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If you are launching a new venture, you may wonder whether it's necessary to open a dedicated bank 
account for your business. Even if your company is established and already has separate checking and 
credit-card accounts, you may be tempted to pay business expenses from personal accounts on occasion 
— or vice versa — particularly during tough times. 
 

The more your business and personal outlays become entwined, the harder it is to manage your company's 
cash flow, payroll, and taxes. It might also be difficult to keep tabs on the company's financial performance. 
Here are three key reasons to draw a clear line between your business and personal finances — and do 
your best never to cross it. 
 

To Increase Purchasing and Borrowing Power 
To open a business bank account, you may be required to obtain an Employer Identification Number (EIN) 
from the Internal Revenue Service. Building a relationship with a bank that serves small businesses might 
provide access to other important financial services and resources, such as a merchant account, a line of 
credit, and a business credit card. 
 

Using a business credit card responsibly is one way to establish the positive credit history that could help 
you qualify for larger business loans with better rates and terms, and without personal guarantees, in the 
future. 
 

To Make Life Easier at Tax Time 
Maintaining separate bank and credit accounts means you won't have to spend time sorting business 
purchases from personal ones. 
 

As a small-business owner or independent contractor, you may be eligible for a long list of tax deductions 
that don't apply to regular wage earners. Careful tracking of your business expenses can help you and your 
tax professional take full advantage of deductions and reduce your tax burden. 
 

To Protect Personal Assets 
If your business struggles, it could pose a threat to your personal assets and credit. Paying business 
expenses directly from personal accounts might help substantiate a creditor's claim that your business was 
being run improperly. 
 

Keeping your financial accounts separate may be especially critical if your business is incorporated as a C 
corp, an S corp, or a limited liability company (LLC). The corporate veil, which refers to the legal distinction 
between a corporation and its owners, is designed to protect the owners from liability related to the 
company's actions. However, commingling personal and business funds could pierce the corporate veil and 
leave your personal assets vulnerable to business debts, losses, and lawsuits. 
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Three Reasons to Keep Your Personal and Business Finances Separate 

 

King Wealth Management Group is pleased to introduce our new Chief 
Technology Officer, Sean Moynahan. Sean provides technical support 
for the operational needs of King Wealth Management Group. His 
technical expertise, combined with his interest in finance and wealth 
management, serve well to help protect firm data, to optimize work flow 
efficiencies, and to improve the client experience. 
 
Sean holds a B.A. in Civil Engineering from the University of 
Massachusetts, and is studying for the Series 65 Exam. Prior to joining 
King Wealth Management, Sean worked in construction management 
and transitioned to Computer and Network Engineer. Sean has been 
providing technical support to our firm since its inception. 
 
Sean lives in Greenfield Center with his wife and two daughters. He 
enjoys making ceramics, biking, and outdoor fun. 
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If you make significant gifts to your children or someone else's 
children (perhaps a grandchild, a nephew, or a niece), or if 
someone else makes gifts to your children, there are a number 
of things to consider. 
 

Nontaxable Gift Transfers 
There are a variety of ways to make transfers to children that are 
not treated as taxable gifts. Filing a gift tax return is generally 
required only if you make gifts (other than qualified transfers) 
totaling more than $15,000 per individual during the year. 
 

• Providing support. When you provide support to a child, it 

should not be treated as a taxable gift if you have an 
obligation to provide support under state law. Parents of 
minor children, college-age children, boomerang children, 
and special-needs children may find this provision very 
useful. 

• Annual exclusion gifts. You can generally make tax-free 

gifts of up to $15,000 per child each year. If you combine 
gifts with your spouse, the amount is effectively increased 
to $30,000. 

• Qualified transfers for medical expenses. You can make 

unlimited tax-free gifts for medical care, provided the gift is 
made directly to the medical care provider. 

• Qualified transfers for educational expenses. You can 

make unlimited gifts for tuition free of gift tax, provided the 
gift is made directly to the educational provider. 

 

For purposes of the generation-skipping transfer (GST) tax, the 
same exceptions for nontaxable gift transfers generally apply. 
The GST tax is a separate tax that generally applies when you 
transfer property to someone who is two or more generations 
younger than you, such as a grandchild. 
 

Income Tax Issues 
A gift is not taxable income to the person receiving the gift. 
However, when you make a gift to a child, there may be several 
income tax issues regarding income produced by the property or 
from sale of the property. 
 
 

 
1. C. It depends. Rollovers can be made in two ways — 
through a direct rollover, also known as a trustee-to-trustee 
transfer, in which you authorize the funds to be transferred 
directly from one account or institution to another, or 
through an indirect rollover, in which you receive a check in 
your name (less a required tax withholding) and then 
reinvest the full amount (including the amount withheld) in a 
tax-deferred account within 60 days. If the full amount is not 
reinvested, the outstanding amounts will be considered a 
distribution and taxed accordingly, including any applicable 
penalty. Generally, individuals can make an unlimited 
number of rollovers in a 12-month period, either direct or 
indirect, involving employer-sponsored plans, as well as an 
unlimited number of direct rollovers between IRAs; 
however, only one indirect (60-day) rollover between two 
IRAs is permitted within a 12-month period. 
 
2. C. It depends. Beware of the five-year rule as it applies 
to Roth IRAs. If you establish your first Roth IRA with your 
Roth 401(k) rollover dollars, you will have to wait five years 
to make a qualified withdrawal from the Roth IRA, 
regardless of how long you've held the money in your Roth 
401(k) account, even if you are over 59½. However, if you 
have already met the five-year holding requirement 
with any Roth IRA, you may take a tax-free, qualified 
withdrawal. 
 
3. B. False. You can take penalty-free withdrawals from an 
IRA, but not from a 401(k) plan, to pay for a child's 
qualifying education expenses or to pay for health 
insurance premiums in the event of a job loss. Note that 
ordinary income taxes will still apply to the taxable portion of 
the distribution, unless it's from a Roth account that is 
otherwise qualified for tax-free withdrawals. 
 
4. A. True. If you leave your employer after you reach age 
55, you may want to consider carefully whether to roll your 
money into an IRA. Although IRAs may offer some 
advantages over employer-sponsored plans — such as a 
potentially broader offering of investment vehicles — you 
generally cannot take penalty-free distributions from an IRA 
between age 55 and 59½, as you can from a 401(k) plan if 
you separate from service. If you might need to access 
funds before age 59½, you could leave at least some of 
your money in your employer plan, if allowed. 
 
When leaving an employer, you generally have several options for your 
401(k) plan dollars. In addition to rolling money into an IRA and leaving the 
money in your current plan (if the plan balance is more than $5,000), you 
may be able to roll the money into a new employer's plan or take a cash 
distribution, which could result in a 10% tax penalty (in addition to ordinary 
income taxes) on the taxable portion, unless an exception applies. 

 

Qualified retirement plans, such as IRAs and 401(k)s, 
have many rules, and some of them can be quite 
complicated. Take the following quiz to see how well 
you understand some of the finer points. 
 
1. You can make an unlimited number of retirement 
plan rollovers per year. 

A. True 
B. False 
C. It depends 

 
2. If you roll money from a Roth 401(k) to a Roth IRA, 
you can take a tax-free distribution from the Roth IRA 
immediately as long as you have reached age 59½. 

A. True 
B. False 
C. It depends 

 
3. You can withdraw money penalty-free from both 
your 401(k) and IRA (Roth or traditional) to help pay for 
your children's college tuition or to pay for health 
insurance in the event of a layoff. 

A. True 
B. False 
C. It depends 

 
4. If you retire or otherwise leave your employer after 
age 55, you can take penalty-free distributions from 
your 401(k) plan. You can't do that if you roll 401(k) 
assets into an IRA. 

A. True 
B. False 
C. It depends 

   

 

 

Transfer by Gift Versus Transfer at Death 
 

Difference in taxable gain when appreciated property is sold at fair market value (FMV) after the transfer. 

 

     Considerations When Making Gifts to Children 

 

    

      Shares of Traditional IRA Assets Opened with... 
 

         
     Source: Investment Company Institute, 2020 (data reflects      
     IRAs opened in 2016) 

 

          How Well Do You Understand Retirement Plan Rules? 

 

 

    

 

 
 

 

 

• Income for support. Income from property owned by 

your children will be taxed to you if used to fulfill your 
obligation to provide support. 

• Kiddie tax. Children subject to the kiddie tax are 

generally taxed at their parents' tax rates on any 
unearned income over $2,200 (in 2021). The kiddie 
tax rules apply to: (1) those under age 18, (2) those 
age 18 whose earned income doesn't exceed one-
half of their support, and (3) those ages 19 to 23 who 
are full-time students and whose earned income 
doesn't exceed one-half of their support. 

• Basis. When a donor makes a gift, the person 

receiving the gift generally takes an income tax basis 
equal to the donor's basis in the gift. The income tax 
basis is generally used to determine the amount of 
taxable gain if the child then sells the property. If 
instead the property were transferred to the child at 
your death, the child would receive a basis stepped 
up (or down) to the fair market value of the property. 

 

Gifts to Minors 
Outright gifts should generally be avoided for any 
significant gifts to minors. For this purpose, you might 
consider a custodial gift or a trust for a minor. 
 

• Custodial gifts. Gifts can be made to a custodial 

account for the minor under your state's version of 
the Uniform Gifts/Transfers to Minors Acts. The 
custodian (an adult or a trust company) holds the 
property for the benefit of the minor until an age 
(often 21) specified by state statute. 

• Trust for minor. A Section 2503(c) trust is 

specifically designed to obtain the annual gift tax 
exclusion for gifts to a minor. Principal and income 
can (but need not) be distributed to the minor before 
age 21. The minor does generally gain access to 
undistributed income and principal at age 21. (The 
use of trusts involves a complex web of tax rules and 
regulations, and usually involves upfront costs and 
ongoing administrative fees. You should consider the 
counsel of an experienced estate professional before 
implementing a trust strategy.) 
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