
Personal Financial Planning:

A Critical Part of the
Small Business Owner’s

Bottom Line
By Roger S. Stinnett, CPA, CFP®, CIMA®

Whether they employ 15 employees or 500,
small business owners have invested not only
their hearts and souls in their businesses,

they’ve also invested their personal financial futures.
Managing that future requires the same kind of dili-

gence and forethought business owners already have
invested in getting their businesses through one of the
worst recessions – and market collapses – of a lifetime. It
requires a strategy that protects their personal invest-
ments against coming changes and offers the agility to
take advantage of future investment opportunities.

To achieve that balance, business owners need to
focus on four key financial planning areas: tax manage-
ment, personal investing, retirement planning, and estate
and business succession planning.

Tax Management
Taxes impact everything.
Taxes for business owners are likely to increase in the

near future, whether by tax rates that will expire next
year or by new or increased taxes resulting from recent
healthcare legislation. Fortunately, small business owners
have the ability to control their taxable income and
expenses.

For example, by accelerating income into 2010, busi-
ness owners can take advantage of lower tax rates. By
deferring expenses into the future, owners may benefit
from possibly higher tax rates that will increase the value
of those deductions.

Personal Investments
For business owners, the strategy of diversifying their

personal investments is critically important.
Owners already have invested heavily in their busi-

nesses and, by extension, in the industries in which they
compete. Because they are intimately familiar with those
industries, business owners many times will personally
invest in those same sectors. This approach significantly
increases the risk that, in an industry-wide downturn,
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By Mark Kenny and MinYoo

Perhaps the most significant risk to the
future of any business is one that is
often overlooked: What will happen

when the ownership or leadership
changes? Many business owners put off
succession planning—to the detriment of
family, employees, and the business itself.

Much can happen without an effective,
up-to-date succession plan. One recent
example is a company that had an out-
dated buy-sell agreement when a majority
shareholder unexpectedly died. The
agreement provided for the deceased
shareholder’s estate to receive an amount
that far exceeded the actual market value
of the business, which had declined due to
economic conditions. The company did not
have sufficient liquidity to pay off the
deceased shareholder’s estate and it was
required to obtain a business loan just to
meet the obligation.

Unfortunately, this scenario is not rare.
Only 30 percent of family businesses pass
successfully to the second generation,
according to the Family Business Institute.
Still fewer—only 12 percent—survive to
the third generation.

With such negative potential conse-
quences, why would business owners delay
succession planning? Several barriers and
misconceptions are commonly to blame.

• Many entrepreneurs fear succession
planning will require relinquishing control

of the company they’ve spent their lives
building. The opposite is true: a well-
designed, properly implemented plan can
ensure that the business owner maintains
control, both now and in the future.

• Owners don’t understand their
options or think their original operating
plan will suffice. For example, the hus-
band-and-wife founders of one company
assumed they could not increase their
15-year-old life insurance policy, since they
were approaching 80. They were facing a
$40 million estate tax and lacked the
liquidity to meet the obligation. They were
also unsure how management of the
business would be handled among their
four children. Their succession planner was
able to develop a strategy that allowed
them to replace their life insurance poli-
cies, reducing the premiums, and created a
succession plan that gave eventual voting
control to the two children involved in the
business while fairly compensating those
who were not.

• Many business owners are so intense-
ly focused on running their business today,
especially in challenging economic times,
that future planning takes a backseat.

Planning a Successful Succession
The most important step in the process

is clarifying objectives and determining
whether they are attainable. An experi-
enced succession planner can help
business owners envision what they feel is

the ideal situation for the future. Complexi-
ty may increase if the goal is to transfer the
business to family members, as issues of
control, compensation, ownership
percentages, and personal relationships
come into play.

Often, the offspring have conflicting
interests. Some want to sell the business to
monetize their share; others want to keep
the business going. Because the business is
often the primary source of income for the
immediate family, a detailed cash flow
projection and an up-to-date estate plan
are also essential, especially given
emerging legislative proposals that may
affect estate taxes.

If the owner plans to sell the business,
to employees or others, tax consequences
should be analyzed and steps should be
taken to position the business for the sale.
In some cases, the owner may want to
transfer ownership to the next generation or
to a charitable foundation prior to the sale.
If structured properly, transactions like this
can help business owners manage the tax
consequences of the sale.

Once objectives have been articulated,
the succession planning team can analyze
the business’ current situation and devise
appropriate wealth-transfer strategies.
Each business structure poses unique tax,
operational, and legal issues.

Once a plan is approved, the final step
is for the succession planner to work with
the business owner’s CPA, attorney and

other advisers to implement the plan. The
business owner can now enjoy the peace
of mind of knowing their business
objectives will be addressed, both now and
in the future.

Mark Kenny and Min Yoo are senior
wealth strategists at The Private Bank of
Union Bank. To schedule an appointment
to create a succession plan for your busi-
ness contact Robert C. Ramos at (818)316-

3164 or Ronald A.
Chaisson at (818)
316-3162 at the Warn-
er Center Private
Bank of Union Bank.

This article is
intended to provide
general information
about business suc-
cession planning and
is not considered
financial or tax
advice from Union
Bank. Wills, trusts,
foundations and
wealth planning
strategies have legal,
tax, accounting and
other implications.
Clients should con-
sult a competent legal
or tax adviser.

Solving the Succession Puzzle:

How to Ensure a Successful Transition
for Your Business
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available on primary California residence only. Subject to terms of membership. Equal opportunity
lender.
2 With required minimum $30,000 draw.
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Apply Today!
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3.99 APR1

%
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• No Closing Costs2

• Interest-Only Payments for the First 10 Years
• No Application or Annual Fees
• Easy Access to Funds
• Call for more information or to apply today!

Federally Insured to at least $250,000 by NCUA

As low as

Low-Rate Fixed Second Trust Deeds Also Available!
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By Joe Ravens

One of the easiest ways for a small
business to "go green" is to turn
off the paper they receive from

their financial institutions and to shift to
electronic methods of payment with their
customers, suppliers, and billers. The
most obvious benefit of going electronic
is saving trees.

However, most businesses may not rec-
ognize the additional benefits of improving
security, saving money, and increasing effi-
ciency.

While much of the news today focuses
on Internet security, most small business
fraud is still perpetrated using traditional
paper instruments. A check or statement in
the mail, or a discarded invoice, provides
an opportunity for someone to collect your
account information. Turning off statement
and check delivery reduces that potential,
and gives you easy access to your state-
ment history through Online Banking.
Wells Fargo, like most banks, stores up to 7
years of online statement history. You may
also receive monthly service fee discounts
by turning off your paper statement.

Using Bill Pay is also a great way to take
paper out of the system — and another
nice way to save money. Most billers (such
as your phone, gas and electric, or waste
management company) offer electronic
bills. You can turn off those paper bills
through your Bill Pay service and have
them delivered electronically. To save time

and make sure you prevent late fees, you
can establish rules for when to send the
payment and for what amount. If you think
about the cost of a stamp, the envelope,
and the check you write, you may be able
to save over $.50 per payment when using
Bill Pay.

There is another great way to go green
that has a positive impact to the bottom
line: using an Online Invoicing solution.
Online Invoicing provides you with tools to
create a professional looking, itemized
invoice to send to your customers. Many

solutions will also allow you to include a
payment option embedded in the invoice
itself.

At Wells Fargo, for example, our Online
Invoicing customers may register to receive
payments electronically, even if they don't
have a credit card processing solution. The
invoice recipient now can visit that same
payment hub, register themselves, and
issue the payment electronically. The pay-
ment will automatically reconcile to the
initial invoice, saving time and improving
reporting for the small business.

The other highlight to this process is
that, on average, our customers have
received payment within 4 days of issuing
the invoice Online. How long does it take
for an invoice to arrive in the mail? And for
that payment to return via check? For that
visit to the branch to deposit that check? 10
or more days? If I were concerned about
collecting my receivables as quickly as
possible, I would investigate an online
solution.

These tips are relatively easy to imple-
ment, help the environment, and best yet,
can help manage your business. Going
green can grow your green.

Joe Ravens is district manager for Wells
Fargo's South Valley Metro market. He's
responsible for managing 12 banking

stores in the
communities of
North Hollywood,
Encino, Studio City,
Sherman Oaks,
Tarzana and
Toluca Lake.
Joe recently spoke
to local businesses
at the opening of
the first green
banking store in
the San Fernando

Valley at Coldwater Canyon in Studio City,
about the easiest ways for small businesses
to go green.

Why it Makes Sense for
Businesses to Go Green

Ravens
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By David Malone

On July 21, President Obama signed
into law the Dodd-Frank Bill, a
sweeping set of regulations and

oversight measures for the financial indus-
try. Precipitated by the market crash of
2008, this overhaul promises to rein in
risky practices, protect consumers, and
prevent banks from collapsing under their
own weight. It’s supposed to be a new day
for Wall Street. It sounds like what you
would see any day at America’s commu-
nity banks.

In the 1990s, the federal government
stripped away many financial regulations
enacted during the Great Depression. It
was done in the name of service to
customers. Institutions that could expand
and sell more types of financial products
could perform greater service to their
depositors and borrowers and deliver
greater returns to their shareholders, yet
another form of service. If we had used the
term “too big to fail” back then, it would
have been a promise of perpetual success
for the newly authorized megabanks, the
ultimate tagline. However, as we all know,
the term became the battle cry of the
bailouts.

Is the turmoil at the top a vindication
for America’s community banks, the local
institutions that specialize in lending for
small and midsize businesses? The ones
that rarely expand beyond a dozen
branches, making relatively little news?
No. A disrupted and disrespected
financial industry is bad for everyone in
the business. It results in tighter credit,
dampened consumer confidence, and a
rush to political fixes (although I’m sure
our elected officials would not call the
year-plus debate on Dodd-Frank a “rush.”)
In short, we all suffer.

Nevertheless, recent events have led
experts onWall Street and Capitol Hill to
the conclusion that there is such a thing as
“too big.” They now join other experts
who held those feelings long before
2008—many of whom you will find
running community banks. We don’t stay
within prudent parameters because we
have no choice, as in we’re simply “small
time.” Our size and our methods of doing
business are absolutely deliberate.

As I stated, community banks are
known for lending to small and midsize
businesses. The words “small” and
“midsize” haven’t been in vogue in the
past couple of decades, but they’re making
a comeback. By their nature, businesses at
this level don’t represent unconventional
ventures, exotic financing schemes, or
wild payoffs with companies going public
or being sold to large private investors. In
the world of small and midsize business,
“living the dream” means meeting
payrolls, paying vendors and satisfying the
same core customers year-in and year-out.

Community banks are built on
incremental success, because that’s how
our customers operate. Our returns are
based on their returns. We are fair and
conservative because that’s the way to run

a small or midsize business. Our fortunes
and philosophies are tied.

Community banks choose this business
model because it works. Small and mid-
size businesses comprise a proven market
with ongoing needs for deposit, cash
management and lending services. We are
for-profit enterprises and frankly there is
money to be made here. But the profit
margins aren’t huge. The community bank
approach is labor-intensive. Our customers
expect to talk to an actual person when
they call the bank. They expect to work
with a single relationship manager or
account specialist once they start dealing
with the bank. They want access to
decision makers who understand their

businesses and can approve loans
promptly. And our customers need
counsel, which requires ample local staff
with the time for review and discussion.

This is how we provide service. The
business model does not scale up well.
You can’t centralize or standardize it. It’s
next to impossible to automate (not to say
that community banks don’t have excel-
lent online platforms for many banking
services). This is why community banks
aren’t big. As an industry segment, we will
never be “too big to fail.” We will also
never be too big to serve. With a stroke of
a pen, President Obama pledged to make
banks safer and more customer-focused.
Is this realistic? At America’s community

banks, it has been the reality for a long
time by virtue of our size. We’re built for
the mission we have chosen—being the
preferred banks of small and midsize
businesses. We’re good for each other and

that’s good for a
country that’s had
enough of “too big.”

David Malone is
CEO and President of
Community Bank,
based in Pasadena,
with 15 branches in
Los Angeles,
San Bernardino and
Orange Counties.

You want to protect your wealth from the tides of change. 
We have the strength  to help you ensure it lasts.

Robert C. Ramos, Vice President, Relationship Manager – Banking Services, 818-316-3164
Ronald A. Chaisson, Vice President, Regional Director – Trust and Estate Services, 818-316-3162
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By Peter K. Rooney

Taking the time to search for the right
bank, or potential investor is critical
to a company’s long-term success.

Regardless of whether you borrow from
a bank, you should still establish a working
relationship with a financial institution that
provides you with services you may need.
Many sources can assist you in finding the
best bank for your business needs one way
is to search the newspaper andYellow
Pages to research how banks position them-
selves to the public. Look for banks that
market themselves as lenders to small and
mid-size businesses, or for those with a
business lending division. You may also
look for referrals from accountants, attor-
neys, insurance agents, trade associations,
vendors, and business peers.

Do your homework
Assemble your financials. Know your

history. Have information in a readily
accessible form, including cash flow and
balance sheets, for at least two or three
years. The bank will want to see forward
projections of how you will be using any
money that you borrow and, most impor-
tantly, how you plan to pay it back.

Go for compatibility
Choose a banker you’ll be comfortable

talking with. Pick someone you can trust,

because your banker becomes your agent
inside the bank. Line up more than one
bank contact. Establish at least two contacts
inside the bank, beyond your loan officer.
Like any other business, bank staffs change,
so you should have more than one person
familiar with you and your business.

Look for the two-way street
Bankers who earn their keep are more

than bankers, they’re sources of good busi-
ness referrals. Ask your banker what busi-
ness he or she can bring to your company.
If the banker is not interested in sending
business your way, then he or she is proba-
bly not the right banker for your business.

Be honest
Solidify your relationship by assuring

your banker that you will share every-
thing—the good news and the bad. Then
follow through. There should be no hidden
agenda. You can’t expect your banker to
take a risk if he or she is not certain that
you have been open and straightforward.

Check capacity for growth
If you’ll be approaching the lending lim-

its of the bank, chances are it is not the
right bank for you. Banks an be too large,
but they can also be too small. Choose a
bank that can grow with you.

Peter K. Rooney is a freelance financial
consultant.

Quick Tips For
Effective Bank Selection

ByMarnie Nemcoff

If you’re on a High Deductible HealthPlan and want to get a possible tax
break, consider opening a Health Sav-

ings Account. A Health Savings Account
allows you to make tax-deductible contri-
butions and the earnings in your account
grow tax-deferred. As long as your distri-
butions are for qualified medical expens-
es, you will not pay any penalties or
taxes. Please always remember to consult
your tax advisor re-garding your
deductibility and tax savings.

What is a Health Savings Account?
A Health Savings Account is an alterna-

tive to traditional health insurance; it is a
savings product that offers a different way
for consumers to pay for their health care.
HSAs enable you to pay for current health
expenses and save for future qualified med-
ical and retiree health expenses on a tax-
free basis. The Health Savings Account
doesn’t have a “Use it or lose it” rule; your
money will roll over to the next year.

Am I Eligible?
To make contributions to an HSA the

account owner must meet all of the follow-
ing requirements:

• Must be covered under a High
Deductible Health Plan (HDHP)

• Is not covered by any other health
plan that is not a HDHP

• Is not enrolled in Medicare

• Is not actively using a Flexible Spend-
ing Account (FSA)

• Cannot be claimed as a dependent on
another person's tax return

• Is less than 65 years old. Individuals
may not make regular contributions to an
HSA in or after the tax year they reach
age 65.

What are Qualified Medical Expenses?
• Actual medical expenses, including

doctor visits, prescriptions, transportation
to get medical and dental care

• Long-term care insurance
• Healthcare coverage when unem-

ployed
• Certain continuation-of-benefit health-

care coverage
Owners of a Health Savings Account

may also make a one-time transfer from an
IRA (Individual Retirement Account) to a
Health Savings Account, with no penalties
or taxes. The HSA is a smart way to save for
your family’s medical expenses. To find out
if you qualify for a HSA, please consult
your health insurance provider.

Marnie Nemcoff is Vice President,
Marketing for Matadors Community Credit
Union (MCCU), a full-service, not for
profit financial institution serving the
San Fernando Valley since 1963. They have
branches in Northridge and Chatsworth.
For more information, please contact
MCCU at (818) 993-6328 or go online to
www.matadors.org.

Health Savings Accounts:

Your Family’s Health is
Worth Saving For



By Frances Moreno

As the economy continues its slow
recovery, more and more companies
are beginning to see increases in

demand and opportunities to expand
within their industries. Many companies,
however, have been operating with lean
staff over the last couple of years and their
personnel are strained as they try to meet
increased demands with fewer people. This
is especially true of the banking and
financial sector. Often bringing in high-
level information technology and finance,

accounting, tax and audit professionals can
be key to achieving and supporting fast
growth. Companies want to build up the
organization, but fear it’s too costly to
immediately staff up the traditional employ-
ee base. This presents significant challenges
to a company as talented employees are
needed to grow. However, staffing efforts
should be chosen wisely and conservative-
ly to stay in line with the economy.

A professional staffing service can help
organizations quickly find solutions to their
talent management needs and offer options
in their recruiting strategies. For example,

in some cases it makes sense to create posi-
tions and recruit and hire full-time employ-
ees for positions that have remained open
for far too long. In other cases, however,
contractors and consultants can be the
more cost effective solution. They enable
organizations to hire seasoned industry
professionals without the typical long-term
investment. For banking and financial
sector compliance projects, like Sarbanes-
Oxley or other regulatory reporting require-
ments, bringing in an expert on an interim
basis to support deadlines for short periods
is a perfect strategic staffing alternative. In

this way, companies can expand their tal-
ent resources quickly and still stay flexible
to keep that competitive edge.

Today there is actually a unique hiring
opportunity. Companies can often hire “A”
players who previously hadn’t been
available as contractors or consultants.
This is especially beneficial to smaller
organizations that in other times couldn’t
have acquired this kind of high-level talent.
Also, professionals with very high-level,
state-of-the-art competencies and skill sets
in both finance and information technology
may be out of reach as full-time employees,
but could come in as contracted consult-
ants to set up systems and train employees.
This can make all the difference when aim-
ing to seize opportunities for market share
growth in this economic environment.
Recent job statistics bear this trend out and
show that hiring is going up, and the seg-
ment showing the most job growth has
been in contract and consulting positions.

Even in situations where the position
very likely would be targeted for full-time
head count, there can be different recruit-
ing strategies that can be effective to ensure
the best candidate is selected. For example,
it can be beneficial to bring on a contrac-
tor, and then hire him or her full-time after
an appropriate trial basis. This allows the
individual and the organization to really
determine that this is the ideal fit, leading
to better performance and satisfaction on
both sides.

Instances where the position truly
requires a project or interim solution, a
transition plan is created prior to the
consultant's departure in order to cross-
train staff or a new in-house hire to ensure
a smooth operational shift. In other cases, it
may make sense for businesses to hire on a
full-time basis from the outset and a profes-
sional staffing partner can help employers
determine what makes the most sense for
their individual talent needs. A resource
firm can quickly identify top talent by way
of referrals and networking and has access
to candidates who are not otherwise found
on the job boards.

As organizations begin to plan to
expand talent resources to meet current
demands and take advantage of potential
market opportunities, a key recruiting and
staffing partner can be an extremely
valuable asset. At Vaco, we see better
movement in hiring in 2010 and we can
see the trend before the employment
statistics are even released. The signs of
hiring and consultant use bode well for a
positive economic outlook in Los Angeles.

Frances Moreno is the founder and
managing partner of Vaco (Latin for "free
yourself"), a Los Angeles-based resource
company specializing in contract and direct
hire placement for accounting, finance, tax
and IT professionals. More information on
Vaco can be found at www.vaco.com/los-
angeles or by calling (310) 693-0490.

You are seeing a lot more of 
these candidates

...but
VICA members
saw them first

Valley Industry & Commerce Association - 5121 Van Nuys Blvd., Ste 203, Van Nuys, CA 91403 - phone: 818.817.0545 - fax: 818.907.7934 - www.vica.com

Get VICA’s access and influence
for your business! Call us today at 818.817.0545 or

visit www.vica.com to learn more.
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Talent Acquisition Strategies in
Today’s Economic Environment
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A professional staffing
service can help organi-
zations quickly find
solutions to their talent
management needs and
offer options in their
recruiting strategies.



For better or worse, the U.S. tax code
is about to get a major makeover.
Expiring legislation, government

demand for new revenue and the Coun-
try’s less-than-robust economic recovery
are combining to put upward pressure on
tax rates. That means investors—who have
not seen a major tax increase in nearly
two decades— may need to start thinking
about taxes in a whole new way.

With so many factors at play, the exact
nature of the coming tax changes is still
uncertain. If Congress takes no action
before year end, for example, multiple
Bush-era tax cuts will expire on December
31, 2010, leaving taxpayers with not only
higher estate taxes but also increased rates
on capital gains, qualified dividends and
certain income taxes.

Even if Congress does act, the growing
deficit is whetting the federal government’s
appetite for new sources of revenue, mak-
ing tax increases a likely default position.
Add to that the problems of cash-starved
states that must either raise taxes or contin-
ue slashing services, and the picture is
clear. Taxes are going up, and it will likely
be some time before U.S. investors see
them come down again.

For many, this rising tax environment
will be a big adjustment. Indeed, the last
net federal tax increase was enacted in
1993, and capital gains taxes have
remained at the current low rate for the
past eight years.

That means investors, who have lived
through 17 years of declining taxes, are
about to be confronted with a new tax
landscape. Those who want to stay ahead
of the changes can start preparing now, tak-
ing advantage of available tax breaks while
they still exist, and building strategic flexi-
bility into their future financial planning.

What can investors do? Given the likely
tax scenario for 2011 and beyond, they
may want to rethink not only the kind of
investments that they own but also where
they choose to hold those assets. The tim-
ing of the purchase and sale of securities
certainly will become more important, as
will the timing of major gifts. People may
want to reconsider which assets are held in
their retirement plans and which are
owned in taxable accounts, and active
management of tax opportunities, such as
loss harvesting, should be an increased
focus. Finally, estate plans may need some
attention, both to avoid pitfalls created by
changes in the law and to take advantage
of opportunities before they disappear.

In this era of rising taxes, timing and
active, tax-conscious portfolio management
will be increasingly critical. Investors, for
example, will want to make sure that any
gains on their investments qualify for long-
term tax treatment, which applies to any
security held for more than one year. Oth-
erwise those gains will be taxed as ordinary
income at rates of up to 39.6% next year.

At the same time, investors will want to
maximize the use of losses to offset gains
and thus minimize taxes. Many investors
now are sitting on large losses as a result of
the 2008 financial market collapse. Some
sold securities at a loss, while others still
are holding securities that have yet to
rebound. A thorough analysis of realized
and unrealized gains and losses can be the
basis for creating a more tax-efficient port-
folio. As an alternative to managing indi-
vidual gains and losses, investors may want
to explore ways to minimize taxes by
employing portfolio strategies that help
ensure appropriate asset location and tax

loss harvesting. Whatever the strategy,
investors and their tax advisors must closely
coordinate portfolio management and
investment decisions in order to take full
advantage of opportunities to reduce taxes.

This article was provided by BNY
Mellon Wealth Management, which is
among the nation’s leading wealth
managers, with more than two centuries
of experience in providing investment
management, wealth and estate planning,
and private banking services to financially
successful individuals and families, their

family offices and business enterprises,
charitable gift programs, and endowments
and foundations. It is among the top 10
U.S. wealth managers with approximately
$150 billion in private client assets and an
extensive network of offices in the U.S. and
internationally.

For more information on BNY Mellon
Wealth Management, please contact Tracy
Nickl at (818) 963-0464 or
tracy.nickl@bnymellon.com.

The information presented herein is
intended for informational purposes and
convenient reference only. It is based upon

information
obtained from
various sources
believed to be
reliable, but
BNY Mellon
makes no repre-

sentations, whether express or implied, as
to its accuracy or completeness. The infor-
mation presented herein is not intended to
provide tax, investment or other advice.
Recipients are advised to consult with their
tax, financial, investment or legal advisors.
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Myron Harrison 
Vice President, E.J. Harrison & Sons

“Our future’s greener because 
 of City National.”

My family has been in the trash collection business since 
1932, but we don’t just pick up trash anymore. We 

divert waste from landfills into about 100 different prod-
ucts. We’re at the forefront of green waste management,  
so we have to continually invest in new methods.  

 City National helps us build the infrastructure we need to 
keep reducing waste. �ey offer me good ideas and excel-
lent service. �e bank handles all our checking and we use  
E-Deposit to save time and money. Our credit line allows us  
to buy equipment – City National even refinanced  
our properties. �ey do everything for us.

City National is �e way up® for my 
business and for my family.

For a relationship you can trust, call (866) 618-5196.

California’s Premier Private and Business Bank® Member FDIC
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Taxes, Taxes, Taxes:

What You Should Know for 2010 and Beyond

Banking & Finance



34 August 16, 2010 AN ADVERTISING SUPPLEMENT TO THE SAN FERNANDO VALLEY BUSINESS JOURNAL

Mike Tottman

Some small-business owners look at
insurance as if it were a tax. It may be
necessary, but if they can avoid it or

keep it to a minimum, all the better. This
view is penny-wise and pound-foolish.
Insurance can give you advantages, as
well as providing in the case of catastro-
phe. There are several kinds of insurance
to consider for your business.

Four kinds of insurance are essential:
fire insurance, liability insurance,
automobile insurance, and workmen's
compensation insurance. In many busi-
nesses, crime insurance may be essential as
well. Fire insurance can be embellished
with additional protection against
explosion, vandalism, malicious mischief,
smoke, etc. at a minimal additional cost. A
comprehensive all-risk contract may be the
best buy for the broadest protection for the
money.

Liability insurance is the shield for the
business owner against lawsuits by
customers who may slip and fall, or injure
themselves with your product. A liability
coverage of $1 million is not excessive.
Remember, you may be legally liable even
when you exercise reasonable care - in
some cases even if the injury is sustained
by a trespasser! Be certain whether or not
property of customers that is in your care is
covered.

It is a sad but true fact that in the United
States, if you are in business long enough -
any kind of business - sooner or later
somebody will sue you.We have a greatly
disproportionate number of lawyers, and a
mentality that says "sue businesses for all
they're worth" regardless of the stupidity of
the "victim." Remember the famous hot
coffee spill in the lap?

Errors and Omissions Insurance is your
protection against what in the medical field
is called malpractice. While liability
protects you if you do everything that "a
normal prudent person" would do, that

may not be enough. E&O insurance covers
you if you fail to do something an "expert"
would do. For instance, a prudent person
wouldn't stack 50-gallon drums full of acid
without some safeguards against falling. An
expert should have known that they should
be marked in a particular way before ship-
ping. If an injury occurs in the first case,
liability insurance is enough. In the second,
E&O would be necessary, because of your
"malpractice" in not properly marking the
containers. In this case, the claim may not
even be an injury, but it could be a fine
imposed for the marking failure.

Automobile insurance is of course
required by law. Inquire into fleet policies if
you have five or more vehicles used for
business.

Workers' Compensation is also a legal
requirement, rates range from 0.1 percent
of payroll for "safe" occupations to 25 per-
cent or more far hazardous ones. The
workers' comp coverage premiums can be
reduced if your accident rates are below

average, and using safety and loss-preven-
tion measures.

Other coverages you should consider
include:

• Business Interruption Insurance:
Covers fixed expenses that would continue
should you be closed down by fire or other
reason. For instance, if the City decides to
tear up the road in front of your store, so
that your customers cannot come in! A
more common example is if you injure
yourself so that for a short period of time
you are unable to operate your business.
The bills don't stop when you do!

• Disability Insurance: Covers you if you
cannot work on a permanent or long-term
basis. While you were a wage slave, your
workers' compensation insurance covered
you as required by the state. However,
self- employed people are generally not
covered by workers' comp.You need to
insure yourself instead.

• Crime Insurance: Can be valuable if
you are burglarized or robbed. It may cover
white-collar crime as well, depending on
how the policy is written. There are federal
crime insurance plans to help in high crime
areas where private crime insurance would
be impossible or too expensive to get.

• Glass Insurance: Covers broken
windows, signs, etc. For stores with a lot of
glass windows, this can more than pay for
itself the first time you have to replace one
of those large show windows.

• Disability Insurance: You can pur-
chase coverage for injuries your employees
sustain off the job as well as on. This
replaces the loss of income while they are
recovering.

• Retirement Income: You can get an
income tax deduction for funds used for
retirement insurance plans under the
Employees Retirement Income Security Act.

• Key-Man Insurance:Your key employ-
ees can be insured with life and disability
insurance made payable to your company.

It definitely pays to shop around for your
insurance needs. Different companies may
have very different rates for the same
coverage - in fact different offices of the
same company may offer differing rates,
as most are independently owned and
operated.

While shopping, check about including
many of the coverages under one "umbrella
policy." If the company is ensuring your
home and your car and your business
policies, you can often get a combination
deal that will save you money over the
premiums of all the policies billed
separately.

Mike Tottman is a writer and retired
independent Broker.

What Types of Insurance to
Consider for Your Business

both their businesses and the related indus-
tries in which they’ve invested can be
severely affected.

Depending on their personal circum-
stances, business owners should diversify
their investments by allocating them among
cash, and bonds and stocks in industries
unrelated to their lines of business. Diversi-
fied portfolios also can be used to invest
excess cash flow from a business once the
owner’s current lifestyle needs have been
met.

Investment location is a tax-minimiza-
tion strategy that takes advantage of the dif-
ferent tax treatments that various types of
investments receive. It’s an important one
because higher – and new – taxes soon will
be applied to investment income.

To reduce their tax exposure, business
owners should maximize the advantages of
tax-deferred accounts by placing equities
and other taxable income-producing
investments into those accounts. In their
taxable accounts, they should shift to tax-
exempt income investments, such as
municipal bonds.

Retirement Planning
A business is not a retirement plan. It’s a

risky strategy for business owners to assume
they can retire and live off the proceeds
from the sale of their businesses.

Instead, they should consider the variety
of plans now available that can help them
build liquidity outside of their businesses –
and benefit from the tax deductions for
investing funds in those plans.

Plans can be tailored to meet the needs
of any size of business, and range from tra-
ditional defined benefit pension and 401(k)
plans to Savings Incentive Match Plan for
Employees and Simplified Employee Pen-
sion plans.

Estate and Business Succession Planning
The business itself typically is the largest

asset in a business owner’s estate. And it’s
an asset that has more than just tax implica-
tions.

Owners need to incorporate a business
succession plan into their overall estate
planning. Without a succession plan, a
business that took a lifetime to build may
not last to the next generation.

As business owners develop their suc-
cession plans, they need to consider a full

range of scenarios:
Do their children really want the busi-

ness, and do they have the skills to manage
it?

What is the optimal gift strategy they
should use when transferring their business-
es to their children?

If the sale of a business to a family mem-
ber is the ultimate goal, will the buyer be
able to afford its purchase?

Another issue is Congress, which is con-
sidering changes to many of the strategies
once used to transfer a business to an heir.
Many of those changes may make those
strategies, such as grantor retained annuity
trusts, much less attractive.

Planning for Success
For small business owners, their person-

al and business lives are nearly inseparable.
With the help of the right investment advi-
sor and CPA, business owners can develop
a well-balanced financial plan that will
help ensure their success in both.

For information about City National’s tax
and financial planning services, visit
http://www.cnb.com/wms/estate/index.asp.

Roger S. Stinnett, CPA, CFP, CIMA, is

Senior Vice President and Manager, Tax &
Financial Planning for City National Bank.

City National Bank, as a matter of policy,
does not give tax, accounting, regulatory or
legal advice. The effectiveness of the
strategies presented in this article will
depend on the unique characteristics of
your situation and on a number of complex
factors. Rules in the areas of law, tax, and
accounting are subject to change and open
to varying interpretations. The strategies
presented in this document were not
intended to be used, and cannot be used

for the purpose of
avoiding any tax
penalties that may be
imposed. The strate-
gies were not written
to support the promo-
tion or marketing to
another person any
transaction or matter
addressed. Before
implementation, you
should consult with

your other advisors on the tax, accounting
and legal implications of the proposed
strategies based on your particular
circumstances.

The Small Business Owner’s Bottom Line
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