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A Business Scorecard

Hello,
When on a family trip, drivers rely
on three instruments. The speedometer
tells them how they are doing at that
moment in time, the gas gauge tells
them their current resources and the
odometer tells them how far they have
progressed towards their destination.
Using these three, drivers can answer
important questions (Are we there
yet?) and make critical decisions (stop
for gas or keep driving?).
Businesses have a similar set of
instruments to gauge their progress.
The monthly writeup gives a short term
view of how the business is doing and
the accounts statement shows what
resources are currently available.
But too many businesses are missing the third piece, the balance sheet,
which gives them the longer term view
of firm’s growth and prosperity. Lacking a balance sheet, it is easy to get
wrapped up in immediate problems
and lose sight of the big picture.
In this issue we take a look at the
type of information that balance sheets
can provide and how to use them to
guide your business decisions. I hope
you find the information helpful.

Dwain Smith, CPA

When it comes to managing personal and business
finances, there are different types of financial data one
needs for different time periods.
For immediate purchases, it is enough to check how
much cash you have in your wallet or bank account before stopping by Weis Markets to grab some groceries.
Then there is the monthly write up, where all the bank
statements are reconciled and a statement is prepared
showing what money came in that month, how it was
spent and how much cash you have left on hand. The
next step is quarterly and annual income statements, or
profit and loss statements, that detail the cash flows for
that period of time and show how much is left over after paying all the bills.
Each of these types of information has its place, but
many business owners are missing what may be the
most important piece: the top level view of their overall
financial condition that only balance sheets provide.

A Multi-Year View
Successful business owners are concerned with
much more than the monthly or even the yearly fluctuations in their income and expenses. They are really interested in building their overall financial condition
throughout their lifetime, and leaving something behind
(Continued on page 3)

Meet Erika Nutinsky

When you visit our office, the
first person you are likely to see
is Erika Nutinsky, our admin
assistant and future CPA.
“Dealing with the IRS can be
very stressful,” she says. “I like to
make people comfortable, calm
them down and reassure them that

everything will work out fine.”
Erika grew up in Philadelphia
and received her bachelor’s degree
from Lassell College, a school
near Boston that gives students
practical experience in their
professions before they graduate.
As part of her education, Erika
spent two years working in special
events at Walt Disney World
Resort, providing guest services
and training new employees.
After graduation, she returned
to Pennsylvania and started
working for our company in
2009, answering phones and
helping with payroll and tax

assembly. She will be finishing
her accounting degree at Kaplan
University later this year and will
then sit for her CPA exam.
“Dwain has taught me a lot
about how to be a good
accountant,” she says. “Not only
does he give good advice to
clients, but he also knows how to
explain financial issues so people
can understand them.”
Erika lives in York with her
fiancé Ryan. Work and school
doesn’t leave her much free time,
but when she does have some she
likes to get outside, to go hiking
or kayaking.

What Our Clients Are Saying
22 years ago, I started Guardian CSC Corp., which provides
clean water solutions for power
plants, factories, hospitals and
commercial buildings. During
that time we have gone from a
struggling group of two or three
people, to the point now where
we are doing well and can weather an economic downturn.
The key to our success has
been assembling the right group
of teammates. My field personnel, for example, can’t just be
good technicians; they also need
the people skills required to
smoothly handle the relationships
with our customers.
For areas outside our core
business activities, I have also
assembled a team of experts
whose skills and advice I rely on.

While I can operate a computer,
my main expertise is in chemistry so I have an IT person I can
trust to keep our
computers running.
And, though I am a
successful
businessman, I am not a
financial expert, so
for the last 20 years
I have relied on Dwain Smith and
his staff to provide me with excellent tax and accounting services.
More importantly, over the
years, Dwain has become the right
hand man I lean on when I need
advice or want to look at a long
term plan. He is always available
when I have an idea to bounce off
him and is very good at spotting
the pitfalls I was missing.

Guardian CSC provides clean water
solutions throughout the Mid Atlantic.

Dwain is straightforward and
has impeccable integrity. I appreciate having someone on my
team who doesn’t just agree with
me, but has no problem telling
me that some idea I have won’t
work and then helping me come
up with a better solution. His services are just as valuable as any
other major component of my
business.

Bruce T. Kettrick

A Business Scorecard
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for their children and grandchildren. Buying land, building a
store, purchasing equipment, taking out a mortgage for a house,
sending children to college or
planning for retirement, are all
actions where the expenses and
eventual payback take place over
a period of decades.
That is where the balance
sheet comes in. Unlike other
types of financial reports which
show transactions over a period
of time, the balance sheet is a
snapshot of the financial condition at a single moment in time. It
compares the total assets (cash,
buildings, equipment, investments, accounts receivables, inventory) and the total liabilities
(loan balances, accounts payables). The difference between the
assets and liabilities shows how
much equity the owners have in
the company.
The balance sheet is your
overall scorecard for the business. Over the years as you have
gotten money in and spent it, the

1099 Update
In Issue 2, we talked about
provisions in the healthcare bill
that would require businesses to
issue hundreds of millions of additional 1099s each year.
Under existing law, companies only have to give 1099s to
service providers. Under the new
law, companies would also have
to collect tax IDs from and send

net result should have been a
steady increase in wealth. The
balance sheet shows whether, as a
result of your hard work and investments, your wealth is growing, staying the same, or shrinking. You can then use that data to
guide your long term decisions.

Balance Sheets and Taxes
By relying only on annual
income statements people can
wind up paying far more in taxes
than they should. Since income
and expenses can frequently be
allocated to different fiscal years,
it is important to take a multiyear view. In addition, anual net
operating losses can be carried
back for up to five years to get a
refund on previous taxes paid, or
they can be carried forward for
up to 20 years to reduce the future tax burden. That is why,
when preparing taxes, it is important to start out with a balance
sheet before looking at the individual year’s income statement.
But this has to be done right,
taking into account all the differ-

ent factors that can reduce your
taxes or increase your refund. For
example, many business owners
can benefit from deducting their
home office expenses, but that
deduction can’t be taken in years
where you report a loss. It may,
therefore, be better to allocate
some income to that year and
take the deduction, leaving some
losses to reduce the taxes paid in
another year.
Only by having complete financial information covering multiple years can you make the best
decisions both for growing your
wealth and reducing your taxes.

1099s to any vendor of goods.
As a Wall Street Journal editorial stated: “Think about a
midsized trucking company. The
back office would have to collect
hundreds of thousands of receipts
from every gas station where its
drivers filled up and figure out
where it spent more than $600
that year. Then it would also
need to match those payments to
the stations' corporate parents.”

Even the Treasury Department’s Taxpayer Advocate stated
that the costs of compliance
would be "disproportionate as
compared with any resulting improvements in tax compliance."
In April, after a year of intense lobbying by business organizations, Congress passed and
President Obama signed a bill
eliminating that burdensome requirement.

How to Read a Balance Sheet
Balance sheets have two sides: assets and
liabilities. Assets are items that have a
positive financial value such as
inventory, machinery, property and
cash in the bank.
Liabilities are items with
a negative financial value
such as accounts payable,
loans and accrued expenses.
Short-term liabilities are those
which are due within a year, longterm liabilities are payable over more
than one year, such as a building loan.
If the assets are greater than the
liabilities, the amount left over is called equity.

The equity figure alone is not enough to
determine the health of a business. For example,
inventory is an asset, but if it is too high and
growing, the products aren’t selling.
Looking at the other side of the ledger,
total debt may be low, but if it is all
short term, it may mean an
upcoming cash-flow crisis.
Call our office today and
schedule an appointment to
analyze your business
finances. We can help you
unlock the secrets hidden
within those numbers and show
you how to increase your profitability.

OOPS —THERE’S A TYPO
We have hidden a typo in our newsletter. Be the first to find it and email us at
teresa@smithandcompanycpas.com

You can WIN $20.
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