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Agenda 
• 1099s 
• Self-Employment 

Earnings 
• Annual Financial 

Statements  
• Tax Law  & Other 

Compliance Updates 
• Succession Thoughts 
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Employee Vs. Independent Contractor 

• What’s the difference? 
– IRS gave us 20 factors 

◊ Control – 3 categories 
• Behavioral 
• Financial 
• Relationship of parties 
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Employees Independent Contractors 

Works the hours set by the employer Works for more than one company 

Receives employment benefits Sets own hours 

Works under the control and direction of 
the employer 

Works independently - Has authority to 
decide how to go about accomplishing 
tasks and does so without input 
 

Tends not to incur costs or make 
investments in the work 

Incurs the costs associated with 
performing the job 

Likely to be eligible for unemployment 
compensation 

Not eligible for unemployment benefits 

Is covered by federal and state wage and 
hour laws (minimum wage and overtime) 

Paid according to terms of contract – no 
overtime compensation 

Covered by workplace safety, 
employment and anti-discrimination laws 

Not protected by employment anti-
discrimination and workplace safety laws 

Pays Social Security and Medicare Pays self-employment taxes 

Covered by worker’s compensation 
benefits 

Not eligible for worker’s compensation 
benefits 
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Employee Vs. Independent Contractor 

• Why does it matter? 
– Payroll liability 
– 1099 responsibility 
– HUGE issue in buy/sell transactions 
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New Overtime Rules – Effective 12/1/16 

• Earn $47,476 ($913/week) or less 
• No “managerial” duties (i.e. not classified as 

administrators, executives or professionals) 
• OT at >40 hrs/week 

New 

• Earn $23,660 or less ($455/week) 
• No “managerial” duties (i.e. not classified as 

administrators, executives or professionals) 
• OT at > 40 hrs/week  

Previous 
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1099 Reporting 
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Self-Employment Earnings 
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Federal Tax Update 
Extenders Bill – December 18th 
 Section 179 - $500k permanent 
 Bonus – 50% phase-down to 

2020 
 IRA distributions to charities 
 5 year Built In Gains 

recognition period for S 
Corporations - Permanent 

 Research credit - Permanent 
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Miscellaneous Individual Tax Developments 

• Net Investment Income Tax – 3.8% 
– Reminder to group passive activities 
– Must be done in first tax year after 2013 in which Net 

Investment Income exists and income exceeds the 
threshold 

– New – “Significant Participation Activity” - >100 hours in 
the activity in a year - excluded 
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State Tax Laws and Other Compliance 

• Unclaimed Property 
– Must escheat to the State 
– Note any credit balances refunded   
caused by federal funds must be returned 
within 240 days to the Department of Ed 

 

• States are hungry 
– Economic Nexus 
– 6 States currently 

 

• Affordable Care Act Reporting 
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Large Employers: Begin Reporting  
2016 for 2015 benefit year 
Large Employers required to annually 
submit an:  

1. Information return to the IRS by either March 1, 
2016 (typically, Feb. 28) or March 31, if filing 
electronically – Now May 31 or June 30, 2016 for 
efiling 

2. Information to employees on or by January 31   
(Feb 1, 2016 ) – Now March 31, 2016 
• Can be provided electronically like W-2s 

Forms: 1094-C (transmittal) and 1095-C (employee 
statement) 

• Applies to employers with 50 or more FT + FTE 
employees 

• No filing required if employer has no full-time 
employees 

 

 

 

Sec. 6056 
Reporting 
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Ever Feel Like This? 
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Annual Financial Statements 

• How do you use them? 
• How do others use them? 
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• Current Ratio (WC) – 
1.11:1.00 (7,250/6,550) 

• Acid Test – 1.07:1.00 
((2,500+4,500)/6,550) 

• Debt Service Coverage 
Ratio – 5.94:1.00 
(1,646/277) 

• Net Worth - $6,700,000 
– (Tangible) 

• Debt to Equity – 
1.13:1.00 (7,550/6,700) 

• Composite Score – 2.27 
 

The Balance Sheet 
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Assets   
Cash and Cash Equivalents $2,500  
Tuition Receivables, Net 4,500 
Other Current Assets 250 
Total Current Assets 7,250 
Property and Equipment 7,000 
Total Assets $14,250  
    
Liabilities and Stockholders' Equity   
Current Liabilities   
Current Maturities of Notes Payable $250  
Accounts Payable 250 
Accrued Expenses 350 
Unearned Tuition 5,700 
Total Current Liabilities 6,550 
Notes Payable 1,000 
Total Liabilities 7,550 
    
Stockholders' Equity   
Common Stock 1 
Additional Paid-in Capital 250 
Retained Earnings 6,449 
Total Stockholders' Equity 6,700 
    
Total Liabilities and Stockholders' Equity $14,250  
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• EBITDA (Earnings before 
Interest, Taxes, 
Depreciation and 
Amortization) – $2,746 
(1,646+1,073+27) 

• Profit Margin – 6.47% 
(1,646/25,450) 

• Gross Profit – 71.31% 
((25,450-7,302)/25450) 

Income Statement 
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Revenues   
Tuition and Fees, Net $25,000  
Salon Services, Net 450 
Total Revenues 25,450 
    
Expenses   

Direct Costs of Courses and Products 
Sold $7,302  
Selling, General & Administration 15,402 
Depreciation 1,073 
Interest 27 
Total Expenses 23,804 
    
Net Income $1,646  
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Direct Indirect 

Reconciliation of Net Income to Net Cash 

Provided By Operating Activities 

Net Income  $    1,643,848  

Adjustments to Reconcile Net Income to Net Cash 

Provided By Operating Activities 

Depreciation        1,073,547  

Bad Debt Expense            300,000  

Change in Tuition Receivables      (1,500,000) 

Change in Other Current Assets            (25,000) 

Change in Accounts Payable            (25,000) 

Change in Accrued Expenses              50,000  

Change in Unearned Tuition            100,000  

Net Cash Provided by Operating Activities  $    1,617,395  

Cash Flow Statement 
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Cash Flows from Operating Activities 
Cash Received from Students and Customers  $  23,600,000  
Cash Paid to Suppliers and Employees    (21,955,281) 
Interest Paid            (27,324) 

Net Cash Provided by Operating Activities        1,617,395  

Cash Flows from Investing Activities 
Purchases of Property and Equipment      (2,500,000) 

Cash Flows Used by Investing Activities      (2,500,000) 

Cash Flows from Financing Activities 
Proceeds from Borrowings on Notes Payable        1,250,000  

Cash Flows Used by Financing Activities        1,250,000  

Net Change in Cash and Cash Equivalents            367,395  

Cash and Cash Equivalents - BOY         2,132,605  

Cash and Cash Equivalents - EOY  $    2,500,000  
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Common Loan Covenants 

Debt Service Coverage 
Ratio (DSCR) 

• EBITDA/Current Debt 
& Interest 

• Indication of 
company’s ability to 
meet its debt 
obligations from 
current earnings 

• Less than 1 indicates 
a troubled company 

Tangible Net Worth 

• Capital Accounts 
and/or Retained 
Earnings 

• Measure of physical 
worth 

• Want this to be a 
positive number 

Debt to Equity (D/E) 

• Total Liabilities/ 
Stockholder’s Equity 

• How much a 
company is using 
debt to finance its 
assets relative to 
stock 

• High = more 
aggressive leveraging 
(financing growth); 
volatility related to 
interest expense 
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Composite Score 

• Now’s the time 
– Know where you are right now and project where you 

think you will be – big and small can and should do this 

 
• What can help? 

– Debt? 
– Equity Funding? 
– Related Party Loans? 
– Structure? 
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Thought About Succession? 

• Why 
– Retirement/Moving on 
– Monetize investment 
– QFRDD 
– Regulatory 

 

• How 
– Sell 
– Give to family 
– Convert to nonprofit 

24 



©
20

15
 C

lif
to

nL
ar

so
nA

lle
n 

LL
P 

WEALTH ADVISORY  |  OUTSOURCING  |  AUDIT, TAX, AND CONSULTING 

Selling Your Business 

Seller’s 
Perception of 

Value 

Buyer’s 
Perception of 

Value 
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Merger or Sale 

• What’s your Company worth? 
– Valuation and some commonly used pricing models 

◊ Asset Based Approach – generally where companies have little 
value beyond tangible assets (e.g. holding companies) 

◊ Market Approach – comparable sales 
◊ Income Approach – estimate of future ownership benefits 

discounted to present value 
• Formula based approach – includes percentage of revenue, multiples 

of EBITDA, etc. 
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Income Approach 

• EBITDA Multiple is where most end up 
– EBITDA – general standard for pricing 

 
 
 
 
 
 
 
 

– What are things that drive down EBITDA 
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EBITDA (LTM, TTM) 

Net Earnings 

+ Interest 

+ Taxes 

+ Depreciation 

+ Amortization 

= EBITDA 

Recast EBITDA for Unusual Items 

EBITDA 

+ Owner Personal Expenses 

+/- Owner Compensation 

+/- Adjustments for Market Rent 

+/- Any Other Unusual Items 

= Adjusted EBITDA 
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What does the seller receive? 

Base 
considerations 

Cash 

Cash + note 

Cash + carryover equity 

Cash + buyer equity 

Other 
considerations 

Lease on seller-owned 
real estate 

Employment 
agreements 

Non-compete 
agreement 

28 



©
20

15
 C

lif
to

nL
ar

so
nA

lle
n 

LL
P 

WEALTH ADVISORY  |  OUTSOURCING  |  AUDIT, TAX, AND CONSULTING 

Preparation – Sell Side 

• A few things to consider… 
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Success 

Advisors 

Valuation 

Document 
Sharing 

Platform 

Document 
Gathering 

Pre-Review 

Key 
Employees 
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Family Succession 

• Is the next generation ready? 
• Some statistics…. 

– 65% of 2nd generation businesses fail 
– 90% of 3rd generation fail 
– 88% of family business owners believe the same family or 

families will control the business in five years 
– 68% do not have a succession plan 
– 55% do not have a business transfer plan 
– Family owned companies comprise more than 75% of total 

businesses in the U.S. 
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Family Succession Considerations 
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Transition 

Gift/Estate 
Tax 

Sale = LTCG 
Today 

Timing of 
Payments 

Funding 
Mechanism 
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Taking Your Business Nonprofit 

• Not a quick and easy process 
• Acquisition by unrelated nonprofit is rare 
• Transparency required of nonprofits 
• Giving up control 
• Strict compensation rules 
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Top 10 Succession Planning Mistakes 

10. Letting the plan grow stale 
9. Failing to finance the plan 
8. Ignoring concerns of key employees 
7. Creating red flags for the IRS 
6. Using the same level of ownership for intra-family transfers 
5. Missing important valuation factors 
4. Using an inappropriate valuation method 
3. Planning for only a few contingencies 
2. Choosing the wrong type of plan 

1. Failure to develop a plan 
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twitter.com/CLAconnect facebook.com/ 
cliftonlarsonallen 

linkedin.com/company/ 
cliftonlarsonallen 
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CLAconnect.com 

Diane DiFebbo, CPA, CFE 
Orlando, Florida 
407-244-9309 
Diane.DiFebbo@CLAconnect.com 
 
Brenda Scherer, CPA 
Minneapolis, Minnesota 
612-376-4626 
Brenda.Scherer@CLAconnect.com 
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