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Thismay beagood year
(unfortunately) to
consider some tax

planning concepts that you may not have
considered.

HARVEST TAX LOSSES — With the
decline in the stock market, you may have
some paper losses that could be converted
into tax deductions. Priceout your portfolio
against your tax basis (not the high values
of recent times). The loss securities can
be sold to generate tax deductions. Those
losses can offset capital gains and an
additional $3,000 of regular income each
year. Do you have some loss stocks you
want to sell anyway? Do you have some
gain stocks you would like to sell but are
afraid of the capital gains? Harvesting tax
losses may help your tax bill and diversify
your portfolio. Watch the wash sale rules
for loss sales — you cannot buy back the
same stock for 60 days — 30 before the
loss sale and 30 after. This rule does not
apply to sales for gains.

BUY DEPRECIABLE BUSINESS
EQUIPMENT — Are you considering
buying equipment sometime in the next 6
monthsor so? Consider buying it thisyear.
You can write off up to $24,000 of the cost
on al equipment purchases, plus 30% of
the remaining cost, plus the regular
depreciation onthebalance—all inthisyear.
A $100,000 purchase could generate a
$58,000 deduction in thefirst year or atax
savings of $23,000 (at 40% tax rate). And
you do not have to have paid for the
equipment this year.
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NET OPERATING LOSSES - Is your
business going to have aloss this year? Could
you makeit larger by postponing income to next
year and accelerating deductions to this year
(easiest with cash basisaccounting)? If yes, then
you can carry that loss back 5 years, deduct it in
that earlier year, and get a REFUND!

GIFT DEPRESSED STOCKS - You can
make gifts to your children measured by the
current price and not the potential value (or what
it was ayear ago and what you think — hope — it
will be in the future). Each taxpayer can give
$11,000 (used to be $10,000) per person per year.
The value on the date of the gift is the measure
of that $11,000. Thus, agift of depressed stocks
can pack more future value into that same
$11,000. Watch the tax basis. It is given aong
withthestock. If you haveacapital gain problem
(even though the stock is depressed), then you
are giving that to your kids also. If the kids sell
the stock for a loss, they cannot use your old
basis but must use the value on the date of the
gift. A depressed gift can lose the loss potential .

LOW INTEREST RATES — Consider sales
or loans to your children. The interest rates can
be locked at today’s very low rates. Hopefully
your children can use the assets or |oan proceeds
to make much more than the low interest rates.
Thisadditional valuewill betheirsand notincluded
in your estate.

ESTATE TAX PLANNING - Most
commentators do not expect congress to ever
let the estatetax die. Consider gifting techniques
now whilevaluesandinterest ratesarelow. Keep
in mind thetax basis—agift givesaway your old
(low?) basis. Passing it through your estate gets
anew basis as of that date.

Please turn to Tax Planning on Page 4



Shoring up Investor Confidence: Corporate Accounting Reform

trustintheintegrity of reported corporate earnings.

When news of fraudulent activitiesat certainlarge
companiesgreatly weakened investor confidencethisyear,
Congress and the President responded with a corporate
accounting reform law — the Sarbanes-Oxley Act of 2002
(the*2002 Act”) — whichwas signed into law on July 30,
2002.

Q merica sfinancial markets stand on afoundation of

Impact on Business Owners

The requirements of the 2002 Act apply
to companies that issue publicly traded
securities, their executives, and auditors.
Therefore, privately owned companies
generally are not affected. The new
corporate accounting reform doesnot in
any way disturb the rel ationship between
privately owned companies and their
accountants. Thus, aslong asyour business
does not issue (and has not registered to
issue) publicly traded securities, we can
continue to provide you with the same
range of services— both audit and non-
audit— that we have been providing until
now, even if your company has several
shareholders.

New Rules for Public Corporations

Under the2002 A ct, chief executiveofficersand chief financid
officersmust certify (based on each executive sknowledge)
that each annual or quarterly financial report issued isnot
mideadingandthat it fairly presentsthe company’sfinancia
condition and resultsof operationsasof and for thereported
periods. Additional certificationsregarding theeva uation of
internal controlsand disclosureof significant deficienciesin
those controlsalso arerequired.

Companieswill haveto discloseany materia changesintheir
condition more quickly than previoudy required. The 2002
Act requires stricter disclosures of transactions between
companies and their directors, officers, and principal
stockholders. Personal loans to executive officers and
directorsare prohibited, athough aloan existing on July 30,
2002, is" grandfathered” aslong asitisnot materidly modified
or renewed on or after that date.

In addition to these changes, the new law provides that each
member of apublic company’ saudit committee must beadirector
of thecompany and must be* independent.” Essentidly, thismeans
an audit committee member may receive only “board-related”
compensation and may not be an “affiliated person” of the
corporation (such asacompany executive).

New Rules for Accounting Standards and Oversight

The 2002 Act establishesanew five-member
oversight board under the jurisdiction of the
Securitiesand Exchange Commission that will
regulatetheauditing of public companiessubject
tothesecuritieslaws. Only accounting firmsthat
register with the board will be ableto prepare
or issue audit reports on publicly traded
companies. Theboard will establish auditing
standardsfor theregistered firmsand conduct
periodicingpectionsof thefirms.

During the period when auditing servicesare
being performedfor aclient company, registered
firmswill not bealowed to providetheclient
with certain non-audit services. Among others,
these servicesinclude: bookkeeping or other
accounting or financia statement services, financial information
systemsdesign andimplementation, gopraisd or vauation services
and fairness opinions, actuarial services, and management
functionsor human resources. Tax servicesmay beprovided only
if approved by the company’saudit committee.

New Rules To Limit Securities Analyst Conflicts and
Provide Notice of Pension Blackouts

The 2002 Act contains provisionsintended to prevent conflicts
of interests for securities analysts whose firms also conduct
investment banking businesswith apublicly traded company.
Additiona provisonsof the2002Act requiredefined contribution
retirement plansto provide participantswith advance notice of
“blackout” periods— periods of morethan three consecutive
businessdaysduringwhichtheir ability todirect or diversfy their
planinvestmentswill be suspended or restricted. Directorsand

(Continued on page 4)



Staff News

Congraulations
toAndreaHill
and her
husband Brian
onthebirth of
their daughter
AllisonTaylor
Hill. She
arivedon
September

ThomasHongjoinedthe
firmin August as a Staff
Accountant. Thomas
graduated from California
Polytechnic State
University, San Luis
Obispo with a bachelors
degreein accounting.

Michael Olivaresjoined
thefirmin September asa
Saff Accountant. Micheel
graduated from the
University of California
Santa Barbara with a
bachelors degree in
accounting.

9th. Allison hasabig brother...8-year old

Bobby.

The CPA Exam Reaults:

Congratulationsto Jaclyn Hall! She
passed al 4 parts!

2002 Governmental Client
Continuing Professional Education Day

On August 30, 2002
Burt Armstrong, CPA

and firm principal, kicked off
the 4th annual continuing
professional education day.
Clients, staff and interested
organizationsjoinedthefirmfor
an 8 hour session. Burt first
introduced guest speaker

Frank Crawford, CPA. Frank
isaCertified PublicAccountant
practicing governmental
accounting out of Oklahoma
City, Oklahoma. He led the
group through severa hurdles
of GASB 34 and covered
three case studiesto show how
financial statements become
transformed after implementing
the new pronouncement.

In the afternoon, Rosalva
Flores, CPA - Senior
Accountant and Rebecca
Thomas, CPA - Senior

Accountant discussed dl of thenew
Governmental  Accounting
Standards Board pronouncements.
Julie Auvil, CPA - Senior
Accountant discussed Management
Discussion and Analysisand how
to include this new section into
governmenta financia statements.
Later Eric Xin, CPA - Audit
Manager gave everyone an
overview of the Yellow Book
updates.

Theday waswrapped up with Burt
Armstrong's talk on Corporate
Governance and the changes in
audit standards. Withtheriseand
fall of Enron and communications
giant Worldcom, it hasmeant many
new billsbeing passed into law to
assist with controlling fraudulent
accounting practices.

Brown Armstrong Speakers
(From the left; Rosalva Flores,
Rebecca Thomas, Burt Armstrong,
Julie Auvil and Eric Xin)
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officerswill not beableto purchaseor sall company stock during

blackout periodsinwhich at least half of aplan’sparticipants B S S S SHFRRIRT N N o) = A N r = sl st
are suspended from purchasing or selling the stock.

VALUATIONS

New Penalties and Safeguards

The 2002 Act increases the penaltiesfor corporate financial
fraud and violations of the pensionlaw. Moreover, thenew law
contains measures designed to protect employeesof publicly
traded companieswho lawfully provideinformation or assstin
aninvestigation regarding violations of the securitieslawsor
fraud against shareholders. Under theAct, itisagainst thelaw
tofire, demote, suspend, harass, or threaten such employees.

Unchanging Commitment

Thesgnificant corporate accounting reformssummari zed above
were enacted in response to the misguided actions of certain
individuasinafew firms. You can be confident that throughout
thistroublesome period, neither our commitment to thehighest
professional standards nor our tradition of trustworthy client
service haschanged. You a so can besurethat wewill continue
to provide accounting, auditing, tax, and business consulting
serviceswith integrity and the highest regard for your trustin
our firm.




