the cost of the commercial
insurance premium over the personal
premium as well as make it tax deducti-
ble for the business portion of the use.
In essence, you have the best of both
worlds. You have the most inexpensive
(in relative terms) business automobile
coverage, and the titling of the assets
matches the economic reality so that the
risk of the carrier denying the claim
(since the coverage does not match the
risk) is avoided completely.

Not all carriers offer this program; actu-
ally most don’t. As an accountant, |
have never seen it before. In fact, it is
just being rolled out in Fall of 2006. We
must stress that proper disclosure to
your agent and the carrier is necessary
to make sure that the coverage is done
properly. Also the tax deductions avail-
able are for the business use only, and
proper documentation is necessary.
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“The problem that
arises concerns
commercial
automobile
insurance, which is
almost universally
much more
excpensive than
private personal
automobile

msurance.”’

Ignoring tax

issues does not

make them go

away; rather it
can make your
business or even
your home go

away.

Background

Now that | have your attention, one of
the single most important areas that you
as a business owners MUST be con-
cerned with is taxes. There are sales
taxes, income taxes, use taxes, payroll
taxes, excise taxes, etc., etc. Ignoring
tax issues does not make them go away;
rather it can make your business or even
your home go away. One purpose of this
article is to make you aware that avoid-
ing taxes will only make them worse.
The main purpose of this article is to pro-
vide you with information to illustrate
certain benefits that the tax code pro-
vides you and that with the appropriate
documentation you are entitled to take
advantage of.

You may have friends who own busi-
nesses who brag about all the personal
and semi-personal expenses they “write
off on the business.” One of the single
most expensive costs you have is trans-
portation, and one of the first things
many business owners ask is, “Can |
write my car off on the business?”

In general, the Internal Revenue code al-
lows a deduction for all reasonable and
necessary costs and expenses incurred in
the production of income. The key is the
proper documentation for such expenses.
Without proper substantiation, there is a
risk that upon audit these expenses will
be disallowed by the IRS.

For this article, we will be limiting our
discussion to automobile insurance. In
the past it was not uncommon for a busi-
ness owner to pay for a vehicle using her

or his business, recording it as an asset
of the corporation and taking deprecia-
tion deductions as appropriate for the
business portion of the use of that vehi-
cle. The corporation would pay for the
insurance and appropriately deduct that
expenditure as well. Since the vehicle
was owned by a commercial enterprise,
the appropriate insurance policy would
be a commercial policy. There is nothing
wrong or incorrect about this arrange-
ment.

The problem that arises concerns com-
mercial automobile insurance, which is
almost universally much more expensive
than private personal automobile insur-
ance. A price difference of 50% is not
uncommon. Thus, while there may be a
benefit (real or perceived) by having the
corporation take out and pay for the pol-
icy, the economics make that policy
more expensive thus negating the tax
benefit.

Some small businesses had the com-
pany pay for the vehicle with the title
remaining with the owner as an individ-
ual. The accountant may not be aware
of this arrangement since rarely do ac-
countants review the titles to the fixed
assets. In fact, in small write-up and tax
preparation, review or analysis of the
underlying documents is not required of
the preparer.

At this point, the business owner insures
the vehicle as part of his or her personal
automobile insurance policies to enjoy
the lower rates than a comparable com-
mercial policy. The owner then has the
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“..savings can
exceed 30% to as
much as 45% of
the amount moved
from post-tax to
pre-tax.”

If a claim is
denied, the
savings realized
by using personal

insurance for a

commercial policy

do not seem like
much of a bargain

after all.

corporation pay for the insurance. In
practical terms this arrangement has the
business recording an asset and taking
deductions for an asset that it does not
own. Depending on the outcome of an
audit, the business may still receive
some deductions, but more likely the in-
dividual may recognize income since
they are in effect renting the car to the
business. This income might also be
subject to self-employment taxes, and
since we are talking audit here— penal-
ties and interest may also be incurred.
Even if the final economics do not result
in a significant tax issue, assuming the
business use rules are followed, there is
the expense of the audit and the un-
pleasantness of the entire process. Be-
lieve it or not, this could be the least of
your problems.

CRASH—this is where the problem be-
gins— when there is a claim. Despite
the fact that the premiums were paid,
coverage by the carrier may be denied
since the carrier was insuring a commer-
cial vehicle risk on a personal automo-
bile policy. If the vehicle was titled in the
business name, yet insured on a per-
sonal policy, it may be deemed that no
insurable interest existed so no coverage
was in effect. If a claim is denied, the
savings realized by using personal insur-
ance for a commercial policy do not
seem like much of a bargain after all.

It is critical that honest, factual discus-
sions with your insurance advisor, finan-
cial advisor and legal advisor be under-
taken on issues such as this, since
taxes, deductibility, etc. are highly case-

specific. However, if the Friedlander
Group program seems appropriate for
your situation, and it adequately covers
you and the Tax Man, then this pro-
gram may save you a significant
amount of money while avoiding undue
exposure to risk.

One final item with numbers, to the ex-
tent that a person can legitimately use
pre-tax dollars for expenses, the sav-
ings can exceed 30% to as much as
45% of the amount moved from post-
tax to pre-tax. This is as compared to
incurring the same expenditure that
was ineligible for a tax deduction. For
example, suppose that you have a $100
expense that would qualify as a busi-
ness deduction, then the after-tax cost
could be as low as $60, (assuming a
40% tax rate) since your tax bill would
be reduced by $40. This is the same
type of example used when people dis-
cuss the “after-tax cost” of your mort-
gage payment.
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