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BY STEVEN J. CIAVARELLA, CPA,
STEVEN ELiACH, JD, LLM, AND
MICHAEL BEKAS, CPA
The current economic downdraft is a first in
many respects. Just a glance at headlines from the
fourth quarter of last year reveals a perfect storm
of economic trauma whose magnitude is li ke
nothing in recent memory.
So, for many businesses and affluent
individuals, this may be the first recession that
affects them in trulysign ificant ways. The dotcom bust and the aftermath of 9/11 , it turns out,
were short-li ved and relativelyshallow. While no
one really knows the length and depth of this
recession, it might be wise to think back to the
early 1990s - or talk to those business leaders
and entrepreneurs who survived it - to get some
perspective.
Alook back at th at economic period suggests
that navigation of the environment we're in now
will require a whole new mindset and focus - a
willingness to deal directly and aggreSSively with
wrenchin g dilemmas. Many of the decisions and
actions companies will need to take will seem dire
and negative. And those choices will involve as
much - if not more - care and hard work than
decisions in a growth environment. And they won't
be as fun.
Here's an example of the kind of dilemma that
may be lurking for businesses today: Cancellation
of debt by a company's bank may seem li ke a
last-resort step, when in fact it can be a lifeline
for the company. But if not approached carefully,
the cancelled debt itself can actually increase
the fin ancial hardship of the busi ness. Since the
forgiven loan counts as income, the taxes due
could be a problem. The lesson - and caution here is that debt forgiveness takes a lot of planning
and work to avoid surprises that could be as bael as
having to default on a loan.
With that backdrop, we offer some suggestions
for getting into the ri ght frame of mind, and
taking the right steps, to weather the new reali ty.
Accept that financial management's job
may change dramatically, and take far more
time. Restructuring a fal tering business - or
just restructuring debt - is full-time work, and
it's usually the responsibility of the fin ancial
manager. This could be a 24- hout~a-da)'
aSSignment for eight to 12 months. (In our
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experience. some privately owned companies bring back their retired or
semi-retired principals to help with this intensive crisis work.)
Re-think estate planning, especially when it comes to passing
along a business. Anyone who owns a business that will survive - but
take a hit in - the recession needs to remember that it now probably has
a lower valuation. That means taxes will be lower if ownership is passed
to heirs now rather th an a few years from now, when the business will
be worth more. Accelerating succession and estate planning may be a
smart move. There are other ways to lower taxes. Estate planners should
consider techniques such as the Grantor Retained AnnuityTrust (GRAT).
With low interest rates and lowstock and property values, donors can carve
sign ificant amounts out of their estates.
Restructure debt with care: Amistake could be costly. While it
may not seem productive to analyze the advantages of workout versus
insolvency versus bankruptcy, it is. Maki ng the right decisions can save
a business, as there are different sets of rules for different circumstances.
Seen in a more positive light, businesses and individuals may have
alternatives of which they weren't aware.
Look for savings and government incentives, including those that
might not have seemed worthwhile during better times. In boom times,
some companies might think th at, for example, a $200,000 tax break to
move a company to a tax advantaged zone just isn't worth the effort. But
now it's advisable to hunt down and seriously pursue these incentives;
they' ll payoff now, and may continue to do so when the economy improves.

Seize the opportunity to invest in the business - when prices are
favorable for some capital items. The tendency right now among many
busi nesses is to find
ways to defer capital
Alook back at the early 1990s
expenditures. But that
may not be as prudent
suggests that navigation of our
as it sounds. Because
current environment will require
of both favorable
provisions in the tax
a new mindset and focus.
law and opportune
pricing (because of the recession) for some capital items, business owners
should consider acquiri ng assets. Impact on cash flow may be less than in
the future when tax laws are different and prices are hi gher.
Watch receivables - like a hawl<. When cash flow is strong,
companies often let receivables build up and think of them as a solid asset.
But receivables are likely to be less solid now, so active collection efforts will
payoff.
Watch inventories - like a hawl<. Pay attention to inventory levels. In
most industries, sales are declining. Inventory that is too slow-movi ng will
put an even greater negative strain on cash flow.
If one is eligible for credit, hoard it. Even if a company or an
individual doesn't believe an increased credit line will be necessary, if credit
is available, it's worth securing. Credit may be harder to obtain latel; when
it's truly needed.
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Seek advisors with strong reputations and access. If you need to
restructure debt, borrowmore or ask for forbearance, it's often best to work
with professionals - such as l a\\~'ers and turnaround firms - that have
strong banking relationships.
Count on ta"(es going up; therefore, complete transactions before
any likely movement in tax rates. Given the current national deficit and
the likelihood it will increase in the future, it's unlikely that taxes will stay
as they are. Wise individuals and companies will work to complete any
taxable transaction before any rate changes occur
Consider consolidating. Business leaders should give thought to
combining business entities and divisions, especially those th at may not be
core practice areas. Not only will this help simpli ~' business processes and
keep focus on the core business, it can also help lower costs at a time when
cost reduction means the most.
Pay attention to the books, and beware of an increase in ta"(
examinations. Aserious recession often leads to less care in accounting as departments downsize - and, at the same time, a greater need for tax
revenue on the part of the government. That combination could lead to
more, and more costly, audits and examinations. So general managers and
affluent individuals need to take care and be very detail-oriented.
Consider the risks of deferring payments uncleI' a severance
package. It may be worthwhile to take the full severance all at once and
pay more taxes. Executives being offered severance packages often agree to

get paid over a period of years - usuallywith an incentive that gives them
more money if theydefer. But if the company's prospects seem uncertain
- or even if not - a smart risk management move might be to take the
whole amount, even if that amount is smaller right now. Executives in
this situation should also consider the impact of a possible future tax rate
increase when planning a severance package.
Take advantage of a low interest rate environment. The plunge in
interest rates makes this a worthwhile time for high net worth individuals
to make use of certain techniques that are interest-rate sensitive and can
have real tax benefits. For example, Charitable Remainder Unitrusts
(CRUTs), an often overlooked vehicle, can help individuals lookin g to sell
assets and minimize income tax, generate ongoing income and minimize
the impact on estate taxes.
There 's no doubt that the economic environment is precarious and that
risks abound. But experience, especially of long-past downturns, suggests
th at savvy businesses and individuals can find protection, and perhaps even
ways to move ahead, in the face of severe challenges.
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