
he recent drop in the world’s stock markets is
making even veteran investors shake their
heads. With the headlines screaming “Worst

week ever” and “Markets in panic,” it’s easy to see
why the regular person on the street is feeling nervous
right now.

Investors are often warned that the investment mar-
kets can be volatile—and, as we’re seeing these days,
that may be an understatement. Despite the sometimes
dramatic ups and downs that investors face, regularly
saving and investing long term in the markets has long
been a key to a financially secure future.

However, that approach gets seriously tested each
time the investment markets drop dramatically for a
prolonged period. And it’s no different this time.

What’s an Investor to Do?
So, is this market downturn foretelling the end of the
financial world as we know it?Will stocks ever return
to their former values during our lifetimes? Should we
just cash in everything and put the money in a metal
box in our backyards?

While no one knows the answers for sure, it’s

probable that, as with the market crashes of 1987 and
2002, we will also see the markets recover—maybe
even well beyond previous highs. In the meantime,
what should you do now?A lot depends on your goals
and your timeframe for meeting them.

If you are young and are saving for retirement, you
most likely have a lot of time to see your retirement
account recover. Young investors may want to con-
sider taking advantage of the low “bargain” stock
prices available now and start adding more stock or
stock fund investments to their retirement or savings
accounts. A simple way to take advantage of these
lower prices is to change your investment elections in
your retirement account. This will let you buy more
stocks or stock funds while they’re at discount prices.

If you are older and retirement is right around the
corner, you need to look closely at your options. If your
retirement accounts have experienced a serious loss, you
might need to revisit your investment strategy and your
retirement plans. You might have to work longer than
you planned or adjust your projected post-retirement liv-
ing style. You might need to increase your contribution
levels, sacrificing your current lifestyle for the future. In
any event, make sure your asset allocation (how your re-
tirement money is allocated among stock, fixed income
and cash equivalent investments) fits your current situa-
tion. Assuming you have several years left to allow the
market to potentially recover, now may be a good time
to convert your IRAaccounts to Roth IRAaccounts with
substantial tax savings for you now and in the future.

Should You Give Up on Investing?
Many investors have been hit hard over the past few
months.And, yes, it is difficult to think about the losses
you’ve likely suffered in your accounts. However, re-
member that while things may take some time to re-
cover, now is the time to think about your future and
plan how tomeet your financial goals despite the losses
the market has delivered. While these economic times
are certainly unprecedented in our recent history, they
also provide us with unprecedented opportunities to se-
cure a stronger financial future.

www.azworld.com

BILLINGS. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 406.245.5136
BOZEMAN . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 406.556.6160
BUTTE . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 406.782.0451
HELENA . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 406.442.1040
MISSOULA . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 406.721.7800
SEATTLE . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 206.382.9100

Surviving a Volatile Market
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he Internal Revenue Service specifically in-
cludes a corporate officer within the defini-
tion of “employee” for employment tax

purposes. When corporate officers perform services
for the corporation and receive (or are entitled to re-
ceive) payments, their compensation must be consid-
ered wages. These payments are not to be treated
merely as distributions of cash, property, or loans to a
shareholder. S-Corporations should not attempt to

avoid paying employment taxes by
having an officer’s compensation
treated as a distribution, a payment
for personal expenses, or a loan.
The corporate officer should be
paid a “reasonable wage” by the
corporation for the services he/she
performs for the corporation. This

reasonable wage should be paid as compensation and
is therefore subject to employment taxes. Reasonable
compensation should be based on the job description

and location where the corporate officer is perform-
ing the services. For assistance in determining what a
“reasonable wage” is, go to www.salary.com and
choose your job title and zip code.
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Compensating Corporate Officers for Services Performed
for the Corporation
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mployers have a responsibility to keep accu-
rate, up-to-date business records, including em-
ployment-related records. Employment tax

records must be maintained for at least four years after
the later of the due date of the tax for the return period
to which the records relate or the date the tax is paid.
These records should include the following information:
� employer identification number (EIN)

� amounts and dates of all wage, annuity, and pension payments

� amounts of tips reported

� the fair market value of in-kind wages paid

� names, addresses, Social Security numbers, and occupations
of employees and recipients

� employee copies of W-2 forms that were returned as undeliverable

� dates of employment

� periods for which employees and recipients were paid while ab-
sent due to sickness or injury, and the amount and weekly rate
of payments made to them by the employer or third-party payers

� copies of employees’ and recipients’ income-tax withholding
allowance certificates (W-4, W-4P, W-4S, and W-4V forms)

� dates and amounts of tax deposits

� copies of returns filed

� documentation for allocated tips

� documentation for fringe benefits provided, including appropriate
substantiation

Penalties for noncompliance can be harsh. Awill-
ful failure to keep required records is a misdemeanor
punishable by a fine of up to $25,000 ($100,000 for
corporations) and/or imprisonment for up to one year.

In addition to employment tax records, employers
sponsoring employee benefit plans also need to keep
good plan records. The documents setting forth a ben-
efit plan’s terms should be kept permanently, includ-
ing documents for retirement plans that have been
merged into the employer’s retirement plan. Records
sufficient to document information reported on Form
5500 (or that would have been reported on Form 5500
but for a filing exemption) must be maintained for at
least six years after the Form 5500 is (or would have
been) filed. For retirement plans, records sufficient to
determine retirement benefits due or which may be-
come due must be retained as long as such documents
are relevant to a determination of benefit entitlement
for a participant or beneficiary. For cafeteria plans, de-
pendent care assistance plans and adoption assistance
plans, records showing that the plan meets the re-
quirements of the relevant section of the Internal Rev-
enue Code must be kept for five years. Other plan
records may be required to be maintained for various
periods, depending on the nature of the record.

Review your current recordkeeping policies and
processes to make sure they comply with the law and
determine what, if any, changes you should make.

Employers: Keep Good Records
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he headlines are filled with stories of long-
established businesses failing and employees
being laid off, leading to an atmosphere of panic

and despair.As revenues decrease, many businesses are
looking for ways to cut costs so they can ride out the
storm. These measures often include decreasing em-
ployee benefits, laying off employees, or reducing
salaries.Many employees are feeling financial pressures
at home as well as on the job. Their personal costs are
going up and they may be worried about their spouse’s
job. These conditions lead to unhappy employees and
low morale. Unfortunately, they also lead to a signifi-
cantly higher risk of fraud for many businesses.

Businesses are at risk for both external and inter-
nal fraud. External fraud can strike in the form of theft
by customers, such as shoplifting and bad checks.
Credit card theft and check fraud are additional threats
to businesses. With software purchased from a local
office supply store, anyone can print your business
checks. All the fraud perpetrator needs is a copy of
your check with the bank name, account number, and
routing number.

Internal fraud is employee theft or embezzlement.
Most employees are honest, but under the right set of
circumstances, some may steal from their employer.
For employee fraud to occur, three factors must be pres-
ent: need, rationalization, and opportunity. In poor eco-
nomic times, the need is money to buy food, heat the
house, pay doctor bills, and keep up with other living
expenses. Rationalization becomes easier when the em-
ployee is stressed about keeping his/her job or is re-
sentful about a reduction in hours or pay. As an
employer, you can do little to control need or rational-
ization, but you can significantly impact opportunity.
Abusiness with effective internal control procedures is
less likely to experience employee fraud, because such
controls—consistently followed—reduce opportunity.
An employee may have the need and be able to ration-
alize taking money, but without a good opportunity,
theft is less likely to occur.
As economic conditions decline and the workforce is

reduced, employers may find it difficult to enforce ex-
isting internal controls. One employee may be per-
forming the duties of two employees in the same
department. Financial reports may not be prepared
promptly, and theft may go undetected for several
months before there is any indication something is
wrong. During these times, the risk of fraud is at an
all-time high for many businesses. Not only is the em-
ployee’s need higher and the ability to rationalize
greater, but opportunities may be substantially in-
creased.

This is the time for businesses
to perform a risk assessment. Inter-
nal controls should be reviewed to
see if the procedures are still realis-
tic and adequate.A reduction in the
work force may require new proce-
dures and reassignment of personnel. There are many
ways a business can design and implement effective
internal controls. In these economic conditions more
than ever, businesses need to minimize their fraud risk.

The current economic environment could be the
best time for your organization to evaluate and reduce
its vulnerability to fraud.

Reducing the Risk of Fraud in a Recessionary Economy
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Most employees are honest,
but under the right set of
circumstances, some may
steal from their employer.

QuickBooks®Webinars

March 24 Saving Time by Using
Tools in QuickBooks®
April 22 Safeguarding Your Data

QuickBooks®Users Conference:
Plug In to the Power

May 6-7 Billings, Montana
May 20-21 Helena, Montana

Cornerstones Conference:
Guarding the Public Interest

April 28 Billings, Montana
May 5 Missoula, Montana

Strategic Insights Conference:
Best Business Practices in a Rapidly
Changing Environment

November 5 Seattle, Washington
November 10 Missoula, Montana
November 12 Billings, Montana

CALENDAR OF EVENTS



1. In a two-person office comprised of a bookkeeper and owner/
manager, the following represents the best segregation of duties:

a. The bookkeeper writes and mails checks.
b. The bookkeeper receives cash and other payments, com-

pletes the deposit slips, and takes deposits to the bank.
c. The bookkeeper records accounts receivable

invoices and records customer payments.
d. The bookkeeper approves payroll, and the owner/

manager signs employee contracts.

2. Check-related fraud can best be prevented by implementing
the following internal controls:

a. Dual signature on checks.
b. Having the bank statement mailed directly to the

owner’s residence.
c. Segregation of duties related to maintenance,

entry and approval.
d. Both b and c
e. Both a and c

3. The following are effective preventive controls related to
financial statement information (select all that apply):

a. Financial information is reported on a comparative basis.

b. Journal entries are reviewed and approved by management.
c. Financial statements are prepared on an annual basis.
d. Inconsistencies or unusual data are not researched in

a timely manner.

4. What is the best control related to information technology?
(select all that apply)

a. Only the owner or upper management has administrative
control over the computer system and software.

b. There is no policy on the sharing of password
information between staff members.

c. Passwords are required to be changed periodically.
d. There is no lockout procedure incorporated in the

software after a period of inactivity.

5. True or False: The smaller your organization, the less
susceptible it is to fraudulent activity.

No organization is immune to the risk of fraudulent activity, es-
pecially in turbulent economic times. It is important to assess
your risk of fraud and develop a strategy for implementing the
appropriate internal controls.
Answers: 1. d; 2. d; 3. a and b; 4. a and c; 5. False

What Is Your Internal Control IQ?
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