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Barack Obama's Tax Plan

By William Robinson, J.D. CPA

KATZ, SAPPER & MILLER

THE ADVISOR

SUMMARY: IN AN EVER-CHANGING
AMERICAN AND WORLD ECONOMY, PER-
HAPS NONE ARE IMPACTED MORE BY THE
EBBS AND FLOWS OF ECONOMIC STABILITY
THAN THE MIDDLE CLASS. THE DEGREE OF

OPTIMISM ON THE STATE OF THE ECONOMY AS MEASURED BY THE

CONSUMER CONFIDENCE INDEX (CCI), IS NEARLY HALF OF WHAT
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IT WAS A YEAR AGO. IN AN EFFORT TO RESTORE CONFIDENCE IN
THE ECONOMY, PRESIDENT-ELECT BARACK OBAMA HAS PROPOSED
A TAX PLAN THAT HE SAYS SPECIFICALLY TARGETS MIDDLE CLASS

AMERICANS.

The forefront of Obama’s plan is to restore individual income
tax rates to their pre-EGTRRA (Economic Growth and Tax
Relief Reconciliation Act of 2001) levels, with the exception
of the 10% bracket for lower income individuals. This plan
would restore the 36 and 39.6% brackets. After EGTRRA
was passed in 2001, the taxpayers in the highest income
bracket enjoyed the largest reduction on a percentage basis
as a group. Conversely, with the return of the 36 and 39.6%
rates and all other factors remaining equal, these upper
income bracket individuals will endure the largest, and only,
increase in individual income taxes across the board. The
marginal increase of 4.6% on the earnings of these top-tier
taxpayers will be used to fund the tax credits proposed by
Obama.

Among the credits proposed by Obama are the Making

Work Pay tax credit, the American Opportunity tax credit,

and the Universal 10% Mortgage Interest tax credit. These
In This Issue: three credits are geared, almost exclusively, toward helping

middle class families and individuals. The Making Work

Barack Obama's Tax Plan 1 . .
. Pay tax credit would provide up to $1,000 as a refundable
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Changes Coming to Indiana Property Taxes 4 The American Opportunity tax credit is a fully refundable
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S GIRESH 0N “community college essentially free and cover about two-
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In The Firm News . thirds of the cost of public 4-year college.” Finally, the

Universal 10% Mortgage Interest credit is a refundable credit

Continued on page 11. See "Tax Plan."”




MANAGING PARTNER MESSAGE

David Resnick, CPA We are pleased to
Managing Partner

announce that we have
acquired Digitech, Inc., an Indiana-based
consulting and networking services firm.
Founded in 1998, Digitech provides ser-
vices in the areas of computer systems evaluation, security
and the design, installation and maintenance of networks.
This acquisition will allow us to strengthen our industry
reach and provide additional business technology services to
our clients.

We have also made internal technological improvements
that will allow us to better serve our clients. Although it is
difficult to conceive of an accounting firm whose employees’
desks are not cluttered with stacks of files and piles of paper,
those days are coming. Katz, Sapper & Miller (KSM) is
among the leading accounting firms that are searching for
ways to improve our production process and client service
through the use of technology. We are attempting to move to
a less paper world, where access to client information can be

obtained without leaving our desks.

Most of our staff members now have three computer moni-
tors to allow the viewing of multiple years of audit and tax
records simultaneously. All client service personnel have
been provided with smart phones to allow for remote access
to our computer network. We are reviewing and making
necessary revisions to our processes, to help streamline our
electronic workflow and further automate our handling

of physical documents. During this past tax filing season,
we implemented e-filing procedures to facilitate electronic
transfer of tax information directly to federal and state tax-
ing authorities, thereby eliminating the possibility of returns
being lost in the mail and our clients waiting in long lines at
the post office.

We are committed to continuing our exploration and incor-
poration of future technological advances into KSM pro-
cesses to enable us to provide you the best service possible. I

welcome your thoughts and observations.

JQV%W

David Resnick is the firm's Managing Partner. David can be con-
tacted at 317.580.2090 or dresnick@ksmcpa.com.

Where To Go From Here?

By Karen Mersereau, CPA, CFP™ and Jared Nishida, CFA

SUMMARY: As
ADVISORS CONTINUE
TO PROCESS THE
SEEMINGLY ENDLESS

SUPPLY OF UNPREC-

EDENTED DEVELOP-
MENTS IN THE GLOBAL FINANCIAL SYSTEM, IT IS IMPORTANT

TO RECOGNIZE THE IMPACT OF INVESTOR SENTIMENT ON THE

CAPITAL MARKETS IN THE SHORT RUN.

Fundamental factors will drive investor returns in the long run,
but there are moments of extreme dislocations where emo-
tionally-driven markets overwhelm rational decision making.
With the benefit of hindsight, it is obvious that peak moments
of fear have historically coincided with market bottoms

and provided the most compelling opportunities to invest.
However, in that moment it is difficult to remove emotions
from the decision. Human nature pushes one to extrapolate
recent experiences in perpetuity. When that recent experience
is negative, it is hard to see how it could ever go the other

way.

In the midst of the
2000 — 2002 bear
market, John Hussman
(Manager of the
Hussman Strategic
Growth Fund) attempt--++
ed to identify common 2
characteristics of a
market bottom in a

letter to investors. He

said, “At meaningful

market lows, the tenor of news reports has always been some-
thing to the effect that ‘conditions are bad, expected to get
worse, and there is no end in sight.” When the news reports
are uncontroversial in reporting the U.S. is in recession, when
they suggest that there is worse news ahead, and when they

indicate that nothing seems to be helping, THAT is when the



market is more likely to register its low.”

This is not an attempt to declare a market bottom. With all the
moving parts of the current bear market, both fundamentally
and from an investor confidence standpoint, short-term mar-
ket projections are fruitless conjecture. It is constructive to
consider evidence of how the pendulum of investor sentiment

tends to swing too far in either direction of the rational center.

The equity markets are oversold in the short run. Could it go

lower from here? Certainly, but clearing rallies have typically
occurred after sharp market declines and this could be viewed
as the short-term path of least resistance. As of this writing,

the market just experienced a 10.5% increase in one week.

It is important to note that this view is not mutually exclusive
with a cautious view of equities. There are certain funda-
mental headwinds that will create a difficult environment for
economic growth and stocks going forward. The unemploy-
ment rate, durable goods orders and consumer spending point
to a near certain recession, and it is the presence of dysfunc-
tional credit markets that have created enormous uncertainty
and risk aversion. Arguably these issues will not be worked
through quickly. The key question is not if these problems
exist, it is whether the current market prices reflect reasonable
assumptions about their effects on future corporate earnings.
Time will tell the answer to this difficult question but there is
a high probability that the pendulum will swing too far to the

pessimistic side before reasonable values are reached.

Where to Invest from Here?

For investors with long-term time horizons, we believe there
are a number of attractive investment opportunities. One of
the most compelling is high-quality growth companies. These
are companies with consistently high earnings growth, strong
and growing free cash flows, low debt-to-equity ratios, high

debt coverage ratios and astute management teams.

Standard & Poor’s analyzes over 4,000 companies traded

on the NYSE, AMEX, and NASDAQ by “quality factors”
(such as earnings per share growth and stability of earnings
and dividends over the most recent 10-year period) and only
13% of stocks earned an A+, A or A- rating. Active managers
employing high-quality screens usually narrow the universe of

eligible stocks to less than 200. Examples of this type of com-

pany are Johnson & Johnson, Microsoft, Proctor & Gamble
and Coke.

High-quality growth companies have fallen victim to indis-
criminate selling along with lower quality, highly leveraged
companies. Many are selling at prices less than half their
intrinsic values; however they are well positioned to con-
tinue their earnings growth through the recession and slower
growth period. They are often market leaders in defensive
sectors that can fuel growth, acquisitions and dividends
through organic free cash flow. High-quality growth com-
panies have outperformed in the current bear market and are
positioned to appreciate substantially when the market returns
to valuations based on underlying fundamentals. Over the
long term, a company’s stock price will reflect the earnings

growth of the business.

For the first time in many years, there are also solid invest-
ment opportunities in fixed income. Corporate and municipal
bond yields have increased to attractive levels, particularly on
a risk-adjusted basis. In addition, inflation protected bonds
are now priced to generate real yields (net of inflation) of

over 3% for a 10-year note.

During the third quarter, overall risk aversion and flight to
safety occurred in the bond market in addition to the equity
market. Credit markets seized up, and investors lost confi-
dence in the global fixed income market selling bonds in all
fixed income categories other than U.S. government bonds.
As prices fell on investment-grade, municipal and high-yield

bonds, yields rose sharply.

Current spreads (bond yields in excess of the comparable
yields on treasury obligations) are well above historic aver-
ages. To illustrate, as of this writing, 10-year high grade
corporate bonds (AAA) yield 5.5% to maturity (180 bp over
treasuries) and 5-year AAA municipal bonds yield 3.4% com-
pared to 2.8% for a 5-year treasury. (It is very rare to see a

tax-free municipal bond (AAA) providing an absolute yield

Continued on page 10. See "Investment.”



Changes Coming to Indiana
Property Taxes

By Jeff Kelsey, CPA

SUMMARY: THE 2008 INDIANA LEGISLA-
TURE MADE SOME SWEEPING CHANGES TO
INDIANA’S PROPERTY TAX SYSTEM. SOME OF

THE CHANGES WILL HAVE AN IMMEDIATE

IMPACT, WHILE OTHERS WILL NOT RESONATE
FOR A COUPLE OF YEARS. THE MOST IMMEDIATE IMPACT WAS

AN ADDITIONAL $620 MILLION FOR HOMESTEAD CREDITS TO BE
APPLIED TO THE MARCH 1, 2007 PROPERTY TAX BILLS DUE IN
2008. STATEWIDE, THIS CHANGE IS EXPECTED TO RESULT IN A
26% REDUCTION IN HOMEOWNER PROPERTY TAXES COMPARED TO
THE 2006 PAY 2007 BILLS.

Beginning in 2009, the majority of school operating expenses
will be shifted from property taxes to state funding. Pre-1997
local police and fire pension obligations will also be shifted
to state funding, as will juvenile incarceration and health care
for the indigent. In total, nearly $1 billion will be transferred
from the property tax rolls to state funding, which is expected
to provide significant property tax relief to all taxpayers (not

just homeowners).

The Legislature also imposed caps or maximum tax rates that
may apply to property values in future years. For 2009, the

maximum tax rate on homestead property will be 1.5% drop-

ping to 1% for 2010 and thereafter. Similarly, the maximum
rates on other residential property (including apartments) and
agricultural property will be 2.5% for 2009 and 2% thereafter;
while the maximum rate for business personal and real prop-
erty will be set at 3.5% for 2009 and 3% thereafter. Certain
debt obligations incurred as the result of a local referendum
will be exempt from these caps. In addition, a local unit that
is severely impacted by the caps may petition for relief sub-

ject to approval of a nine-member board.

Effective July 1, 2008, the duties of most Township Assessors
were transferred to the County Assessor. A referendum was
held in November in townships that have more than 15,000
real estate parcels to determine whether to retain the duties

of the Township Assessor or to transfer those duties to the
county. Most Township Assessor's duties were transferred to
the county as a result of the referendum. Most construction

projects will also be subject to a taxpayer referendum.

Although these changes are expected to significantly reduce
the amount of property taxes paid by most businesses and
individuals, the Legislature did provide for certain tax increas-
es. Most significantly, the state sales and use tax rate was
increased from 6% to 7 %. In addition the Legislature allowed
(strongly encouraged) county governments to increase the
local income tax rate that applies to individuals as a means of

additional funding.

Jeff Kelsey is a Director in the State and Local Tax Department. For
more information, contact Jeff at 317.580.2058 or jkelsey@ksmcpa.com.



Merger & Acquisition

Accounting Rules Changing Again

By Mike Lee, CPA

SUMMARY: THE FINANCIAL ACCOUNT-
ING STANDARDS BOARD (FASB) RELEASED
THE STATEMENT OF FINANCIAL ACCOUNTING

STANDARDS (SFAS) NO. 141R, BUSINESS

COMBINATIONS, IN DECEMBER 2007, WHICH
INTRODUCED THE “ACQUISITION METHOD” OF ACCOUNTING. THIS
STANDARD IS EFFECTIVE FOR FISCAL YEARS THAT BEGIN AFTER
DECEMBER 15, 2008. THEREFORE, THE ACCOUNTING FOR AN
ACQUISITION IN 2009 WILL BE DIFFERENT THAN THE SAME ACQUI-
SITION MADE IN 2008. ALTHOUGH EARLY ADOPTION OF THE
NEW STANDARD IS PROHIBITED, BUSINESSES SHOULD ASSESS THE
IMPACT OF THE REVISIONS OF THE BUSINESS COMBINATION STAN-

DARD NOW, AS IT COULD AFFECT A CONTEMPLATED M&A DEAL.

In 2001, the rules regarding the accounting for mergers and
acquisitions (M&A) transactions were changed; the impact
was dramatic including no more pooling-of-interests and no
more goodwill amortization. All business combinations were
to be accounted for under the “purchase method” of account-
ing. These changes had an impact on how deals were struc-
tured, negotiated and executed. While accounting should not
drive the decision to buy or sell a business, generally accept-
ed accounting principles (GAAP) for acquisitions is changing
again and it may have an impact on how deals are evaluated

and earnings are forecasted in future periods.

Some of the major changes mandated by SFAS NO. 141R
include:

* Transaction costs (due diligence costs, finders’ fees,
etc.) must be expensed as incurred. Previously, these
costs were generally capitalized as part of the overall
purchase price and allocated to the assets acquired.
Under SFAS No. 141R, these costs will have a direct
impact on current earnings. Costs incurred to issue debt
(debt issuance costs) and the registration and issuance of
equity securities will continue to follow existing GAAP.

* Earn-outs and other forms of contingent consideration
will be recorded at fair value on the date of the acqui-

sition. Subsequent changes in the fair value of most

contingent consideration arrangements will be recorded
in earnings in the year of change. Under the previous
accounting rules, earn-outs were generally not recorded
until earned (in future periods) and they were considered
part of the purchase price.

Restructuring costs (planned restructuring of the
acquired company’s operations) are to be charged to
earnings in the post-acquisition period. Under previ-
ous accounting rules, the cost of the acquirer’s planned
restructuring of the acquired company’s operations was
recorded as a liability and as part of the acquisition cost,
resulting in greater goodwill. The revised standard pro-
vides for certain exceptions whereby the cost to restruc-
ture as a result of the deal can be recognized as part of

the acquisition accounting.

* Acquired contingencies (acquired contingent assets and

liabilities) such as litigation, environmental, etc. will be
recorded at fair value as of the acquisition date. The
new standard introduces complexities, such as acquir-
ing companies will need to distinguish the nature of the
contingency, whether it is contractual or non-contractual,
and the likelihood of occurrence. The threshold for
recognition of acquired contingencies is lower than in
the past, which was: Is the liability probable and can

it be reasonably estimated? Contractual contingencies
will be recorded at fair value as of the acquisition date.
Non-contractual contingencies will be recorded if it is
more likely than not that the liability will be incurred

(probability greater than 51%). Additionally, subsequent

Continued on page 10. See "Rule Changes."



Proposed 401(k) Plan Fee
Disclosure Requirements

By Patrick Brauer, CPA

SUMMARY: FIDUCIARIES OF 401(k)

PRIATENESS OF SERVICE PROVIDER COM-

PENSATION PAID BY THE PLAN AND THEIR

PARTICIPANTS. THIS HAS RESULTED FROM A SERIES OF LAWSUITS

TO REVENUE SHARING, FEE ARRANGEMENTS AND THE ADEQUACY

OF FEE-RELATED DISCLOSURES.

PLANS ARE UNDER INTENSE SCRUTINY WITH

RESPECT TO THE TRANSPARENCY AND APPRO-

AGAINST BOTH EMPLOYERS AND FINANCIAL INSTITUTIONS RELATING

In response, the U.S. Department of Labor (DOL) has pro-
posed new disclosure rules that are intended to help employ-
ers that sponsor a 401(k) plan and the plan participants make
informed decisions. Under the proposal, employers offering
401(k) and other participant-directed account plans would
have to disclose summary information, including fee and
expense information, for all investment options under the

plan.

The DOLs three-part fee disclosure project is aimed at pro-
viding fee transparency for plan participants, plan fiduciaries
and the DOL, and includes:

* Recently issued proposed regulations under ERISA
Sections 404(a) and 404(c), requiring disclosures

from plan fiduciaries to plan participants

*  Proposed regulations under ERISA Section 408(b) (2),
the prohibited transaction exemption for the provi-
sion of services to ERISA-covered plans, requiring
significant fee disclosure by service providers to

plan fiduciaries

* Changes to the Annual Form 5500, Schedule C,
requiring detailed reporting of service provider com-

pensation

The new disclosures would affect plan sponsors, fiduciaries,
participants and beneficiaries, and providers of services

to participant-directed account plans. The regulations are

proposed to take effect for plan years beginning on or after
January 1, 2009.

The proposal sets out two types of information to be dis-
closed: plan-related information and investment-related infor-

mation.

Plan-Related Information

Plan-related information includes general information that
participants might need to direct their accounts, such as how
to initiate investment instructions. This information would
also detail administrative expenses and individual expenses.
Administrative expenses are those charged to all partici-
pants, such as compliance and recordkeeping fees. Individual
expenses are those charged to a participant for requested
services, such as the processing of a hardship withdrawal or
a loan request. Sponsors would have to furnish the general
information, administrative expense information, and individ-
ual expense information on or before the date the employee
becomes eligible for the plan and at least annually thereafter.
Any material changes to general information must be dis-
closed within 30 days of adoption of the changes. In addi-
tion, the plan sponsor must disclose dollar amounts actually
charged for administrative and individual expenses at least

quarterly.

Investment-Related Information

Investment-related information includes the investment
options available, fee and expense information, past perfor-
mance data, comparable benchmark returns and a website
address for additional information such as fund composition,
investment strategy and risk characteristics. For nonfixed
investments (e.g., an equity index fund), the fiduciary would

have to provide the average annual return of the fund for one,



five, and 10-year periods, if the information is available. For
fixed investments (e.g., a guaranteed investment contract),
the fiduciary would have to provide both the fixed rate of
return and the term of the investment. The plan’s investment
advisor should already be providing this information to the
fiduciary. However, it is the fiduciary’s responsibility to dis-

tribute this information to the plan participants.

Finally, the DOL has issued a final rule revising Schedule

C to Form 5500, the schedule that reports fees paid by plans
for services. The revisions, effective for plan years begin-
ning after December 31, 2008, include a broadening of the
definition of service providers whose compensation must be
reported, provide for reporting of direct compensation paid to

service providers, and will require reporting of indirect com-

pensation received by service providers.

The revisions to Schedule C are intended to help fiduciaries
satisfy their obligation to monitor and review arrangements
with plan service providers (especially with respect to plan
fees and expenses). The DOL's recent reporting and disclosure
initiatives will necessitate an extensive fiduciary review by
plan sponsors and service providers alike of their reporting

and disclosure content and compliance systems.

Patrick Brauer is a Partner in the Employee Benefits Plans Group.
For more information, contact Patrick at 317.844.4873 or
pbrauer@ksmcpa.com.

Focus on Cash Flow

By Brian Schmidt, CPA

SUMMARY: CASH FLOW IS OFTEN CON-
SIDERED THE LIFEBLOOD OR HEARTBEAT
OF ANY BUSINESS. WHETHER A COM-
PANY IS IN THE GROWTH STAGE OR IS A
MATURE ENTITY TRYING TO WEATHER AN
ECONOMIC SLOWDOWN, IGNORING THE IMPORTANCE OF CURRENT
AND FUTURE CASH NEEDS CAN BE DEVASTATING TO THE SUC-

CESS AND STABILITY OF ANY BUSINESS.

The ability to manage the cash flow cycle is a critical com-
ponent of the business plan for any company. The cash flow
cycle is the movement of money into and out of the compa-
ny. The cycle is similar to a circular pattern with the compa-
ny acquiring or producing inventory, moving that inventory
(or service) through the sales process to customers (which
turns the product into a receivable) and finally collecting that
receivable while meeting the payment expectations of ven-

dors and employees.

Dealing with the time lag between the point when the com-
pany must use cash resources to pay vendors and employees
and the time when it receives cash from customers is the dif-
ficult part of the cash flow cycle. While managing the cash
flow cycle has many variables, there are three basic issues to
consider:

» Cash Flow Projections - Every company can benefit
from preparing an accurate cash flow projection for the
next month, the next quarter, the next year, etc. This
projection ties in with strategic planning that allows a
company to be proactive rather than reactive with credi-
tors and lenders. While preparing the projection entails
making an educated guess regarding everything from
outlays for capital items to the success of the sales team
in the upcoming period, the projection is an important

management tool for running the business.

* Collecting Receivables - An important part of any
strategy to maximize cash flow is to ensure that cash
is flowing into the company as quickly as possible.
There are a wide range of strategies such as implement-
ing a program giving customers that pay their invoices

Continued on page 9. See "Cash Flow."




When do Contingencies Count?

By Justin Hayes, CPA

SUMMARY: THE FINANCIAL ACCOUNT-
ING STANDARDS BOARD (FASB) DEFINES
THE WORD CONTINGENCY AS “AN EXISTING

CONDITION, SITUATION OR SET OF CIRCUM-

STANCES INVOLVING UNCERTAINTY AS TO
POSSIBLE GAIN OR LOSS TO AN ENTERPRISE THAT WILL ULTIMATELY
BE RESOLVED WHEN ONE OR MORE FUTURE EVENTS OCCUR OR FAIL
TO OCCUR.” SIMPLY PUT, A CONTINGENCY IS A FUTURE EVENT
THAT WILL AFFECT THE COMPANY IN EITHER A POSITIVE OR A
NEGATIVE WAY AS LONG AS ANOTHER FUTURE EVENT OCCURS (OR

DOES NOT OCCUR).

A perfect example of a contingency that is typically recorded
is the “Allowance for Doubtful Accounts.” In this case the
situation is non-collection of the accounts receivable. The
future event that will effect the situation is payment by the

company owing the account receivable.

For purposes of financial statement presentation, there are

two types of contingencies:

* Gain Contingencies - Gain contingencies are almost
never recognized in the financial statements. A com-
pany does not want to recognize revenue that has not
been realized and might never be realized. Contingent
gains can be disclosed in the financial statement foot-
notes, but extreme caution should be used to avoid
misleading implications as to the likelihood of the gain

being realized.

* Loss Contingencies - The accounting for a loss contin-
gency is a little more complicated. Loss contingencies
are classified into one of three categories. The first cat-
egory is that of the contingency being probable, or the
future event is likely to occur. The second category is
that of being remote, which means it is highly unlikely
that the future event will ever occur. And the third cat-
egory falls in between the first two, which is classified
as being reasonably possible. To be classified as reason-
ably possible the occurrence of the future event must be

more then remote, but less than likely.

For a loss contingency to be recognized in the financial state-
ments, it must meet two criteria. First, the occurrence of

the future event that will create the loss must be classified

as probable. Second, there must be a reasonable estimate

of the amount of loss. If these criteria are met, then the loss
contingency must be recognized in the financial statements
as an increase in a liability or impairment of an asset and a
reduction of income. If the loss contingency is classified as
being reasonably probable, then the loss contingency must
be disclosed in the footnotes to the financial statements. The
disclosure must indicate the nature of the contingency and

it must give an estimate of possible loss, a range of loss, or

it must state that an estimate could not be made. If the loss
contingency is believed to have a remote chance of occurring

then the item is neither recognized nor disclosed.



With the talk of international convergence of accounting
standards, one must look at how that might affect current
accounting practices. When looking at contingency standards
issued by the International Accounting Standards Board
(International Accounting Standard 37), it should be noted
that loss contingencies are accounted for similarly under
Generally Accepted Accounting Principles (GAAP). The only
difference in accounting for loss contingencies under IAS 37
is that any provision for a future loss must be discounted to

its present value before being recognized. GAAP does not

discount any amount that is recognized as a contingent loss.

The accounting for gain contingencies under IAS 37 has one
point is very different from GAAP. Recall that under GAAP
gain contingencies are very rarely recognized since they
have not yet been realized. Under IAS 37 a gain contingency
(called a contingent asset) is recognized in the financial
statements if the income from the contingency is determined
to be “virtually certain” of occurring. If convergence does
occur, the question faced is, what will constitute as

“virtually certain?”

Justin Hayes is a Staff Accountant in the Audit Department. For
more information, contact Justin at 317.428.1158 or
Jhayes@ksmcpa.com.

Cas h FI.OW (Continued from page 7)

promptly a discount for their timeliness. Also, process
reviews should be made to ensure billing and collection
systems are running efficiently. Invoices should be sent
as soon as reasonably possible and past due invoices
should promptly be followed up with phone calls or
emails. Track slow paying customers and consider insti-
tuting either cash on delivery requirement or asking for a

deposit up front before product is delivered.

* Handling Payables - Review the policies of your ven-
dors to ensure full advantage is being taken of terms.
Many vendors expect payment in 30 days, however,
many companies negotiate longer timeframes such as 60
or 90 days. For those suppliers who insist on a 30-day
term, consider using electronic funds transfer so that
money can be moved on the last day of the payment
cycle. Review all the details regarding what the suppli-
ers are offering - sometimes what seems to be the lowest

price is not the lowest price once other costs, such as the

finance costs, are factored into the price.

When completing any cash flow projection, it is important to
be realistic regarding assumptions. Make sure that the items,
such as sales projections and the related collections, are real-

istic in comparison to prior actual results.

Brian Schmidt is a Director in the firm's Business Advisory Group.
For more information, contact Brian at 317.580.2248 or
bschmidt@ksmcpa.com.



Investment (Continued from page 3)

advantage compared to a taxable treasury bond.) Although
these bond returns are not exciting, they can play a key role

as the foundation of an asset allocation. Further, they are dra-

matically higher than just a few months ago.

Lastly, good hedge fund strategies have protected capital in
clients’ portfolios. The ability of talented hedge fund manag-
ers to “hedge risk” through short selling or option strategies
has provided much needed “defense” these past few months.
In addition, these investments usually capture a good percent-
age of market appreciation in up markets as well. Thus, they
can be a welcome component in the portfolio of high net

worth investors.

From an emotional point of view, it is very difficult to stay
invested in a bear market. Investors tend to extrapolate recent
events into the future (either market lows or market highs).
Remember not all of the portfolio is needed today (even if at
retired, only withdraws of a certain amount are needed) and
use this opportunity to position the portfolio in line with long-

term return objectives.

This article was contributed by KSM Capital Advisors, LLC, a sepa-
rate entity registered as an investment advisor under the Securities
and Exchange Commission. Katz, Sapper & Miller, LLP and KSM
Business Services, Inc. are not responsible for the contents of this
article, or any changes or updates. For more information about
KSM Capital Advisors, please call Karen Mersereau, Peter Reist or
Jared Nashida at 317.571.3400.

Ru I.e C h dNQgES (Continued from page 5)

changes in the recorded amount of an acquired contin-
gent liability will not be recognized unless there is new
information about its outcome, and amounts under

existing standards would be higher, until resolved.

* Partial acquisitions, when control is obtained, the
acquiring company will recognize and measure 100%
of the assets and liabilities, including goodwill, as if the
entire target company had been acquired. This means
that minority interest will also be recorded at fair value

rather than historical costs as under the previous standard.

The above are just a few of the more significant changes on
the horizon with the revised standard on business combina-
tions. Others include the treatment of acquired in-process
research and development costs, clarification of the acquisi-
tion date, and the accounting for negative goodwill. The
accounting implications of this revised standard on acquisi-

tions should be carefully analyzed.

Another significant change impacting acquisitions was
brought about by the issuance of SFAS 157, Fair Value
Measurements. This standard dramatically changes the defi-
nition of fair value and provides a framework for fair value
measurements in a business combination. The valuation

of assets acquired will now be more reflective of the most
advantageous market for an asset, which is different from the
income tax definition of fair market value, generally the price

between a willing buyer and seller without compulsion to sell.

While these standards are not expected to impact deal flow,
it is possible the new accounting standards will influence
acquisition and deal structures. For example, evaluating the
use of earn-outs and the impact on future earnings may cause
seller indemnifications to become a greater part of the nego-
tiation process. Additionally, the expensing of deal costs and
restructuring charges will have an impact on earnings and
may affect certain modeling considerations, earnings projec-

tions and possibly certain covenants.

Mike Lee is a Partner in the Audit Department. For more information,
contact Mike at 317.580.2151 or mlee@ksmcpa.com.



TaX P la N (Continued from page 1)

which would allow taxpayers who do not currently itemize
deductions to deduct 10% of their mortgage interest, up to
$800. These three credits are aimed at putting money back
into the pockets of middle class taxpayers and making educa-

tional opportunities more attainable and affordable.

Another way Obama believes he can generate tax revenue is
by allowing the limitation on itemized deductions for higher
income taxpayers to sunset after 2010 under the EGTRRA’s
sunset rules. Currently, taxpayers whose AGI exceeds
$79,975 (or $159,950 for married couples filing jointly) lose
one-third of the value of certain itemized deductions that
would otherwise be required under the phase-out provisions.
However, absent further legislation, the full phase-out would
return after 2010, effectively eliminating the value of all

but a few itemized deductions for higher income taxpayers.
Obama has also proposed restoring the phase-out for personal
exemptions and imposing a 4% payroll tax on higher-income
individuals. This 4% tax would be split equally between the
employee and the employer and the threshold for its imposi-
tion has been suggested at $250,000 and above. Capital gains
taxes and taxes on dividends would also increase to a maxi-

mum rate of 20% for those making more than $250,000.

Other proposals made by Obama include sustaining and mak-
ing permanent the “marriage penalty” relief provisions and
the $1,000 child tax credit. Perhaps Obama’s longest stride
in this area is his proposal to increase the child and dependent
care credit to include up to 50% of the first $6,000 in qualify-
ing expenses. Currently, the credit can include up to 35% of
qualifying expenses and is not refundable. Obama would like

to make this a refundable credit.

Under Obama’s proposed tax plan, federal estate taxes would
carry an individual exemption amount of $3.5 million and a
45% rate. According to Obama, this would effectively repeal
the estate tax for 99.7% of estates (those under $7 million

per couple). To help taxpayers save and plan for retirement,
Obama proposes expanding retirement savings incentives by
ensuring that every American worker has the option of saving
in an automatic pension account. In addition, Obama has pro-

posed expanding the Savers Credit to match 50% of the first

$1,000 of savings for families that earn under $75,000, and

making this a fully refundable credit.

Obama’s strategy also includes tax cuts for businesses.
Among his proposals are the elimination of capital gains
taxes for entrepreneurs and investors in small businesses and
lowering corporate tax rates for corporations that choose to
expand or start operations in the Unites States. It is currently
unclear what the definitions of “small business” or “start-up”
will be under this provision. He also proposes broadening
the corporate tax base by eliminating loopholes and repealing
deductions that incentivize locating operations overseas. By
broadening the tax base, therefore subjecting more income

to tax, Obama hopes to offset the impact of lowering corpo-
rate tax rates while encouraging production and job creation
within our own borders. Obama would also like to provide a
fully refundable, 50% small business healthcare tax credit on

premiums paid by employers.

Obama believes that in conjunction with investing in areas
such as healthcare, clean energy, innovation and education,
his tax plan will help restore bottom-up economic growth that
will help create good jobs in America and empower all fami-
lies to achieve the American dream. Obama believes that his
tax proposals will restore faith in the American economy by
targeting the demographic that is arguably most affected by

troubled economic times.

William Robinson is a Staff Accountant in the Tax Services
Department. For more information, contact William at 317.580.2061

or wrobinson@ksmcpa.com.
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