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LET US HELP YOU 
MAKE SENSE OF 
YOUR FINANCES

Sipes & Seaton is a 
trusted financial partner 

that uses strong 
relationships and 

leadership to assist our 
clients in determining 

their vision of the future 
and to creatively assist 
them to locate a clear 

path to attain that future, 
which would include 

protecting assets, 
minimizing taxes, and 

building wealth.
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While the term “tax 
planning” is frequently 
used, it is not necessarily 
well understood. Here’s 
what you need to know. 

What tax planning really 
means 

Tax planning is the art of arranging your affairs in ways that postpone or 
avoid taxes. By employing effective tax planning strategies, you can have 
more money to save and invest or more money to spend. Or both. Your 
choice. 

Put another way, tax planning means deferring and flat out avoiding taxes 
by taking advantage of beneficial tax-law provisions, increasing and 
accelerating tax deductions and tax credits, and generally making 
maximum use of all applicable breaks available under our beloved 
Internal Revenue Code. 

While the federal income tax rules are now more complicated than ever, 
the benefits of good tax planning are arguably more valuable than ever 
before. 

Of course, you should not change your financial behavior solely to avoid 
taxes. Truly effective tax planning strategies are those that permit you to 
do what you want while reducing tax bills along the way. 

How are tax planning and financial planning connected? 

Financial planning is the art of implementing strategies that help you 
reach your financial goals, be they short-term or long-term. That sounds 
pretty simple. However, if the actual execution was simple, there would 
be a lot more rich folks. 

Tax planning and financial planning are closely linked, because taxes are 
such a large expense item as you go through life. If you become really 
successful, taxes will probably be your single biggest expense over the 
long haul. So planning to reduce taxes is a critically important piece of the 
overall financial planning process. 
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Horror stories when folks fail to make the connection 

Over the years as a tax pro, I have been amazed at how many people fail to get the message about tax planning 
until they commit a grievous blunder that costs them a bundle in otherwise avoidable taxes. Then they finally 
get it. The trick is to make sure you don’t have to learn this lesson the hard way. To illustrate the point, consider 
the following example. 

Example: Josephine is a 45-year-old unmarried professional person. She considers herself to be financially 
astute. However, she is not well-versed on taxes. One day, Josephine meets Joe, and they quickly decide to get 
married. Caught up in the excitement of a whole new life, Josephine impulsively sells her home shortly before 
the marriage. The property is in a great area and has appreciated by $500,000 since she bought it 15 years ago. 
She intends to move into Joe’s home, which is a dump, but Josephine is a proven genius at remodeling, and she 
plans to work her usual magic on Joe’s property. 

Result without tax planning: For federal income tax purposes, Josephine has a whopping $250,000 gain on the 
sale of her home ($500,000 profit minus the $250,000 home sale gain exclusion allowed to unmarried sellers). 

Result with tax planning: If Josephine had instead kept her home and lived there with Joe for two years before 
selling, she could have taken advantage of the larger $500,000 home sale gain exclusion available to married 
joint-filers and thereby permanently avoided $250,000 of taxable gain. If necessary, Joe’s home could have been 
sold instead of Josephine’s. Alternatively, Joe’s property could have been retained, and the couple could have 
worked on remodeling it while still living in Josephine’s home for the requisite two years. 

Moral of the story? By selling her home without considering the tax-smart alternative, Josephine cost herself 
$62,500 in taxes (completely avoidable $250,000 gain taxed at an assumed combined federal and state rate of 
25%). This is a permanent difference, not just a timing difference. The point is, you cannot ignore taxes. If you 
do, bad things can happen, even with a seemingly intelligent transaction. 

The last word 

There are many other ways to commit expensive tax blunders. Like selling appreciated securities too soon when 
hanging on for just a little longer would have resulted in lower-taxed long-term capital gains instead of higher-
taxed short-term gains; taking retirement account withdrawals before age 59½ and getting hit with the 10% 
premature withdrawal penalty tax; or failing to arrange for payments to an ex-spouse to qualify as deductible 
alimony; the list goes on and on. 

The cure is to plan transactions with taxes in mind and avoid making impulsive moves. Seeking professional tax 
advice before pulling the trigger on significant transactions is usually money well spent.

Continued...

Tax Planning & Preparation...
What We Do - 
Preparation of Federal Income Tax Returns 
     Individuals, Corporations, Partnerships, 
     LLC’s, Estate’s & Trust 
Preparation of State Income Tax Returns 
     Individuals, Corporations, Partnerships, 
     LLC’s, Estate’s & Trust 
Preparation of Sales Tax Returns 
Preparation of Business Tax and Personal 
     Property Tax Returns



Employee or Independent Contractor?
Not knowing the difference can prove costly to you!

Many employers erroneously think that they can "hire" 
individuals as independent contractors simply by having 
them agree to work under that designation, orally or in 
writing in the form of a contract. Nothing could be further 
from the truth. There are specific criteria established in 
Revenue Ruling 87-41 for determining whether one 

employed is an employee or an independent contractor, leaving the burden of proof 
incumbent upon the employer to substantiate the worker's status as an independent 
contractor. These criteria should be reviewed by every employer whenever there is a 
question regarding a worker's status as an independent contractor or as an employee: the 
penalties for failing to do so can be severe, including back federal and state employment 
and income taxes, interest, and thousands of dollars in penalties. Some employers 
mistakenly think that the Internal Revenue Service or Social Security Administration will 
never discover any misclassificaton of a worker's status; however, because disgruntled 
workers—especially those recently severed from employment and desiring unemployment 
compensation—often are the whistle blowers to the federal and state governments, 
employers need to adopt a much more prudent posture in classifying a worker's status.

According to the IRS, the main issue in determining a worker's status is the degree of control 
an employer has or can have over the worker. Under the common law, the treatment of a 
worker as an independent contractor or an employee originates from the legal definitions 
developed in the law of agency --whether one party, the principal, is legally responsible for 
the acts or omissions of another party, the agent --and depends on the principal’s right to 
direct and control the agent. Following the common law standard, the employment tax 
regulations provide that an employer-employee relationship exists when the business for 
which the services are performed has the right to direct and control the worker who 
performs the services. This control refers not only to the result to be accomplished by the 
work, but also the means and details by which that result is accomplished. In other words, a 
worker is subject to the will and control of the business not only as to what work shall be 
done but also how it shall be done. It is not necessary that the business actually direct or 
control the manner in which the services are performed; it is sufficient if the business has 
the right to do so.

Companies that hire unincorporated individuals or entities as independent contractors in 
particular are targets for IRS and Social Security Administration audits and examinations, 
since they are required to be issued 1099s, which are closely reviewed for worker status. 
Violations of this employment law not only result in penalties and fines to the employer but 
also to the employee, if he has taken deductions on a tax return filed as a self-employed 
individual operating a business. Consequently, both employer and employee must carefully 
scrutinize and evaluate the employment situation to correctly determine the status of the 
working relationship. 

Http://cpa-connecticut.com/employee-vs-independent-contractor.html
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Most businesses require some type of loan at some point. But borrowing can be risky, and the wrong decision 
can seriously damage your business. Read on for expert advice on the most common small business loan 
mistakes and how to avoid them.

1. Choosing the wrong type of loan.

The first step in acquiring capital is understanding the best loan to meet your needs.

“There are over 44 different types of financing available to small business owners, and not every one of them is 
right for each situation,” says Gerri Detweiler, head of market education at Nav in Sarasota, Florida. “The 
wrong loan can devastate your firm’s finances, so it’s worth taking some time to make sure you understand 
what will work best for your current situation.” For example, credit lines can help with short-term cash flow, 
but equipment should be purchased using longer-term loans with collateral. Nav.com offers a reference chart to 
help small business owners better understand which loans to consider for different circumstances.

2. Borrowing to cover operational costs that don’t increase revenue.

Cash-strapped small business owners might be tempted to borrow money to cover payroll or even their own 
salaries. But this is a bad idea. “That is just a Band-Aid,” says Bryan Clayton, CEO o in Nashville, 
Tennessee. Clayton recommended small business owners make sure the funds will be used to fuel growth, not 
just maintain current operations. “Ask yourself, ‘Why?’ five times when you’re considering taking on debt to 
run your business,” he says. “[If it won’t] fuel growth [and it’s just] to keep the lights on, that’s never a good 
idea.”

3. Accepting a loan without understanding its cost.

Just like consumer loans, business loans come with different terms and interest rates. Unfortunately, small 
business lenders don’t have to follow the same regulations that consumer lenders do.

“Small business lenders aren’t required to disclose the annual percentage rate like consumer lenders are,” 
Detweiler says. “Sometimes the cost of loans ends up being much higher than the business owner realizes.”

Detweiler recommends that small business owners educate themselves on how different terms can impact the 
total amount they end up paying. “Cheaper isn’t always better,” she says. “If you need money fast for a short-
term need, for example, you’ll likely pay more for it. But if it allows you to take advantage of a profitable 
opportunity that won’t be around if you wait, it may be worth it.” On the other hand, if you have a long-term 
capital need, you may need a lower cost, long-term alternative such as a bank loan or SBA loan. Otherwise, 
high rates over an extended period of time could hurt your cash flow, Detweiler says.

4. Relying too much on short-term loans and credit lines.

While short-term loans and lines of credit are often the easiest loans to obtain, they are also the most expensive. 
Rob Wilson, CEO of lending firm C7a in Freeport, Maine, urges small business owners to constantly evaluate 
their credit profiles to ensure their borrowing needs haven’t outgrown short-term options.

“The telltale signs you are ready for a longer-term working capital loan is when lines or short-term debt are 
being continually rolled over to maintain a permanent balance due,” he says. 

5. Believing money will solve every problem. 

Small business owners should be careful to avoid borrowing to mask deeper problems with operations or sales, 
Detweiler says. Think critically about whether a loan is really the best strategy for solving problems. 
“Sometimes business owners look for financing to try to fix a problem that could be solved without taking on 
an additional financial obligation,” she says. “For example, maybe your cash crunch is really a sales problem, 
and you or your sales team need to focus on closing sales.”

f GreenPal 

5 Biggest Small Business Loan Mistakes



Are you curious about workers’ compensation insurance as a small 
business owner? For self employed business owners, workers’ 
compensation is an important item to consider, and the rules 
become murky when you’re working with contractors, freelancers, 
and part-time or seasonal employees as well. NFIB has identified 
some common myths and misconceptions about workers’ 
compensation and provided the facts on this key component to your 
business insurance coverage. 

Myth: My business is small, so I don’t need workers’ compensation insurance. 

Fact: Almost all states require employers with five or more employees to have a workers’ 
compensation policy. If you own a construction company, you’re required to have workers’ 
compensation insurance if you have even one worker on your payroll. 

Myth: Once an employee’s claim is paid, the issue is gone away forever. 

Fact: The payment of an employee’s claim is just the beginning for an employer. Maintain 
frequent contact with the injured employee to assess when they will be ready to return to work. If 
you do not have a return to work program in place, consider setting one up, since it can help 
reduce the number of lost work days and increase productivity for your business. An employee 
receiving benefits is paid, on average, 50 to 70 percent of their normal wage. Back at work, an 
employer only pays 30 to 50 percent more for a full-time team member. 

In addition, you’ll want to keep any paperwork associated with the claim for at least 10 years after 
the final workers’ compensation payment has been made. 

Myth: Workers’ compensation rules are the same from state to state. 

Fact: While the general guidelines are similar across the board, there are some exceptions. 

Myth: Business owners need to pay workers’ compensation for freelancers and contract workers. 

Fact: Companies don’t have to pay workers’ compensation, unemployment, or disability taxes for 
freelancers, contract workers, or other “1099 workers.” To prevent freelancers from being 
misclassified as employees, be sure to pay them on a project-by-project basis rather than paying 
an hourly, daily, or weekly wage. Don’t provide tools such as computers or other equipment for 
them to do their job, since freelancers should be able to provide their own equipment. This clear 
delineation between freelancers and employees lessens the likelihood that a freelancer could hold 
you accountable for a workers’ compensation claim. 

However, part-time and seasonal workers must be covered under your workers’ compensation 
policy. 

Myth: Lots of workers’ compensation claims are fraudulent – workers are just looking for a 
chance to make a false claim. 

Fact: Studies show that only one to two percent of workers’ compensation claims made are 
fraudulent. If you do have suspicions about a claim’s validity, report it for investigation, but treat 
claims as valid until proven otherwise.
Https://www.nfib.com/content/resources/national/bizhelp-workers-compensation-fact-and-fiction-71870/

Workers’ Compensation Fact and Fiction
November 25, 2015
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Sipes & Seaton provides a wide range of services to Jackson, TN and the West 
Tennessee area. Such services include:

! Tax planning and preparation 

! Monthly Bookkeeping 

! Business Software Consulting 

! Business Appraisal

! Payroll Service

! Litigation Support 

! Arbitration 
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“Sipes & Seaton did a great job 
taking care of my LLC. 

The transition couldn't have been 
easier!" 

Stephanie Riley, 
Small Business Owner
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