
Cash is a highly susceptible area of fraud in
any organization, but especially those where large
amounts of cash are received such as retailers,
restaurants, and financial institutions.  The most
common cash fraud schemes include skimming
part or all of a cash sale, stealing daily deposits,
voids and sales return schemes, diverting cash
from a deposit, and stealing cash on hand.  Fraud
can occur when there are three elements; oppor-
tunity, financial pressure, and rationalization.
Proper internal controls are one of the most ef-
fective ways for an organization to prevent and
detect fraud by reducing opportunity.  Internal
control as defined by COSO of the Treadway Com-
mission is a “process designed to provide rea-
sonable assurance regarding the achievement of”
efficiency and effectiveness of operations, relia-
bility of financial reporting, compliance with ap-
plicable laws and regulations and safeguarding
of assets against unauthorized acquisition, use,
or disposition.  The Treadway Commission deter-
mined that failures in internal control were major
factors in almost 50% of the cases of fraudulent
financial reporting that it researched.

The primary way to prevent fraud or financial
reporting error is through a segregation of duties.

Authorization of transac-
tions, custody of assets,
and recording of transac-
tions should be separated.
For cash duties, separation
of duties should include, separate responsibility
for authorizing sale, depositing cash, and record-
ing sale and cash received in accounting records.
Additionally, cash reconciliations should be per-
formed by someone independent of receiving
cash and reconciliations should be reviewed by
someone independent of the process.   Cash rec-
onciliations are one of the most effective ways of
detecting a cash fraud if performed properly by
a qualified employee who is independent of the
cash receipts and disbursements function. When
reconciliations are performed consideration
should be given to timing, transfers, reconciling
items, and paid items.  In a retail operation ad-
ditional controls can be established such as
monitoring items like voids and monitoring over
and shorts for the register.

Organizations can also reduce the risk of
theft of cash by reducing the amount of cash ac-
cessible to employees.  Deposits should be made
frequently to limit cash on hand and should be

secured until a deposit is
made.  All checks should be endorsed with a “For
Deposit Only” stamp upon receipt.  It is also use-
ful to have different employees make the deposit.
An analysis can then be performed to see if the
cash deposits vary depending on the employee.
It is often a good detection technique to require
employees to take a vacation.  Frauds are often
detected when someone else has taken over the
duties for a period of time by noting abnormali-
ties such as an increase in deposit amounts
when the co-worker took over the duties.  A final
check that can be performed by management to
detect fraud is the review of journal entries.  The
owner or manager should look for unusual items
such as the write-off of reconciling items.

Managers and supervisors should evaluate
their own organization’s processes and imagine
scenarios of how theft of cash could occur and
then determine whether the controls they have in
place would detect or prevent the theft.

Proper internal controls are
one of the most effective

ways for an organization to
prevent and detect fraud

Cash Controls
—Jenny L. Lewis, CPA
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DISCLAIMER OF LIABILITY: The information within this
newsletter is for general guidance only.  This newsletter does not
constitute or substitute for accounting, investment, consulting or
other professional advice or services.  Sciarabba Walker & Co. LLP
has made every effort to ensure the information within is both cur-
rent and accurate.  However, over time, laws, rules and regulations
may change.  Therefore, you should consult with a professional at
Sciarabba Walker & Co. LLP.

Sciarabba Walker & Co. LLP is not responsible for any errors or
omissions in the information provided within this newsletter.  Scia-
rabba Walker & Co. LLP makes no warranties of any kind whether
express or implied.  Sciarabba Walker & Co. LLP does not warrant
that the materials or information supplied in this newsletter will
be error free.   Sciarabba Walker & Co. LLP, or the partners, agents
or employees thereof will not be liable for any decision made or
action taken in reliance of the information in this newsletter.

No part of this communication is intended or may be used or
the purpose of avoiding penalties which may be imposed under
the Internal Revenue Code or for promoting or marketing of tax re-
lated matters.

2010 Small Business Jobs Act 
—Rita French, CPA

Congress recently passed the Small Business Jobs Act of 2010 and although labeled a
“small business bill” it actually is much more. The Act’s primary purpose is to provide tax
incentives during these tough economic times and it includes a number of provisions tar-
geted to small businesses and investors in small businesses. However, there are some
provisions that will help individuals lower and simplify their taxes. Here are some of the high-
lights that you may want to discuss.

NewsBriefs

HIGHLIGHTS OF BUSINESS PROVISIONS
Bonus depreciation. The new law extends bonus
depreciation for qualified property acquired and
placed in service during 2010 (or placed in service
during 2011 for certain longer-lived property and
transportation property). The new law also includes
a special long-term accounting rule for bonus
depreciation.

Code Sec. 179 expensing. The new law increases
the maximum amount a taxpayer may expense
under Code Sec. 179 to $500,000 and raises the
phase-out threshold to $2 million. Enhanced Code
Sec. 179 expensing is available for tax years begin-
ning in 2010 and 2011. The new law also allows
taxpayers to expense qualified leasehold investment
property, qualified restaurant property and qualified
retail improvement property. The maximum amount
with respect to real property that may be expensed,
however, is limited to $250,000.

Start-up expenditures. A certain amount of quali-
fied business start-up expenses may be deductible
in the tax year in which the active trade or business
begins. The new law increases the amount of start-
up expenditures that a taxpayer may elect to deduct
from $5,000 to $10,000 for tax years beginning in
2010.

S corporation built-in gains tax. A C corporation
that converts to an S corporation generally must
hold any appreciated assets for 10 years following
the conversion or, if disposed of earlier, pay tax on
the appreciation at the highest corporate level rate
(currently 35 percent). The American Recovery and
Reinvestment Act of 2009 (2009 Recovery Act)
temporarily shortened the usual 10-year holding
period to seven years for dispositions in tax years
beginning in 2009 and 2010. The new law further
shortens the holding period to five years in the case
of any tax year beginning in 2011, if the fifth year in
the recognition period precedes the tax year begin-
ning in 2011.

Small business stock. To encourage investment in
small businesses, the American Recovery and Rein-
vestment Act of 2009 temporarily increased the
percentage exclusion for qualified small business
stock acquired after February 17, 2009 and before
January 1, 2011 to 75 percent. The new law raises
the exclusion to 100 percent for qualified stock
issued after the date of enactment and before Jan-
uary 1, 2011. The stock must be acquired at
original issue from a qualified small business and
held for at least five years.

General business credit. The new law extends the
carryback period for eligible small business credits
from one to five years. Eligible small business cred-
its are defined for purposes of the new law as the
sum of the general business credits determined for
the tax year with respect to an eligible small busi-
ness. The extended carryback provision is effective
for credits determined in the taxpayer’s first tax year
beginning after December 31, 2009.

PROVISIONS FOR INDIVIDUALS
Retirement savings. The new law includes several
provisions to encourage retirement savings. With
many employees now saving for retirement using
401(k) plans, the new law provides a major Roth
conversion option that can mean significantly more
dollars available at retirement. Under the new law,
if a Code Sec. 401(k), 403(b) or governmental
457(b) plan now sets up a qualified designated
Roth contribution program, a distribution to an
employee or surviving spouse from a non-desig-
nated Roth account under a plan may be rolled over
to a designated Roth account within the same plan.
To do this the plan must contain a qualified desig-
nated Roth contribution program that allows
rollovers from eligible distributions. This would
involve amending the plan and setting up new plan
features. The IRS is expected to provide employers
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IRA & Retirement Savings - Have you maxi-
mized your contributions? Remember that if you
are 50 by year-end you are allowed to contribute
additional amounts to retirement plans and IRAs.

Deferring or Accelerating Income - Depending
on your situation, you may benefit by deferring
income into 2011 or accelerating it into 2010.
Note that if Congress does not act to extend the
reduced capital gains rates, beginning in 2011
the capital gains rates will revert back to pre-
2001 levels, or up to a maximum of 20% for all
taxpayers.

Deduction Planning for Individual Returns - An
expense is only deductible in the year in which it
is actually paid. To maximize the benefits of both
the standard deduction and itemized deductions,
consider adjusting the timing of your deductible
expenses so that they are higher in one year and
lower in the following year. You can do this by
making deductible payments in 2010, such as
your fourth quarter state tax payment or charita-
ble contributions.

Child Tax Credit - A tax credit of $1,000 per
qualifying child under the age of 17 is available
this year (subject to income limits). In order to
qualify for 2010, the taxpayer must be allowed a
dependency deduction for the qualifying child.
Unless Congress extends the current amounts,
the credit amount is scheduled to drop to $500
per child in 2011. 

Education incentives - There are several differ-
ent deductions and credits available relating to
costs of higher education (income limitations
apply). Some of these incentives may not con-
tinue unless extended by Congress.

Kiddie Tax - The kiddie tax can apply to
unearned income of children up to the age of 23. 

Energy Incentives - Until 2016, tax incentives
are available to taxpayers who install certain
energy efficient property in their homes such as
photovoltaic panels and solar water heaters.
Additionally, the non-business energy property
credit was re-enacted for qualifying property
including windows, exterior doors, insulation, and
other energy efficient building property that
meets certain energy standards. The credit is
30% of the cost of the improvement(s), up to a
maximum credit of $1,500 (the combined credit
for both years cannot exceed $1,500). The prop-
erty must be installed by 12/31/10.

Business Deductions - If you place in service
new business equipment before the end of the
year you may be allowed a current deduction for
the entire purchase price. See “Small Business
Jobs Act of 2010” for additional information. 

NOL - If your business suffers a net operating
loss for 2010 you generally can apply that loss
against taxable income going back two tax years.
Doing this could generate tax refunds.

Small Employer Pension Plan Startup Cost
Credit - Certain small business employers may
be entitled to a nonrefundable income tax credit
for expenses of establishing and administering a
new retirement plan for employees. 

Employer-Provided Child Care Credit - Employ-
ers may claim a credit for a percentage of
“qualified child care expenditures” incurred to
support employee child care or child care
resource and referral services. 

Work Opportunity Credit - The work opportunity
credit is an incentive provided to employers who
hire individuals in groups whose members histor-
ically have had difficulty obtaining employment. 

Credit for Employee Health Insurance
Expenses of Small Employers - Eligible small
employers are allowed a credit for certain expen-
ditures to provide health insurance coverage for
its employees. 

Business Credit for Retention of Certain
Newly-Hired Individuals in 2010 - For qualified
employers the current year general business
credit is increased for each retained worker.

Carryback of Business Credits - Pursuant to a
new law enacted in September, the credit carry-
back period for eligible small business credits is
extended from one to five years. 

If you have any questions, please do
not hesitate to call. We are happy to
meet with you at your convenience to discuss
the strategies out-
lined above. There
is still time to
implement these
strategies to mini-
mize your 2010
tax liability. 

with a remedial amendment period that allows the employer to offer this
option to employees (and surviving spouses) for distributions during 2010
and then have sufficient time to amend the plan to reflect this feature.  If an
amount is rolled over in 2010, the new law helps ease that tax liability by
treating the taxable converted amount as included ratably in income in equal
amounts for 2011 and 2012 unless the taxpayer elects otherwise. The des-
ignated Roth provisions in the new law are effective for distributions made
after the date of enactment.

Self-employment. Individuals who are self-employed may claim a deduction
for qualified health insurance costs for income tax purposes. For self-employ-
ment taxes, the self-employed individual cannot deduct any health insurance
costs. The new law allows the deduction for the cost of health insurance in
calculating net earnings from self-employment for purposes of self-employ-
ment (FICA) taxes.

REVENUE RAISER
Rental property expense payments. Congress has enacted a number of
provisions to enhance tax filing accuracy. The new small business act con-

tinues this trend by imposing information reporting requirements on certain
recipients of rental income. Rental income recipients making payments of
$600 or more to a service provider will file an information return with the
IRS and the service provider. Service providers for purposes of the new law
include electricians, painters, roofers, and others. The new rental property
expense information reporting requirement applies to payments after
December 31, 2010.

Many provisions in this new law are tempo-
rary so you will need to act now to take
advantage of planning opportunities for the
remainder of the year. Please contact our
office if we can help you with your plans to
benefit from the new law. 

Several recent cases have resulted in taxpayers being denied deductions for business expenses due to lack of ade-
quate records to properly substantiate the deduction. The IRS is stressing greater compliance in this area and in some cases not only were
deductions denied but accuracy related penalties were also imposed. We are required to obtain a certain level of documentation in order to
prepare a tax return.  While we may in good faith rely, without verification, on information furnished by the taxpayer or by third parties, we can
not ignore the implications of information furnished and should make reasonable inquiries if the information furnished appears to be incorrect,
incomplete, or inconsistent either on its face or on the basis of other facts known to us. Additionally, the professional standards of the American
Institute of Certified Public Accountants indicates that if the tax law or regulations impose a condition with respect to deductibility or other tax
treatment of an item, such as maintenance of books, records, or other substantiating documentation to support the reported deduction we
should make appropriate inquiries to determine if the required substantiation has been met.

We offer the following guidance, from IRS publication 583, to assist you in maintaining adequate records and providing those records to us
so that we may prepare your tax return.

2010 Small Business Jobs Act 
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Electronic Tax
Deposit System
(EFTPS)

—Diane Bonafiglia

On August 19, 2010 IRS New Release
2010-92 was released announcing pro-
posed regulations that would require all
Federal tax deposits to be made using the
Electronic Tax Deposit System (EFTPS)
beginning January 1, 2011.  Depositing
electronically offers many advantages over
the paper coupon system.  It allows deposits
to be made at any time, from a computer or
telephone, and allows you to schedule
deposits in advance.

Enrolling in EFTPS is easy... 
log on to www.eftps.gov
� You will need to get together the information
required.  Your taxpayer identification number
(employer identification number or social secu-
rity number), your financial institution routing
and accounting number, and the exact spelling
of your name and address as it appears on your
IRS tax documents.

� Select business or individual enrollment
under the enrollment tab, and complete the
requested information, then just click submit.

� In 10-15 days after your online enrollment,
you will receive an EFTPS confirmation package
by mail with instructions on how to obtain your
Internet Password by phone.  Your PIN will be
mailed separately to your address as shown in
the IRS records.

You must have an Internet Password and PIN to
use EFTPS online.

Paying with EFTPS online
Once you have received your PIN and obtained
your password, payments are made at
www.eftps.gov.  Click on “Make a Payment” from
the home page.  Select the federal tax you wish
to pay, follow the prompt to enter the tax pay-
ment amount, tax period, and settlement date.
Your EFT Acknowledgment Number acts as a
receipt of your instructions, make note of your
EFT Acknowledgment Number or print your pay-
ment confirmation page for your records.

NYS has a similar electronic payment system
available.  Please go to www.tax.state.ny.us to
register.  If you have any questions or need
help with enrollment, please contact us.

Year End Tax Planning 
—Robin J. McDaniel, CPA
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Substantiation of Business Expenses
—Laurie Hensley, CPA

Business Expenses
To be deductible, a business expense must be
both ordinary and necessary. An ordinary expense
is one that is common and accepted in your field
of business, trade, or profession. A necessary
expense is one that is helpful and appropriate for
your business, trade, or profession.

Kinds of Records to Keep
Except in a few cases, the law does not require
any specific kind of records. You can choose any
recordkeeping system suited to your business
that clearly shows your income and expenses. In
addition, you must keep supporting documents.

Travel, Entertainment and Business
Gift Documentation 
The IRS reminds taxpayers that while documen-
tation is needed for all deductions, there are
specific guidelines to be followed when deducting
travel, entertainment and gift expenses.  In
general, simply showing that you incurred an
expense is not sufficient. You need to maintain
written records to support the amount, the time,
the place, and the business purpose of the
expense. Specifically all business meals and
entertainment should be supported by written
evidence including who, when, the business rela-
tionship and the business purpose of the
expense.

Vehicle expenses should be supported by vehicle
mileage logs or diaries. (See Publications 463
and 535 at IRS.gov for additional information)

Mileage log - You should record the following in
your log:

3 Expenses incurred
3 Starting odometer reading
3 Ending odometer reading
3 Mileage
3 Date
3 Destination
3 Business purpose of trip

Additional rules apply for out of town or foreign
travel. Please contact our office for additional
information.

Please contact one of our offices for more
information.

“...simply showing that you incurred an expense is
not sufficient. You need to maintain written records
to support the amount.”

Congress recently passed the
Small Business Jobs Act of 2010.

The purpose of this bill is to 
provide incentives during these

tough economic times.2

As 2010 draws to a close, there is still time to reduce your 2010 tax bill
and plan ahead for 2011. We have highlighted several potential tax-sav-
ing opportunities for you to consider. There are exceptions and limitations
to every rule so please contact us if you would like more information.




