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Summary of Articles

Going Global - International Financial Reporting Standards/IFRS

The use of International Financial Reporting Staddd"IFRS") for financial reporting pur-
poses is gaining acceptance in a number of cosntrigome estimate the number to be over
100 and growing rapidly. Convergence programs betwFRS and generally accepted ac-
counting standards in the U.S and Japan are ungieris IFRS is accepted in more places |n
the world, we are fast approaching the utilizatocdrone set of globally accepted set of stap-
dards - will you be ready?

Employer-Provided Vehicles: How Much Should be Inaided in Employee's
D- Benefit?

r- Employers often provide fringe benefits to theirpdoyees. Fringe benefits provided to the
employees are subject to employment taxes unlesiath specifically excludes it, and must b
reported on employees’ Form W-2. Fringe benefitéctv are commonly provided to the ex
-’ ecutives transferred from the parent company toUl& subsidiaries include: moving allowr
i ance; rent allowance/ allowance paid for family rbens staying in Japan; and personal use| of

an employer-provided vehicle. Many people havestijops on how to determine the value of

D
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employer-provided vehicle for personal use.

|.T. Infrastructure Checklist

When was the last time you examined your |.T. sthtacture? If you're like most businesses,
this has become much of an after-thought. PerB8p8 is a good time to do so. Please use
this basic checklist to make a quick inspectiorde how well equipped your business is.

The Internal Revenue Service and Treasury Departménhave announced that the 2008
optional standard mileage rate has been changed ®0.5 cents a mile for all business miles

driven. The new rate for business miles compares @ rate of 48.5 cents per mile for 2007.




International Financial Reporting

Standards - Goingthe Distance

oday, companies are operating in a global marketpdend need to make

business decisions in that context. Financialrinftion needs to be
relevant, reliable and understandable on an intiemed level. A substantial
amount of progress is being made on achieving aousmting standards
framework to be used on a worldwide basis. Therirational Financial Re-
porting Standards ("IFRS") is a principle-based afestandards which is al-
ready being used in several countries for finanstatement reporting pur-
poses.

In 1973, the International Accounting Standards Gttee ("IASC") was
formed to develop standards to improve the quality comparability of fi-
nancial statements that could be utilized on adwade basis. In 2001, the
IASC transitioned into what is now known today las international Account-
ing Standards Board ("IASB"). During its admingtion, the IASC issued 41
international accounting standards ("IAS"); the BASurther developed the
IASs and, in addition to these, issued 8 pronoumtesn In a broad sense,
IFRS includes pronouncements issued by the IASC la&B, as well as
interpretations issued by the Standing InterpretstiCommittee.

The IFRS in comparison to U.S. generally acceptetbanting principles
("U.S. GAAP") are principle-based which provide gml guidance with
interpretation as a matter of preparer and audlitgment. U.S. GAAP stan-
dards are "rule-based" accompanied by specific @mphtation guidance.
Due in part to the litigious culture of the Unit&dates, U.S. GAAP is com-
posed of complex rules containing "bright linest' foeparers and auditors to
follow in order to avoid misunderstandings that nead to corrective actions
and lawsuits.

Why IFRS? The following are a few benefits thah d@ achieved by the
implementation of IFRS:

Greater transparency of financial reporting results
Promotes a better understanding and comparabilfipancial statements
Reduced complexity of standards
Ultimate improvement in cost efficiencies; focusiog one set of stan-
dards as the base for reporting and internal cbptozesses (streamlining
can be performed on a global basis)

" Market efficiencies - facilitates investment ind@n markets

Convergence of IFRS and U.S. GAAP

The IASB and the Financial Accounting StandardsrB¢&ASB") came to a
formal agreement in 2002 (the "Norwalk Agreemeriti)making commit-

ments to: (1) "make their existing financial refraytstandards fully compati-
ble as soon as possible" and (2) "to coordinate fhire work programs to
ensure that once achieved, compatibility is mairgdi. In 2006, the IASB
and FASB reaffirmed their commitment to convergerme issuing a

"memorandum of understanding" which provided faadmap for conver-
gence between IFRS and U.S. GAAP. Included inrtdsmap were the
following goals:

Short-term convergence: by 2008 reach conclusiegarding how major
differences should be resolved including differena® impairment, in-
come tax, research and development and subsequestise

" Other joint projects: by 2008 have made significamgress on joint
projects including business combinations, constiida fair value meas-
urement, revenue recognition, liability/equity distions and post retire-
ment benefits

Convergence of IFRS and Japanese GAAP

On August 8, 2007, the IASB and the Accounting 8&ads Board of Japan
("ASBJ") announced that an acceleration of the eogence of Japanese
GAAP ("J GAAP") and IFRS would take place. Knowsithe "Tokyo Agree-
ment", the ASBJ and IASB agreed to eliminate by&@@gjor differences
between J GAAP and IFRS with other differences reeddoy June of 2011.

On December 6, 2007, the ASBJ published a Projact Which stipulates the
time frames to be used for the convergence of iceitiams. Designated in
three categories, short-term, medium-term and teng; project items will

have a definitive schedule to reach full convergendtems scheduled for
short-term convergence (to be substantially coregldly the end of 2008)
include: business combinations (phase 1), invesdfirIFO, impairment,
intangibles, construction contracts and retirenfemefits. Medium-term and
long-term items include: business combinations §pha), retrospective re-
statement, consolidation, revenue recognition,nfimed instruments, financial
statement presentation and liability/equity digfiors.

Looking Forward
Moving towards the use of a universal set of actingrprinciples is not with-

out its challenges. Companies operate in countitssdiverse cultural back-
grounds; differing interpretations and applicatiafisiccounting standards are
inevitable and will need to be synchronized. Isfiracture changes may re
sult, for instance, from legal framework reconsidiens involving financial
reporting matters. In addition, there will be stahce to an ultimate abandon
ment of U.S. GAAP, long perceived as the "gold d#&d" for financial re-
porting. A move to IFRS will require acceptancetted IASB as the govern-
ing body of standard setting.

Ultimately, moving to a global set of accountingnpiples should result in
cost efficiencies and more effective processeswever, significant efforts
will be required such as: modifications of systemr®ation of new policies,
training of personnel and the education of usedsiavestors.

Where Do We Go From Here?

It is expected that convergences or transition§-RS will take place in the
next decade. Events are already taking placeeimtbvement to utilize IFRS
in the United States. Late in 2007, the SEC ancedirthat it would allow

foreign private issuers to file financial statensensing IFRS without recon-
ciling them to U.S. GAAP. Also, the SEC is fornyadloliciting public com-

ment on the role of IFRS and the possibility obaihg U.S. companies to file
using IFRS instead of U.S. GAAP. Adopting IFRSIwibt only impact ac-

counting policies but will entail modifications tmany company processes
financial reporting, internal control, tax and leg@name a few. Companies
should prepare themselves by considering:

" Analysis of the costs and benefits of transition

" Assessment of related entities already using IFR&eft companies,
subsidiaries, joint ventures)

" Evaluation of how IFRS reporting will impact accting policies and
reporting results/requirements
Implementation plans for IFRS conversion/centréi@aprocessing
Education of users and investors

If you should have any questions about the contehthis article, please do
not hesitate to contact us.




How to Treat Employee’s Personal Use of an EmploydProvided Vehicle

*General rule of an employer-provided vehicle*

An employer generally reports only personal useawfemployer-provided

vehicle as a fringe benefit on Form W-2. Businass is accounted for as a
company expense. If an employee reimburses theopar use to the em-
ployer, the employer does not need to report theuatmon Form W-2 as a
fringe benefit.

An employer may include the entire benefit (busines well as personal) in

an employee’s fringe benefit. In that case, th@leyee can claim the busi-

ness use portion as business expense on his/leenéntax return as an item-

ized deduction if his/her itemized deduction isagee than the standard deduc-
tion.

*Business use vs. Personal use*

In general, the following are treated as persosal when an employer does
not place any restriction on an employee for the afsan employer-provided
vehicle:

Use of the vehicle on weekends, vacations or faavients
Use of the vehicle for commuting, including workiog weekends

The employer can exclude the value of any de mamibgnefit, such as the
employee’s occasional errands while driving an eygat-provided vehicle on
business. The term “de minimis benefit” means prgperty or service the
value of which is so small to make accounting famreasonable or adminis-
tratively impractical.

Evidence required
Both employers and employees are required to maiaidequate records to

substantiate the business use mileage of an emgloyeided vehicle. If
adequate records are not provided by the empldfieeemployer should in-
clude 100% of the benefit as fringe benefit onetrgployee’s Form W-2.

*Determining the Fair Market Value of an Employeoyided Vehicle*

There are several methods to determine the faikehamlue of an employer-
provided vehicle, such as “Annual Lease Value Ruleents-per Mile Rule,”

or “Commuting Rule.” If none of the above rulepbp “General Valuation

Rule” is used.

Assumptions for the explanations for each rule ajean employer provides
an employee a vehicle; and 2) only the personaposton is included in the
employee’s Form W-2.

General Valuation Rule

In general, the value equals the amount that awichchl would have to pay in
an arm’s-length transaction to lease the same mmpacable vehicle on the
same or comparable conditions in the geographi @revhich the vehicle is

Annual lease value in the table includes the valumaintenance and insur-
ance for the automobile, but it does not include vhlue of the fuel an em-
ployer provide to an employee for personal useu Wuwst include the value
of the fuel separately in the employee’s wage &tcents per mile or at fair
market value. If the employer provides a vehiceah employee for a con-
tinuous period of 30 or more days but less tharergive calendar year, the
employer can prorate the annual lease value.

<Example>

ABC Company purchased a vehicle for $25,000 thesgsyago. The vehicle
was assigned to Mr. Suzuki on December 2, 2007e falm market value of
the vehicle on Kelly Blue Book on that date is ®08, The annual lease
value table shows that the annual lease value,B584 The prorated annua
lease value which is included in Mr. Suzuki's 2G@#m W-2 is $358 ($4,350
x 30 days / 365 days).

Cent-per-Mile Rule

Under this rule, an employer determines the vafue wehicle provided to an
employee for personal use by multiplying the staddaileage rate by total
miles the employee drives the vehicle for persgnaposes. The standard
mileage rate is available on the IRS websiteny.irs.goy). For 2007, the

standard mileage rate is 48.5 cents a mile. FO82e rate increased to 50.
cents a mile. These amounts include the valueanfitenance, insurance, an
fuel. If the employee purchases fuel for his/hemnersonal use, the em
ployer can reduce the rate by no more than 5.5cent

An employer can use this rule if either of thedualing conditions is met.
1. The employer reasonably expects that the vehiidiide regularly used in
the employer's trade or business throughout thencir year (or for
shorter a period during which the employer owngeases it). A vehicle
is regularly used in trade or business if at 16286 of the vehicle’s total
annual mileage is for trade or business.

. The vehicle meets the mileage test.
The vehicle meets the mileage test if it is acyudliven at least 10,000
miles (for shorter periods, reduce the annual 1D0@les requirement
proportionally) and use of the vehicle during thearyis primarily by
employees.

An employer cannot use this rule if the value & Wehicle on the first day the
employer makes the vehicle available to any emgldige personal use is
more than the amount determined by the IRS as mawimutomobile value
for the year. For 2007, the maximum amount is 31 for a passenger auto
mobile and $16,100 for a truck or van.

Commuting Rule

An employer can use this rule if 1) the vehiclewened or leased by the em
ployer and is provided to one or more employeesuf® in connection with
the employer’'s trade or business; 2) the emplogquires the employee to
commute to and/or from work in the vehicle; 3) émeployer has established &
written policy under which no one may use the viehfor personal purposes|

available for use. It is important to maintain @ate records, such as a copy other than commuting or de minimis personal use; 4nthe employee re-

of estimate for leasing the same or similar vehicle

Annual Lease Value Rule

In a majority of the cases, the amount includablgross income is calculated
based on the “Annual Lease Value Table,” whichhiswm in the IRS regula-

tions. The left column of the table shows the faarket value of the vehicle,
and the right column shows the annual lease vdltieeovehicle which corre-

sponds to the fair market value.

The fair market value of the vehicle is determiascf the first date on which
the vehicle is made available to any employee &sg@nal use. Recalculation
of annual lease value based on the fair marketevialuequired after Decem-
ber 31 of the fourth full calendar year followiniget first date, or when an
employer transfers the use of a vehicle from ongleyee to another em-
ployee. Fair market value on a specific date @lalle on Kelley Blue Book

(www.kbb.com).

quired to use the vehicle for commuting is not atad employee. A control
employee is generally any of the following emplcyee

A board appointed officer whose pay is $90,000 oran

A director

An employee who owns a 1% or more equity, capitaprofits interest in
the business

A employee whose pay is $180,000 or more

This method can also be used if there is more tmmemployee who com-
mutes in the vehicle, such as an employer-sponsooetmuting van pool.
Under this rule, you determine the value of a viehiou provide to each
employee for commuting use by multiplying each or@s commute by
$1.50. The value includes the value of any goadseovices directly related
to the vehicle, such as fuel.

Please refer to Publication 15-B issued by the ifR®u would like to know
more information regarding this topigvww.irs.gov/pub/irs-pdf/p15b.pdf




|.T. Infrastructure Checklist

ost businesses we visit have mechanical issueséeat attention and

correction. Your business, regardless of its s&@robably no excep-
tion. Qualified internal IT personnel as well agsmurced vendors frequently
make incorrect recommendations based on their leiv&howledge or per-
ception that the business won'’t spend the monelotthings right. This year
is an excellent time to prepare your network irtfiacture for the future while
giving you more flexibility and reliability in daje-day operations. When
your infrastructure is right, you also have gregerductivity, team member
satisfaction and easier disaster recovery.

It is our hope that you can use the following ashacklist to see how your
technology infrastructure measures up to current r@asonable standards.
We have prepared a simple list of key technoloditese are our best sugges-
tions for the properly dressed infrastructure:

Protection

1. Surge protection — Every item that touches your network should be

plugged through a surge protector. Common itemsedignclude copiers,
printers, scanners and monitors.

2. UPS— All servers should have UPS protection. You maytto consider
having UPS protection on desktops if you have feeqpower outages.

3. Backup — Traditionally associated with servers, most backwow in-
volves removable disks, network attached storageS)Nand off-site Inter-
net backup. There are still applications where tapkes sense.

4. Continuous Data Protection (CDP)— This technology can back up
servers in real time, replicate the data to anotfiter or your home and,

sub-standard deployed in mission-critical positiddany of the prod-
ucts are home grade, and even units that pretebé tmisiness ready
don’t have enough speed to handle the loads of betsyorks. Suspect
names include LinkSys, Dell and DLink. Switches haiit enough
capacity are silent bottlenecks in your network.

Certified CAT 6a cable — The certification reports should be kept on.file

We generally don’t recommend that you replace eldvork cables unless:
They are not certified, and a small test shows thay't certify easily.
You intend to stay in your office for at least tyears.
You intend to run gigabit network speeds. CAT 6ledb really the
minimum cable that should be used for 1GB netwosks| 1GB is our
slowest recommendation for servers and workstatioday. Watch for
new standards such as CAT 6f or CAT7 that is intentb support
10GB networks. You can use CAT 5 and 5E cableitheértified, but
you will again have a silent bottleneck on perfonce

Wireless Access Points— Wireless access points need to have the follo
ing capabilities. They should:
Support the new N technology as soon as it is agpr@s a standard.
We are discontinuing our prior recommendations 862.11 b/a/g
wireless technologies.
Be able to be configured for both private acces&lethe firewall and
public access outside the firewall.
Be firmware upgradeable — security flaws are fredyefound and
need to be fixed.

from there, can be duplicated to an Internet backiten Sometimes the Please use this evaluation checklist to ensureyihat infrastructure is done
CDP is part of your firewall, but most often todalyjs purchased as a right. If you feel that your businesses infrasttmetdo not match the mini-

separate applianc&or businesses of 50 or more

5. Generator — If you are in an area where you have extendedep@ut-
ages, full building generators can provide enougtvegs for your entire
network. Minimally consider extended power for yservers and machine
room’s air conditioning*for businesses of 50 or more’

Network

Two or more high-speed communication lines— Even small businesses
can justify having two or more lines to the outsigarld; particularly with
our dependence on Internet Web access, e-mailendte access. Make
sure if you spend money on multiple lines, thatetere different upstream
providers (for example, cable modem and DSL or MR8l wireless,
Frame Relay and cellular, etc.). Additionally, haeehnicians configure
your firewall to use the extra bandwidth all of tirae and have automatic
failover installed.

Load balancing firewall — Frequently, we see residential grade firewalls

(Linksys, Dlink, NetGear) instead of commercial dga firewalls
(SonicWALL, WatchGuard, Cisco). You should be pararly concerned
about this protection for your business.

SSL-VPN capability — Secure Socket Layer Virtual Private Networks
allow connection to your network using the commooen browser port

mums of this checklist, the professionals at Kakion® Nagashima can help
you do so. Please contact us for any concernsnauhave.

80, keeping your team from being cut off from yaffice by other peo-
ple’s firewalls. If you want your team to secur@gcess your network
from home, clients’ offices or on the road, you wdoconsider this tech-
nology. For some firewalls, it can be added asfavace feature; for oth-
ers, it is a separately purchased and maintairempf hardware.

Commercial grade power over Ethernet (POE), segmeinty, Virtual

LAN (VLAN) switch — This sounds like a mouthful, but today’s switches

need some features that you may not have purcliasee past.
POE — This feature supports Voice over IP (VolPymds and allows
you to provide power to the phone handset, seccaityeras and wire-
less access points.
VLAN — Even for small networks, the ability to segnt users of
different departments or volumes of data can béyeascomplished
with today’s VLAN switches.
Commercial grade — Like firewalls, we often seeduts that are

Questions or comments about
this issue or inquiries about our
newsletter by e-mail subscription

service can be sent to:

newsletter@knllp.com




