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For more information call Flynn & Company  

at 513.530.9200, visit us on-line  

www.flynncocpa.com

78
00

 E
. K

em
pe

r R
oa

d
Su

ite
 1

50
Ci

nc
in

na
ti,

 O
hi

o 
45

24
9

p.
	5

13
.5

30
.9

20
0

f.	
51

3.
53

0.
05

55
w

w
w.

fly
nn

co
cp

a.
co

m

• 
Su

cc
es

sf
ul

 S
em

in
ar

s
• 

M
an

uf
ac

tu
ri

ng
 D

ed
uc

ti
on

 
• 

Ti
m

in
g 

is
 K

ey
 i
n 

D
is

po
si

ng
 o

f 
Bu

si
ne

ss
 P

ro
pe

rt
y 

 
• 

Th
e 

Re
de

si
gn

ed
 F

or
m

 9
90

• 
Ed

uc
at

io
n 

Cr
ed

it
s 

&
 D

ed
uc

ti
on

s 
• 

St
ru

ct
ur

in
g 

Lo
an

s 
to

 F
am

il
y 

M
em

be
rs

Spring, 2009

PRSRT


 
STD


 

U
.S

. P
O

STA


G
E 

 
P

A
ID

 
M

IL
FO

RD
, O

H
 

PER
M

IT
 N

O
. 2

54

In today’s challenging economy, more 	
      and more family members are seeking 
financial help in the form of loans from 
parents and other relatives.  While there is 
nothing inherently wrong with helping a 
family member, there are important practi-
cal and tax matters that should be consid-
ered before making an intrafamily loan.

Treat the decision to lend seriously
Give careful thought to whether you 

honestly want to loan money to your son, 
daughter, or other family member.  You’ll 
also want to consider how much you can 
comfortably give.  Don’t put your own fi-
nancial future at risk by lending money you 
can’t afford to lose.  Saying “no” may not 
be easy, but doing so now can help avoid a 
more difficult situation down the road.

Put it in writing
Should you  

decide to lend 
money to a family 
member, make the 
deal as businesslike 

as possible.  While it may seem overly for-
mal to document a loan to a family member, 
without one, the Internal Revenue Service 
(IRS) could argue that there was no loan at 
all --- that the money you gave was really a 
gift.  What’s more, should the borrower be 
unable to repay all or some of the loan and 
you want to write it off as a non-business 
bad debt, documentation showing that the 
loan actually existed could be critical.

Set an interest rate
Many families 

choose to make no or 
below-market interest 
loans to family members.  
According to the Internal 
Revenue Code, a below –market loan is 
one that has an interest rate lower than the 
applicable federal rates (AFR) established by 
the IRS as the minimum for loans between 
family members.  AFR rates are based on 
the type and term of the loan and are set 
monthly by the federal government. 

For a demand loan (a loan payable in 
full at any time on the lender’s demand), 
if the lender does not charge interest at 
least equal to the AFR, he or she is consid-
ered to have received “imputed” interest.  
This means that the lender is taxed on the 
amount he or she would have received if the 
AFR had been used.  For gift tax purposes, 
the lender is treated as if he or she gave 
the borrower an annual taxable gift of the 
imputed interest amount.

There are, however, two important 
exceptions to the imputed interest rules.  
The first exception is known as the $13,000 
gift loan exception.  This means that the 
below market imputed interest rules do not 
apply to individual loans with an aggregate 
outstanding amount of not over $13,000 
on any given day.  However, this exception 
does not apply if the loan proceeds are used 
to purchase income-producing assets.

A second exception protects even 
larger low- or no-interest loans.  For below 
market gift loans up to $100,000 between 
individuals, the amount of interest added 
to the lender’s taxable income is limited to 
the borrower’s net investment income.  In 
cases where the borrower’s net investment 
income is less than $1,000 the lender will not 
be required to include any imputed interest 
from the loan in his or her taxable income.

For example, if you gave your child 
an interest-free loan to buy a home or start 
a business, you wouldn’t pay any tax on 
imputed interest as long as he or she doesn’t 
earn net investment income over $1,000. 
If your child’s investment income exceeds 
$1,000, the imputed interest income rules 
apply. For gift tax purposes, foreign interest 
is treated as a taxable gift.

Tread carefully
Clearly, loaning money to family 

members is not something that should be 
done casually.  It can damage personal rela-
tionships and cause income tax and estate 
planning problems.  Given the complexity 
of the imputed interest rules and the related 
exceptions, it’s wise to seek professional ad-
vice in structuring loans to family members.

	                                   to the Spring Edition of the Flynn Focus 
Newsletter. We hope you will find the information presented in 
this issue to be interesting and informative.

This year Flynn & Company is an 	
       Excellence Sponsor of the 2009 Small 
Business Excellence Awards.  Our Firm 
is an ardent supporter of 
small business in the Greater 
Cincinnati area and we are 
pleased to partner with the 
Cincinnati USA Regional 
Chamber on this prestigious 
event.  The Small Business 
Excellence Awards are not 
new to our Firm.  Flynn & Company was 
the 2006 Small Business of the Year and 
we have been assisting the Chamber in 
judging the award ever since.  This year’s 
competition for this award was very 
strong and is a tribute to our Chamber of 

Commerce.  We wish to congratulate all 
of the companies nominated for this great 
award program.

At Flynn & Company, 
we are committed to assist-
ing small and mid-sized 
businesses and individuals 
achieve financial success by 
executing innovative and 
practical solutions.  Our 
Firm assists businesses in 

ways that go far beyond a tax return 
or an audit.  We provide high quality 
service in tax, accounting, auditing and 
business advisory services.

Welcome

Successful Seminars
	 Flynn & Company provides educational seminars 

and discussion forums directed at improving your business. 
Attending these seminars is a great way to network with other 
professionals in your field and to identify opportunities that 
will help you address the challenges of your industry. Our 
seminars have been very well received by clients and friends 
of our Firm. Our focus in on, but not limited to, financial  
institutions, manufacturing, construction and not-for-profits. 
To see a detailed schedule of these seminars, please visit, www.flynncocpa.com/seminars.

Structuring Loans to  
      Family Members





Manufacturing Deduction

The manufacturing deduction allows for 
        businesses to take a deduction for activi-
ties carried on inside the Unites States. The 
deduction provides currently a 6% deduction 
on qualified production activities income, 
with the rate increasing to 10% in 2010. Quali-
fied production activities income is the excess 
of domestic production gross receipts over 
the sum of the costs of goods sold allocable 
to such receipts, as well as other deductions, 
expenses and losses directly allocable to such 
receipts and a ratable portion of not directly 
allocable items to such income. The deduc-
tion is limited to the lower of the calculated 
income or taxable income before the deduc-
tion. In addition it is further limited to 50% of 
the total wages paid during the year.

Domestic production gross receipts 
are defined as the taxpayer’s gross receipts 
that are derived from any lease, rental, 
license, sale, exchange or other disposition of 
qualifying property that was manufactured, 
produced, grown or extracted by the taxpayer 
in whole or in significant part within the 
United States. The following is an example of 
the types of businesses that may qualify for 
the deduction:   	  

As a taxpayer with higher education 	
           costs, you should be aware of the 
many tax benefits that are available to you. 
Generally, educational assistance such as 
scholarship, fellowship, or employer-pro-
vided educational benefits are excludable 
from income. For education costs not cov-
ered by educational assistance, tax benefits 
include the Hope scholarship credit (also 
known as the American Opportunity credit 
for 2009 and 2010) and the lifetime learning 
credit. Alternatively, you may have the op-
tion of deducting qualified tuition and fees 
expenses “above the line.” These credits 
and deductions are coordinated with the 
exclusion for distributions from education 
savings plans, such as, Coverdell Savings 
Accounts and qualified tuition programs. 
For taxpayers who take out a loan to 
pay for their education, a deduction is 
available for the student loan interest. 

The amount of the American Opportu-
nity tax credit is computed as 100 percent 
of the first $2,000 of qualified tuition and 
related expenses plus 25 percent of the next 
$2,000 of such expenses, for a total maxi-
mum credit of $2,500. The lifetime learning 
credit is generally available for 20 percent 
of education expenses up to $10,000. For 
taxpayers who do not itemize, an above-
the-line higher education tuition deduction 
can be claimed in 2009 for up to $4,000.  

Each education credit and the deduc-
tion have adjusted-gross-income phase 

out limitations. 
In addition the 
education credits are 
coordinated with 
the deduction and 
Coverdell Savings Accounts and qualified 
tuition programs so that taxpayers cannot 
realize duplicate tax benefits for the same 
dollars of education costs. Because of the 
variety of tax benefits and the variations as 
to eligibility and the definition of qualify-
ing education expense, some or all of the 
benefits may apply to you.
Every taxpayer should review their 
tax plan in order to take maximum 
advantage of the tax savings for 
education.  

For instance, a taxpayer generally 
should elect the Hope scholarship credit 
rather than the exclusion from income 
for distributions from a Coverdell ESA. 
However, a taxpayer may be better off 
electing the exclusion in situations in 
which the student incurs relatively lower 
tuition and fees and higher expenses of 
other kinds (such as expenses that qualify 
for the exclusion, but not for the credits). 
Also, because the credits are phased out 
when a taxpayer’s modified adjusted gross 
income exceeds a specific level, it may be 
more advantageous to forego the exemp-
tion for a dependent student and have the 
student claim the education credit on their 
own return. 

• Manufacturers 			 
• Developers 
• Producers 
• Growers of agricultural products 
• Producers of qualified films 
• Producers of electricity, natural gas 
   or portable water 
• Businesses that extract minerals 
• Contractors 
• Engineers 
• Architects 
• Installers 

The definition of what qualifies for the 
deduction is broad, almost any manufacturer 
may be eligible. The activities that qualify are 
any sale, exchange, rental, license, lease or 
other disposition of tangible property that is 
manufactured, produced, grown or extracted 
by the taxpayer either in whole or in signifi-
cant part within the U.S.

If you are a pass-through entity such as 
a partnership, S corporation, estate or trust, 
generally the manufacturers deduction is 
passed through to the partner, shareholder or 
beneficiary and taken as a deduction on his or 
her tax return. However, the wage limitation on 
the deduction has specific guidelines as to how 
much of the wages are to be allocated to each 
individual, so be aware of these guidelines when 
making the calculation on your tax return. 

In the case of an individual who is self-
employed, the rules provide that the deduction 
is equal to the applicable percent of the lesser 
of the taxpayer’s qualified production activi-
ties income for the tax year or the individual’s 
adjusted gross income for the tax year.

The new manufacturing deduction can 
save a company or an individual substantial 
tax dollars.

The Redesigned Form 990: 
Return of Organization Exempt from Income Tax

Education 
           Credits&Deductions

Over the past several years many      	
          companies pursued extremely aggres-
sive growth, resulting in an accumulation of 
fixed assets on balance sheets. Many of these 
assets (especially land and buildings) have 
enjoyed an unprecedented appreciation in 
value. However, the current recession and ac-
companying credit crunch have caught some 
companies in a crisis of having to raise cash or 
face going out of business. 

 For example, among the measures  
General Motors Corp. was consider-
ing in late 2008 to stave off bank-
ruptcy was a plan to sell its new 
corporate headquarters in the land-
mark Renaissance Center in Detroit 
for approximately $500 million and 
to rent facilities there instead.  

The credit crunch has also dramatically af-
fected small businesses. In a survey of small and 
midsize businesses, the National Small Business 
Association found that two-thirds of the respon-
dents had been affected by the credit crunch, 
with more than 30% indicating a decline in the 
conditions surrounding traditional bank loans. 

Timing is Key 
in Disposing of 
Business Property 

Most nonprofit organizations are now 	
              reviewing their first redesigned IRS 
Form 990 and its many new information 
requirements designed to enhance transpar-
ency and accountability. CPAs with nonprofit 
clients now are seeing the pieces fit together 
with satisfaction or, if drawing together the 
information has been difficult, perhaps with 
some concern. 

Who Must File the New Form 990?
As previously was the case, the full form 

is required only of larger organizations, with 
an abbreviated form for smaller ones and 
an e-postcard for the smallest. The reporting 
thresholds have changed, however, and will 
continue changing this year and next. Whether 
an organization will be subject to the stringent 
reporting requirements of the Form 990 de-
pends on its financial activity.  For the 2009 tax 
year, the filing threshold drops to gross receipts 
of $500,000 or more and total assets of $1.25 
million or more. For the 2010 tax year, the filing 
threshold drops to gross receipts of $200,000 or 
more and total assets of $500,000 or more.

Any organization that fails to file its 
required form—Form 990-N, Form 990-EZ, 
or Form 990—for three consecutive years 
will have its tax-exempt status terminated. 

The core Form 990 is now 11 pages, 
only two more pages than before, but it also 
has 16 accompanying schedules, many of 
them new. Some of the core form’s questions 
simply gather information to obtain a better 
understanding of the organization. However, 
other questions can trigger a punitive action 
by the IRS against either the organization or 
against the board members and management. 
Moreover, this additional information is also 
available to the public.

As formerly, organizations’ forms 990 
and 990-EZ are by law available for public 
inspection, including on the Internet at www.
guidestar.org. In addition, Form 990-T for un-
related business income is now public record. 

The new Form 990 has a number of 
questions designed to determine whether any 
activities have occurred that warrant revoca-
tion of the tax-exempt status or the imposi-
tion of sanctions on the Redesigned Form 990.

Cincinnati Mini-
Heart Marathon 
& Heart Walk

On Sunday,  
March 28th, 2009, Flynn & Company 
employees, friends and family joined 
together at the Cincinnati Mini-Heart 
Marathon & Heart Walk to fight the  
Nation’s #1 and #3 causes of death 
– heart disease and stroke.  Our partic-
ipant’s efforts helped to fund research, 
community service and public and 
professional education programs.

In fact, over half of the respondents leveraged 
their loans using credit cards, personal savings 
and home equity. 

 As the economic downturn and credit 	
crunch continue, asset leasing, combined 
with the disposal of selected assets, will be 
viewed as an increasingly viable option to 
improve cash flows. 

Properly managing taxation of gains and 
losses on the disposal of such assets requires 
careful planning and analysis even in the best 
of times to maximize cash flows. Normally, 
it’s to your clients’ advantage to treat a taxable 
gain as long–term capital gain, to which lower 
rates apply, and a loss as an ordinary loss, be-
cause it can be used to offset ordinary income. 
That’s exactly what IRC § 1231 allows. 

 It covers the sale or exchange of both 
depreciable and real property held for more 
than one year that has been used in a trade 
or business. Also included is property in-
voluntarily converted via destruction, theft, 
seizure or condemnation. 

A client’s failure to take advantage of 

these provisions can result in higher taxes and, 
thus, in reduced after–tax cash flows. As this 
article shows, however, rules governing recap-
ture of net ordinary losses and depreciation 
complicate the picture. 

For many companies, the importance 
attached to the disposal of capital assets has 
increased dramatically due to the forced sell–off 
of noncore assets to raise cash. In essence, 
companies are being forced to squeeze cash 
from the balance sheet. Planning and timing, to 
the extent possible, can enhance cash flows by 
turning what would be ordinary income under 
section 1221 from the sale of these business as-
sets into potential long–term capital gain under 
section 1231. Moreover, these section 1231 gains 
can be netted with other long–term capital gains 
or losses at yearend, and with gains perhaps 
being offset by losses characteristic of a forced 
sale of other assets. If the netting process results 
in a net loss, section 1231(a)(2) specifies that the 
gains and losses shall not be treated as gains 
and losses from sales and exchanges of capital 
assets; therefore, the individual gains and losses 
are treated as ordinary gains and losses.

Xavier Student to receive 
$1,000 Scholarship

Flynn & Company, through its 
scholarship program has provided 
funds to worthy students from local 
area Universities. This Spring, our 
Firm honored another Xavier Univer-
sity student with a $1,000 educational 
scholarship. This student was selected 
by a panel of professors from the 
Xavier University.  Congratulations to 
our well-deserving  
recipient.  

continued on next page


