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FROM
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Tax planning is a year-round
exercise, but is especially top of
mind during these first few months of
the year. We hope this month’s
Directions will have some useful tips
& knowledge for you and for those
you care about. As your trusted
advisers, we greatly appreciate your
continued trust!

DIRECTIONS FOR LIFE

Where there is no revelation, people
cast off restraint; but blessed is the
one who heeds wisdom'’s instruction.

Proverbs 29:18
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How can | get a tax break for child care?
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DIRECTIONS

The Investor’s Guide to Financial Management

Due Date Approaches for 2018 Federal Income Tax Returns

Tax filing season is
here again. If you
haven't done so
already, you'll want
to start pulling things
together — that
includes getting your
hands on a copy of
your 2017 tax return
and gathering W-2s,
1099s, and
deduction records. You'll need these records
whether you're preparing your own return or
paying someone else to prepare your tax return
for you.

Don't procrastinate

The filing deadline for most individuals is
Monday, April 15, 2019. Residents of Maine
and Massachusetts have until April 17, 2019, to
file their 2018 tax return because April 15,
2019, is Patriots' Day and April 16, 2019, is
Emancipation Day.

Filing for an extension

If you don't think you're going to be able to file
your federal income tax return by the due date,
you can file for and obtain an extension using
IRS Form 4868, Application for Automatic
Extension of Time to File U.S. Individual
Income Tax Return. Filing this extension gives
you an additional six months (to October 15,
2019) to file your federal income tax return. You
can also file for an extension electronically —
instructions on how to do so can be found in the
Form 4868 instructions.
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Filing for an automatic extension does not
provide any additional time to pay your tax.
When you file for an extension, you have to
estimate the amount of tax you will owe and
pay this amount by the April filing due date. If
you don't pay the amount you've estimated, you
may owe interest and penalties. In fact, if the

IRS believes that your estimate was not
reasonable, it may void your extension.

Note: Special rules apply if you're living outside
the country or serving in the military and on
duty outside the United States. In these
circumstances you are generally allowed an
automatic two-month extension (to June 17,
2019) without filing Form 4868, though interest
will be owed on any taxes due that are paid
after the April filing due date. If you served in a
combat zone or qualified hazardous duty area,
you may be eligible for a longer extension of
time to file.

What if you owe?

One of the biggest mistakes you can make is
not filing your return because you owe money.
If your return shows a balance due, file and pay
the amount due in full by the due date if
possible. If there's no way that you can pay
what you owe, file the return and pay as much
as you can afford. You'll owe interest and
possibly penalties on the unpaid tax, but you'll
limit the penalties assessed by filing your return
on time, and you may be able to work with the
IRS to pay the remaining balance (options can
include paying the unpaid balance in
installments).

Expecting a refund?

The IRS is stepping up efforts to combat
identity theft and tax refund fraud. New, more
aggressive filters that are intended to curtail
fraudulent refunds may inadvertently delay
some legitimate refund requests. In fact, the
IRS is now required to hold refunds on all tax
returns claiming the earned income tax credit or
the refundable portion of the child tax credit
until at least February 15.

Most filers, though, can expect a refund check
to be issued within 21 days of the IRS receiving
a return. However, delays may be possible due
to the government shutdown.
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A business owner should be

aware of some recent
federal tax legislation
changes. Many of the
changes can affect the
bottom line for the business
and the business owner. A
business owner may wish to
reconsider some of his or
her tax strategies.

Note: The corporate tax
provisions have been made
permanent, but most other
changes affecting individual
taxpayers are scheduled to
expire after 2025.
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Nine Things a Business Owner Should Know After Tax Reform

As a business owner, you should be aware of
some recent federal tax legislation changes.
Many of the changes can affect the bottom line
for the business as well as you as the business

6. Under a new provision, an excess business
loss cannot be deducted. An excess business
loss is equal to the amount by which your total
deductions from all of your trades and

owner — some in a good way and some in a bad businesses exceed your total gross income and

way.

1. The taxable income of a C corporation is now
taxed at a flat 21% rate. Previously, the tax
rates generally ranged from 15% to 35% (but
some income was taxed as high as 39%).
There is no longer a corporate alternative
minimum tax.

2. Individual income tax rates have been
reduced to 10%, 12%, 22%, 24%, 32%, 35%,
and 37%. Net long-term capital gains and
qualified dividends continue to be taxed
generally at 0%, 15%, and 20%, depending on
the amount of your taxable income.

3. A new pass-through income deduction is
available to many owners of sole
proprietorships, partnerships, and S
corporations. This deduction is for up to 20% of
qualified business income (QBI) from such
business entities. If your taxable income
exceeds certain thresholds, the deduction is
limited based on factors such as the wages and
qualified property of the business. Additionally,
individuals with higher taxable incomes may not
be able to claim a deduction if the business
involves the performance of services in fields
that include health, law, accounting, performing
arts, consulting, athletics, and financial
services, among others.

4. Small businesses have the option of
expensing certain purchases under IRC Section
179 rather than depreciating the value of the
purchases over time. Up to $1,020,000 (in
2019) of qualifying Section 179 property can
now be expensed. The amount that can be
expensed is reduced to the extent that
qualifying property exceeds $2,550,000 (in
2019). These amounts are indexed for inflation
and may increase in future years.

5. When a business purchases an asset, the
business can generally deduct the cost of the
asset over a period of time. For qualified
property purchased after September 27, 2017,
first-year bonus depreciation of 100% is
available if the property is placed in service
before 2023 (2024 for certain property). The
100% allowance is phased down by 20% each
year after 2022 (or 2023 for certain property).
The 100% bonus depreciation essentially
allows business property to be expensed,
rather than deducting the cost of depreciable
property over a number of years.

gains from all of your trades and businesses
plus $250,000 ($500,000 in the case of a joint
return). As before, losses from a passive trade
or business activity may be limited under the
passive loss rules. The passive loss rules are
applied before this new limitation is determined.
Disallowed excess business losses are treated
as a net operating loss carryover to future tax
years.

7. A net operating loss generally arises when a
taxpayer's deductible expenses for a year
exceed its gross income. Previously, a net
operating loss for the current year could be
carried back to prior tax years and forward to
future tax years as a deduction against taxable
income. The deduction for a net operating loss
for a taxpayer other than a C corporation is nhow
limited to 80% (previously 100%) of taxable
income computed without regard to this
deduction. Even though a net operating loss
can no longer be carried back two years, it can
still be carried forward for up to 20 years,
subject to the deduction limit in the carryover
years. Certain farming losses may now be
carried back only two years (rather than five
years), as well as carried forward for 20 years.

8. A like-kind exchange provision allows
property to be exchanged tax-free under certain
circumstances. The general like-kind exchange
provision now applies only to exchanges of real
property held for use in a trade or business or
for investment and not to exchanges of
personal or intangible property. For example,
assume you own your office building without a
mortgage. You are interested in moving to a
new office building. If you sold your current
office building, you would recognize capital
gains. If instead you exchanged your current
office building for the new office building in a
like-kind exchange without receiving any cash
or non-like-kind property, you would not
recognize any capital gains at the time of the
exchange.

9. A deduction is no longer allowed for
entertainment expenses. Food and beverages
provided during entertainment events are not
considered entertainment if purchased
separately from the event. Taxpayers may still
deduct 50% of the expenses for business
meals.
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This article is a brief

overview of some of the
common financial ratios that
business owners use to
evaluate their organizations'
success. It is by no means a
comprehensive list. An
accountant or financial
professional can help you
determine the most
appropriate ratios for your
business and industry.
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Key Financial Ratios for Small-Business Owners

Financial ratios are an important tool in any
business owner's toolbox. Used to measure a
business's condition and performance, financial
ratios help you evaluate your organization's
financial status and rate of success. They are
also used by those evaluating your business for
potential investment or lending opportunities.

Generally speaking, there are four categories of
financial ratios: liquidity, profitability, activity,
and leverage. Your balance sheet and income
statement will help you calculate the ratios
within each category.

Liquidity

Liquidity ratios assess your organization's
ability to meet its obligations in the short term.
Put simply, liquidity measures your firm's ability
to pay its bills.

Current ratio: This measures the amount of
debt relative to total assets (total assets divided
by total liabilities). A current ratio of at least 1
(ideally, greater) indicates your business has
enough assets to cover its current obligations.

Acid test or quick ratio: This ratio measures
your organization's ability to pay its current
obligations with accessible assets. In other
words, it helps you assess its "cash position."
The calculation is (cash and cash alternatives
plus marketable securities plus accounts
receivable) divided by current liabilities. The
higher the ratio, the stronger its position. A low
ratio could indicate a potential cash crunch.

Profitability

These ratios help measure how profitable your
organization is.

Gross profit margin: This ratio determines
how much remains after accounting for the cost
of goods sold (COGS) to pay for expenses,
taxes, interest, etc. It is calculated by dividing
gross profit by sales. (Gross profit equals sales
minus COGS.)

Net profit margin: Net profit allows you to
gauge how well your company is performing
per dollar of revenue. It is calculated by dividing
net income (income after expenses) by net
revenue (revenue after adjusting for discounts
and refunds). While growing revenue year over
year can be impressive, growing revenue
alongside a growing net profit margin
demonstrates strong overall management.

Return on assets: Calculated by dividing net
income by average total assets, this ratio
shows the organization's ability to generate
income relative to overall assets.

Therefore, it helps gauge management
effectiveness in putting those assets to use. (To
calculate average total assets, add the total
assets at the beginning and end of the year and
divide by two.)

Activity

Also known as efficiency ratios, activity ratios
measure how effectively your organization
manages its assets.

Accounts receivable turnover ratio: This
ratio is used to evaluate the quality of
receivables and to help determine how
successful your organization is in collecting
outstanding payments. It is determined by
dividing net sales by average receivables
outstanding over a given time period. (Average
receivables outstanding is calculated by adding
the beginning and ending balances of accounts
receivables over a period of time and dividing
by two.)

Inventory turnover ratio: This ratio can help
determine whether your company is efficiently
managing inventory. It is calculated by dividing
the COGS by the average inventory (the
average of the beginning and ending
inventories over a period of time). A high ratio
may indicate that inventory typically runs low
and may present a risk of "selling out." By
contrast, a low ratio may indicate that product is
overstocked or not moving well for a particular
reason that might warrant further investigation.

Leverage

Also known as debt, coverage, or solvency
ratios, leverage ratios can help assess whether
debt levels are appropriate.

Debt to asset ratio: This ratio measures the
percentage of assets that is financed with debt,
rather than equity. The calculation is total debt
divided by total assets.

Debt to equity ratio: This ratio compares an
organization's total debt to its total equity. The
calculation is total liabilities divided by total
equity. A high ratio may indicate a business has
assumed a great deal of risk.

Understand your industry's
benchmarks

Before evaluating your organization's financial
ratios, it may be helpful to understand ratio
benchmarks within your industry. What may
seem like a high or low ratio on its own may
actually be in line with other, similar operations
in your field.
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Past performance may not be indicative of future
results. Different types of investments involve varying
degrees of risk, and there can be no assurance that
future performance of any specific investment,
investment strategy, or product or any
non-investment related content made reference to
directly or indirectly in this newsletter (including
investments and/or strategies recommended or
undertaken by Smith Capital), will be profitable, equal
any corresponding indicated historical performance
level(s), be suitable for your portfolio or individual
situation, or prove successful. Due to various factors,
including changing market conditions and/or
applicable laws, the content may no longer be
reflective of current opinions or positions. You should
not assume that any discussion or information
contained in this newsletter serves as the receipt of,
or as a substitute for, personalized investment advice
from Smith Capital. If a reader has any questions
regarding the applicability of any specific issue
discussed above to his/her individual situation,
he/she is encouraged to consult with a professional
advisor of his/her choosing. Smith Capital is neither a
law firm nor a certified public accounting firm and no
portion of the newsletter content should be construed
as legal or accounting advice. If you are a Smith
Capital client, please remember to contact Smith
Capital, if there are any changes in your
personalffinancial situation or investment objectives.
A copy of Smith Capital’s current written disclosure
statement is available upon request. Smith Capital is
an Investment Advisory Firm registered with the
SEC. Clients include pension and profit sharing
plans, endowments, trusts, and individuals. The
minimum portfolio size is $500,000.

Address inquiries to: Smith Capital 100 Morgan
Keegan Drive, Suite 410 Little Rock, AR 72202
Phone: 501-228-0040 Toll Free 800-866-2615
E-Mail: info@smithcap.com Website:
www.smithcap.com

How can | get a tax break for child care?

ﬂ More than 60% of children

é* () under age six in the United
‘. J . States have two parents in the

7 1 workforce.1 Many of these
working parents must spend a

burdensome share of their earnings on child
care, especially if they don't have relatives who

are willing and able to help out.

The following tax benefits may help you offset
some of the costs paid for a nanny, babysitter,
day care, preschool, or day camp, but only if
the services are used so you can work.

Child-care tax credit

Families with one qualifying child (typically age
12 or younger) can claim up to $3,000 per year
in child-care expenses; those with two or more
qualifying children have a $6,000 annual limit.
The credit is worth 20% to 35% of eligible
child-care expenses, depending on income. As
income rises, the credit amount drops until it
hits a minimum of 20% for households with
$43,000 or more in adjusted gross income.

For example, families with one qualifying child
can receive a credit of $600 to $1,050; those
with two or more children can receive a credit of
$1,200 to $2,100. A tax credit lowers a family's
tax liability dollar for dollar.

Dependent-care flexible spending
account (FSA)

Higher-income families may realize a bigger tax
benefit from an FSA if it is offered by an
employer. Up to $5,000 a year can be set aside
to cover eligible child-care costs for qualifying
children, and this money is free of federal
income tax and Social Security and Medicare
taxes. You are not allowed to use pre-tax
money from an FSA and take a credit for the
same expenses. However, after spending
$5,000 from an FSA, you may take a tax credit
for up to $1,000 in additional child-care
expenses if you have more than one child.

1 Child Care Aware® of America, 2017
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