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Purpose and Profit….

The Business of Improving the World

elcome to the Winter edition of the Bottom Line, here just in time to get your business’
2019 started off right.

2019 is already shaping up to be an interesting year with the finalization of the new tax laws,
a record-breaking government shutdown, and a dialogue about raising the top tax rate to
70% - yikes!
With the political climate the way it is and the most sweeping tax changes in years it is
more important than ever for you to keep an eye out for breaking news and changes in the
regulatory landscape that can impact your business. Early identification of changes is key
as it gives you plenty of time to strategize, adapt, and ultimately do what is best for your
business and your bottom line. We here at Cerini & Associates are constantly following the
news and will continue to keep you as up to date as possible through our newsletters and
website, helping you navigate through the inevitable hurdles thrown your way.
In this issue, we explore several key parts of the new tax law as well as adding purpose to
your corporate mission, and how to maximize business efficiency using technology. It is our
goal to support you and help you think differently to improve your bottom line. Feel free to
contact us.
We look forward to making a difference and helping your business move forward.
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T

here used to be a time when profit was the only
driving force for a business; as corporations would
try to squeeze every bit of profitability out of
operations, regardless of the impact it had on the community
or the world. The internet has made mass communication
so much easier and a lot more transparent. If we want to
know about a business’ products or practices all we need to
do is Google them and see what ratings their products or
services received and what feedback people have given the
Company. Anyone with a cell phone and internet access has
a voice and can become an influencer. As a result, it becomes
exceedingly more important to build a network of advocates
as opposed to critics. This has led to a dramatic shift, as
consumers now look to understand which companies are
making a difference and not just making a profit. As a result,
more companies are measuring their results not just based
upon their bottom line, but also on the impact of the purpose
that they have undertaken.

►Revolution Foods - Understanding that children require

Comprising over 50% of the workplace by 2020, Millennials
are leading the charge in this new mindset. With endless
data at their fingertips, Millenials are leveraging their
knowledge about what’s going on in the world, and
supporting corporations that are philanthropy driven. What
they are saying is that they want corporate America to be
part of the solution of curing societal problems and not
adding to them. Those companies that have taken on the
challenge, have been rewarded. Understand, this is not just a
company running a campaign, making an annual donation,
or having a volunteer day; it’s hardcoding the desire to make
a difference right into their corporate DNA.

►Increased social media activity, as your customers will

What does adding purpose to your mission look like? There
are many models, but here are a few examples:

►Tom’s Shoes – Donates a pair of shoes to a third world
country for each pair of shoes they sell. This isn’t for a
period of time; it is not linked to profitability, it is a simple
concept … one for one, forever, with no limits.

►Elara Food Service – A Long Island supplier of plastics
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(gloves and bags) to the food industry adopted a one case/
one meal program. For every case of product they sell,
Elara donates a meal to Island Harvest.

high quality foods, free of high-fructose corn syrup and
other unhealthy ingredients. Revolution Foods serves
good tasting, nutritious food to children within school
districts in several states at the same pricing as the current
school menus.

All of these companies have been rewarded with increased
sales and publicity.
What are some of the key advantages of becoming an
organization that considers both profit and purpose?

►The ability to connect with your customers, potential

customers, and supply chain in a way that is focused not
just on a business relationship, but instead becomes more
value driven. This type of relationship transcends business
and keeps customers coming back for more and providing
referrals.
become advocates as purpose tends to receive a lot of
positive feedback within social media circles, especially
if there is a direct link between customer purchases and
support.

►Increased staff motivation as employees tend to feel good
about working for a company that has a purpose-driven
component to its mission.

►Increased positive opinion regarding your company from
the community and regulators. This could reduce the level
of criticism/oversight of your business.

Purpose and profit do not need to be mutually exclusive.
Purpose can be utilized as an effective vehicle to generate
goodwill, enhanced referrals, increased buzz from your
customers and influencers, more engagement, and ultimately
increased profitability. Even so, purpose is not the silver
bullet, you still need to ensure that the quality of your
product and services as well as your pricing are appropriate,
but purpose should provide a competitive advantage to those
business that have embraced purpose within their corporate
DNA.

Ken Cerini, CPA, CFP, FABFA

Managing Partner

3.

The 10 Biggest Changes Business Owners Need to Know

about the 2018 Tax Reform

When a business’ expenses exceed its revenue for the year,
it generates a Net Operating Loss (not to mention a big
headache for the business owner)! Prior to tax reform, these
operating losses could either be carried back for 2 years to get
a refund on any taxes paid in those years or carried forward
for 20 years to offset future income. For losses generated in
tax years starting after December 31, 2017 (so years 2018 and
later), these losses are no longer allowed to be carried back
and can only be used to offset a maximum of 80% of taxable
income in any given tax year. These losses can now be carried
forward indefinitely. Any losses from 2017 and prior are not
subject to the limit. Also note that individual taxpayers can
have a Net Operating Loss as well (such as a pass-through
business owner with large losses) and the same rules and
limitations above apply.
The Takeaway: This change is largely prospective, but something
to keep in mind for cyclical businesses that may generate losses
in one year and profit the next. This will require additional tax
planning and potentially estimated payments, where none were
necessary in the past.

4.

O

ne of the biggest questions that many business owners face heading into the end of 2018 is
how will the Tax Cuts and Jobs Act (TCJA) impact their 2018 tax returns. The bill was passed
in late 2017 and many of the changes were effective January 1, 2018; however, many of the
changes were clouded in uncertainty as to their operation and ultimate impact on taxpayers. While
the law was written, new regulations that help to interpret and enforce the law were needed.
Throughout the year the IRS has provided much of the necessary regulations and guidance, helping
to best navigate these new laws. As we reach the close of 2018, below are the 10 biggest changes
that business owners need to be aware of regarding 2018 tax reform.

1.

Changes to Bonus Depreciation
& Section 179 Expensing

Bonus depreciation and Section 179 expensing are 2 sides of
a similar coin. Both allow for something very favorable for
businesses; the immediate deduction of capital expenditures,
rather than ratable depreciation deductions over several years.
In practice, the two systems work very similarly, by allowing
the immediate deduction of capital assets. However, there
are several key differences. Generally speaking, Section 179
expensing will be more favorable to businesses, as many
states do not allow for a deduction of bonus depreciation but
will allow for Section 179 expensing. There also are certain
capital expenditures that may not qualify for 100% bonus
depreciation but qualify for Section 179 expensing. Finally,
Section 179 expensing has an upper cap on the amount that
may be claimed per year, whereas bonus depreciation is
unlimited.
The Takeaway: With the change to allow for 100% bonus
depreciation and expanded Section 179 expensing, businesses
should not fear the purchase of additional equipment or
improvements as they will provide an immediate tax benefit in
2018.

2.

Changes to C Corporation Federal Tax Rate

For tax years beginning in 2018, businesses whose corporate
form is a C Corporation will now be subject to a flat 21%
tax rate rather than the prior graduated tax rates that capped
at 35%. For entities that are currently structured as a C
Corporation, this is for sure a welcomed change. This drastic
rate decrease has business owners contemplating if it may
be advantageous to change their tax form from pass through
taxation (LLC or S Corporation) to a C Corporation. This
change would require a complex and careful analysis, as C
Corporations will still be subject to state and local income
taxation and still will have “double taxation,” in that any
owner dividends will be subject to tax as well. See our article
“To C or Not To C.”
The Takeaway: Current C Corporations should evaluate their
2018 estimated payments and cash flow budgets for the reduced
tax burden; pass-through entities may wish to evaluate the merits
of changing their corporate form from a tax perspective.

Net Operating Loss Limitations

Accounting Method Simplification
(Expanded use of Cash Basis Accounting)

For most taxpayers, the Cash Basis of accounting is the
preferred and simplest method, particularly for income
tax purposes. The Cash Basis allows for income to more
closely reflect the cash flows of the business and generally
is easier to implement. Before tax reform, C Corporations
(or partnerships with C Corporations as partners) or any
business with inventories were required to use the accrual
basis of accounting if their gross receipts were above a certain
level. Additionally, businesses with inventory were required
to add to the cost of the inventory certain expenses (rather
than deducting them outright). Starting in 2018, the gross
receipts level for these rules has been raised to an average
value of $25 million or more, up from prior levels of $5 or
$10 million.
The Takeaway: Business owners who were previously required
to use certain accounting methods may now be eligible for a
“simpler” method and such change may have an immediate
tax impact. Business owners should evaluate which method of
accounting for tax is the most appropriate for them.

5.

Limitations on Business Interest Deductions

Capital is typically the most important fuel for business
growth and one of the most common ways to acquire this
capital is via loans. Prior to 2017, any interest charged for
these loans were deductible by businesses in full. Starting
in 2018, the amount of interest deduction is limited to 30%
of “adjusted taxable income,” which can best be thought of
as EBITDA (earnings before interest, taxes, depreciation
and amortization). However, it is important to note that this
limitation does not apply to businesses with average gross
receipts of less than $25 million. Additionally, there is an
election to opt out of this limitation as well, with a significant
trade off in depreciation deductions.
The Takeaway: Business owners should review their current
capital structures and interest costs in comparison to their EBITDA
to ensure they will not lose any interest deductions.

6.

Elimination of Entertainment Deductions

Meals and Entertainment deductions have long been an
area of controversy for taxpayers and sometimes the bane of
existence of tax preparers, but also an important tool for many
owners in order to generate new business. Entertainment
expenses, such as sporting event tickets, concerts, or golf
are no longer allowed as a deduction for tax years starting in
2018 and beyond, unlike in prior years were these expenses
would be allowed as a deduction so long as they were not
lavish or extravagant and had a substantial business purpose.
Meals with current or prospective clients and similar business
contacts are still allowable as a deduction at a 50% rate, same
as in years prior. As always, business owners should have
complete documentation for these expenses, including receipt
and a brief memo of business discussions.
The Takeaway: Owners should review their 2018 to date Meals
and Entertainment expenditures for deductibility considering this
new law change and should update their budgets and policies to
reflect this change.

7.

Research and Development Credit Changes

The Research and Development Credit is one of the better
credits available for taxpayers and can apply to a wide
variety of businesses. These credits are a direct dollar-fordollar reduction of tax liability, rather than a deduction which
only decreases your tax base. The TCJA made this credit
permanent. Under prior laws this credit was part of the “tax
extenders” package, meaning it was subject to annual renewal
by congress.
The Takeaway: Businesses which have benefited in the past
from the R&D Credit may continue to do so, so long as they have
qualified R&D activities.

8.

Qualified Business Income Deduction

As noted above, the tax rate for C Corporations was reduced
to 21%; however, since most businesses in the US are not
organized as C Corporations this change provided little benefit
to many owners. In recognition of this fact, the TCJA enacted
the Qualified Business Income (QBI) Deduction, providing
tax relief to pass through entities such as S Corporations and
LLCs.
In theory, the QBI deduction (also known as the 20% deduction)
is rather simple: an additional 20% deduction against business
income of a pass-through entity. So, if a pass-through business
has $100,000 of taxable income, the QBI would provide for an
additional $20,000 ($100,000 x 20%) deduction, making the
taxable income to the owner only $80,000. In execution, the
deduction is far more complex, specifically in regard to what
businesses may not qualify for this deduction.

5 Recommendations to Improve Efficiency with

The steps to determine this deduction can best be summarized by the below flowchart:

Technology and Data Security
A

Step 1
Determine Taxable Income Level
Is your Taxable income more than $157,000 if single/$315,000 joint?
QBI Limitations
do not apply

No

s business professionals, our reliance on technology has
reached new heights. Companies continue to emphasize the
implementation of paperless systems and increase their use of
software systems, artificial intelligence for automated data entry, big
data, and cloud computing. The use of technology for simple, repetitive
tasks will free up time that professionals can use for decision-making
tasks. However, in order to use technology to its full potential, users
must take the necessary steps to work alongside technology as well as
become more informed about securing their data.

YES

Step 2
Determine if you are specified service trade or business (SSTB)
SSTB Listing

• Health
• Law
• Accounting
• Actuarial Science
• Financial Service
• Brokerage Service

• Investing
• Trading
• Consulting
• Principal Asset Test
• Performing Arts

No

1.

No QBI Deduction
Available

YES

Issue: As emailing is the main form of communication among
business professionals, it is important to understand the possible risks
involved. Emails are one of a hacker’s favorite tools. Some common
hacker techniques included phishing and malware. Phishing is when
an email is received from a reputable company that entices the victim
to reveal personal information such as passwords, credit card numbers,
bank information, etc. Sometimes a phishing email will prompt the
victim to click on a link. By clicking on the link, the hacker gained
private information and potentially infected your computer with
malware. Malware is a software designed to gain unauthorized access
to a company’s system.

Step 3
Calculate qbi limitation + deductible amount
Limited to greater of

50% of W-2 Wages

25% of W-2 Wages
and
2.5% of cost of property

-Or-

Deduction Amount - Lesser of 20% qbi deduction or limitation
The Takeaway: For many business owners, this change was the granddaddy of them all. The effect of the 20% deduction would be to reduce the
top rate from 37% to 29.6% effective on this income, providing much needed relief for business owners. The calculation and limitations can be
quite complex, and owners should work with their accountants to determine if they will qualify for this benefit and the potential savings. Luckily,
the IRS has taken very taxpayer friendly positions with the implementation of these rules.

9.

Elimination & limitation of
certain Individual Income Tax Deductions

While the focus on this article is largely on business changes,
the elimination of certain individual income tax deductions
will have a big impact on owners of businesses. The 2 most
impactful of these changes will be the limitation of State and
Local Taxes (SALT), such as real estate taxes and state income
taxes, to $10,000 per year and the removal of Miscellaneous
Itemized Deductions (items like union dues, investment
fees, job hunting costs). Combined with am increase in the
standard deduction to $12,000 for single filers/$24,000 for
joint filers, it is possible many taxpayers who used to itemize
their deductions will no longer do so.
The Takeaway: The limitation on these deductions hurts many
taxpayers, particularly those in high-tax states. In years prior,
it was usually advisable to prepay any state income tax due in
order to best time that deduction, however, with the limitation this
planning strategy is no longer necessary.

10.

Decreases in Individual Income Tax Rates

Although, as previously noted, many individual taxpayers
may be losing certain deductions, the impact of this may be
largely mitigated by an across the board deduction on ordinary
income rates for 2018. The income level for the top bracket is
higher than in past year, and the top rate now decreases to
37% vs 39.6%.

Individual Taxpayers
Filing Single
Filing jointly/Married
Taxable
Income

2017 Tax
Bracket

$418,400 39.60%
35%
$416,700

2018 Tax
Bracket

Taxable
Income

37%

$500,000

Taxable
Income

2017 Tax
Bracket

$470,700 39.60%

Email Security

2018 Tax
Bracket

Taxable
Income

37%

$600,000
$400,000

35%

$200,000

$416,700

35%

35%

$191,650

33%

32%

$157,500

$233,350

33%

32%

$315,000

$91,900
$37,950
$9,325
$0

28%
25%
15%
10%

24%
22%
12%
10%

$82,500
$38,700
$9,525
$0

$153,100
$75,900
$18,650
$0

28%
25%
15%
10%

24%
22%
12%
10%

$165,000
$77,400
$19,050
$0

The Takeaway: One of the primary goals of tax reform was to
decrease tax rates across the board for individuals, and these new
rates have certainly done that. So even though many taxpayers
may see an increase in taxable income due to the elimination
and limitation of certain deductions, they should have an overall
decrease in tax because of these newer rates.

Ultimately, the 2018 Tax Reform could be viewed as a big positive for business owners. While there
may be some eliminations of prior popular deductions, business owners should greatly benefit from
expanded bonus depreciation, lower tax rates, and the new 20% business income deduction. Business
owners need to be aware of these important changes as they can have a major impact on future
cash flow. Proper planning is necessary to make sure business owners are taking advantage of all
these new opportunities.

Edward McWilliams, CPA
Manager

Recommendation: The first recommendation is to look out for
misspelled email addresses. If an email looks out of the ordinary and
the address is off by a letter or a number, there is a good possibility
it is a phishing email. Secondly, users should avoid clicking on
links from unknown senders. In addition, employees should get
confirmation from supervisors before sending sensitive information
in an email. Lastly, it is strongly suggested that companies
encrypt their emails. By encrypting emails, unauthorized users
are prohibited from viewing the content. The encryption may also
include authentication in that users must enter a password to view
attachments.

2.

Employee Training

Issue: Technology continues to evolve so it is important to prioritize
keeping your staff up to date on the current trends and data security
practices. It only takes one person to click on an infected link for a data
breach to occur. Each individual employee has to be held accountable;
it is not only the IT department’s responsibility.
Recommendation: Employees should be aware of why data security
is important. Trainings should occur with relatable, real-world
examples. Once awareness has been raised, it is up to management
to ensure that employees are trained early and often regarding data
security. Training should be required on a yearly basis whether it is
given through a presentation, an online training, or a signed contract.
In addition, hackers are continuously coming up with new ways to
get ahead of data security practices, so it is necessary take notice
of current data security issues and learn from other companies’
mistakes. Some points to discuss in training sessions include strong
passwords, password protected computers and external hard drives,
network security, access controls, two-factor authentication, phishing,
malware, viruses, data backup, and disaster recovery.

3.

Cloud Computing

Issue: A lot of data is stored within local servers. Some of these
servers may lack firewalls, anti-virus solutions, and backup systems.
Therefore, companies are at risk of losing data if the server goes
down, backups are lost, or perhaps a natural disaster occurs.
Recommendation: Companies should consider moving most of
their data and applications to the cloud. Some benefits of this include
continuous backup in multiple locations, increased flexibility with
access to data at any time in any place needing only an internet
connection, and in most cases, using the cloud is less expensive.
The cloud is constantly being updated for increased protection and
functionality. Lastly, users see increased collaboration as information
is shared in real time.

4.

Utilization of Accounting Systems

Issue: With software available for nearly every aspect of running a
business, many users still default to using Microsoft Excel. In doing
so, data and documents are stored in different places in which it is
difficult to envision the whole picture. In addition, by not having
integrated systems (e.g., payroll and accounting) and by not using
your accounting software to its fullest potential, you run the risk of
manual errors being made, incorrect formulas, or misinformation.
Recommendation: An Enterprise Resource Planning System (ERP
System) is an integrated software designed to manage all business
operations within a company. This includes physical assets, financial
data, materials, and human resources. Implementing an integrated
system rather than using separate excel spreadsheets eliminates
redundant tasks through automation. The data is centralized in one
location for interdepartmental collaboration. In addition, ERP systems
aid in creating a paperless environment. Like cloud computing, an
integrated system allows for flexible access and secures data through
built-in firewalls. ERP systems also reduce the level of redundancy in
entering data and the level of potential errors that can occur. This has
the ability to save both time and money.

5.

Marketing

Issue: Social media is the largest platform to build brand awareness.
Yet, companies fail to leverage this opportunity to gain followers and
interact with their customers.
Recommendation: Companies should consider marketing their
business through Facebook, Twitter, LinkedIn, Instagram, and any
other social media platforms with a large audience. Using social
media is an effective way to gain customer insight and listen to
customer feedback. The interaction of customers around your brand
will generate conversation and word of mouth followers. Interesting
content on social media pages can also help increase inbound traffic
to your company’s website by providing links to the specific products
and services that are advertised or questions about services if you
show a certain level of expertise or insight within a field.
Technology, if used correctly can help increase efficiencies within
your company, which can help drop more dollars to your bottom
line, however, technology needs to be constantly monitored to ensure
safety. Even so, technology is only as good as your staff that is using
it, so it is important that your staff are appropriately informed about
issues and are educated on how to get the most out of the investment
you have made in your company’s technology. Jaclyn Hahn

Staff Accountant
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