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Untangling Your Comingling: How to
Separate Personal from Business Finances

All business owners know that before their business opens they have expenses. Y ou
may have incurred expenses in researching your business, preparing your business plan,
advanced rent, remodeling or decorating, furniture and equipment, inventory,
advertising or marketing, etc. Since your business wasn't "officially" open many
business owners just use their personal checking account and/or personal credit card to
pay for these expenses. This seems natural and easy and the last thing a new business
owner wants or needs is something more complicated.

Astime goes by the business owner may have established a business checking account
and perhaps even a business credit card, but the habit of using their personal checking
account and credit card has already been established. The business owners don't think
twice about depositing business income into their personal account or picking up some
personal items when paying with a business credit card. This bad habit hasits own
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name —it's called commingling.
The main problems with commingling are:

. Unlessyou arevery well versed in accounting you undoubtedly have a much
bigger messthan you think you do. It's not uncommon for me to see people
who have expensed their personal car payments as "auto expense” even though
the business doesn't own their car. Even more common is multi-level marketers
who purchase and expenses their inventory on their company books, but use it
personally.

. Your financial statements (income statement and balance sheet) are pretty
much useless. If you're commingling then it'simpossible to determine what
your actual net profit or loss from your businessis.

. If thelRSsuspectsthat you've been commingling you become an ideal audit
candidate. Thisis because the IRS knows how difficult it isto clean up the
mess you've created; thus they know you most likely have not properly reported
your income and expenses on your tax return. In addition, the IRSis also aware
that the most common items which are commingled include personal use of
autos, computers, phones, meals, €etc.

. Ifyoulivein a statethat has salestax, you may end up on their audit list.
Since you are alowed to buy products which you intend to resell without paying
salestax these states want to make sure that you sell every product that you
didn't pay salestax on. If you instead took the product home for personal use,
you are required to pay the sales tax or you're in violation the law.

Obviously the best course of action isto never get into this messin the first place.
However, if it'stoo late for that, try these steps to help straighten things out:

. Firgt, stop the commingling. Always have a business debit card and credit card
with you. If you are at a store where you intend on purchasing both personal
items and business items, separate them before you get to the check stand and
have them ring up two separate invoices.

. Second, review all your business and personal receipts. Highlight all your
business expenses on each receipt and total them.

. Third, review your accounting program against your highlighted receipts and
correct any errors you may have made. If you've recorded a personal expense on
your company books removeit. If you've forgotten to record a business expense
on your company's books add it. If you're not sure if an expenseis a business or
personal expense ask yourself these questions:

1. Isthis expense necessary to generate income in my business?
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2. Isthis an expense that other businesses in my industry would also have?

If your answersto the two questions above are "yes', then chances areit's alegitimate
business expense.

. Fourth, review all your sales and trace them to your deposit dips. Make sure
that any deposits which you entered into your personal account have been
accounted for in your business. If you've deposited any personal money into
your business make sure it has not been recorded as income, but rather aloan or
capital, etc.

After sorting out this mess once you won't want to do it again, which is usually good
enough incentive to start doing things right.

Sour ce: http://www.startupnation.com/articles/9077/1/small-business-taxes-2007.html
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