BENCHMARK ADVISORS

FINANCE, MODULE 2

The rules that trip up medspas
Eight rules cover almost every way a medspa's books go wrong. After this module you

know each one, why it exists, and what it costs to get it wrong.

About states. Rules 3 and the compliance notes use California as the example. Sales tax, who may inject, medical director
requirements and good faith exams all vary by state. Check yours on our state map and with your attorney.

Rule 1. A package or membership sold is a debt until the visits
happen

When a patient pays up front for something you have not delivered, you have their money and you owe them the service. The money is a
liability called deferred revenue. It becomes revenue one visit at a time. Click through a $2,400 six visit laser package to watch it move.

elnvestoped[ﬂ NEWS INVESTING SIMULATOR BANKING PERSONAL FINANCE ECONOMY REVIEWS Q.

TRADE

Top Stories  The Nest Egg You Need to Retire in N. Carolina » Investor Step Cautiously Now, Survey Says « How Many Older Adults End Up in Poverty? » Who's Spending More Now
I

Factchecked by STELLA OSOBA

Table of Contents

What Is Deferred Revenue

Key Charact:
Deferred Rev

Why Deferred Revenueisa
Liability

dy: Deferred DEFINITION:
evenue in Subscription

s Deferred revenue is a payment a company receives in advance for products
or services it has not yet delivered. Also called unearned revenue, it
appears as a liability on a company's balance sheet until the company
fulfills its customer obligations.

The Bottom Line

KEY TAKEAWAYS

= Deferred revenue is a payment received for goods or services not yet
delivered, recorded as a liability until fulfillment.

= [tis critical in subscription-based models, where upfront payments
lead to gradual revenue recognition over the service period.

Source Investopedia, Deferred Revenue. "A liability on a company's balance sheet until the company fulfills its
customer obligations."

Day 1: sold After visit 1 After visit 4 After visit 6
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BALANCE SHEET
Cash +2,400

Deferred revenue (owed to patient) +2,400

PROFIT AND LOSS
Package revenue earned 0

Effect on profit o}

The clinic is $2,400 richer in cash and $2,400 deeper in obligations. No revenue yet.

Memberships work the same way month by month: the fee collected on the 1st is owed until the month passes and the included
treatment is delivered. Expired, unused visits become revenue on expiry, per your membership terms and your CPA's guidance.

Why it matters beyond correctness. A buyer values your clinic on earned revenue. A clinic that books packages as revenue on
the day of sale overstates revenue in growth months and then owes visits it has already counted. The buyer's accountant finds it
in diligence and the price drops (Advanced 6).

Rule 2. A gift card is money you owe

Selling a $500 gift card is not a sale. It is $500 of cash and a $500 liability until the card is redeemed. On redemption the liability drops
and revenue is recorded for whatever was provided. Track outstanding gift cards in your booking system and tie the balance to the books
monthly.

Rule 3. Services are usually not taxed. Products are. Supplies
are taxed on the way in.

In California, the state's guide for beauty businesses sets out three positions that apply to most of a medspa's sales. Two exceptions to
confirm with your CPA: prescription products administered by a physician can follow different rules, and supplies bought from out of state
vendors without tax owe use tax. Other states differ, and a few tax some services. Check yours.
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If you have been affected by a California disaster, please refer to our State of Emergency Tax Relief page for a list of declared disasters and X
ALERT instructions on how to apply for relief.

California Department of o —
Tax and Fee Administration Search CDTFA n

How Do l.., v Tax Programs v Tax Resources v Join Us v Contact Us v

Home / industry / barbers and beauty shops / industry topics

Tax Guide for Barbers and Beauty Shops

Industry Topics
Overview On this page
Getting Started The Basics Other Helpful Information
Industry Topics Key Industry Topics

Resources
The Basics

Industry Guides

Sales and Use Taxes in General

Source California Department of Tax and Fee Administration, Tax Guide for Barbers and Beauty Shops. Facial,
skin and laser treatments listed among non taxable services; skin care products sold to customers among
taxable sales.

What happened Sales tax? (California) In the books

Patient pays for a treatment No. Personal services are not subject Service revenue, no tax line
to sales tax.

Patient buys a skincare product to Yes. You collect it and remit it. Retail revenue, tax
take home collected to Sales Tax
Payable
You buy the neurotoxin, filler, gels and Yes, you pay it. You are the consumer Part of product cost, not a
consumables you use in treatments of supplies used in performing a separate liability
service.
You sell a gift card Not at sale. Tax applies on redemption Liability at sale, revenue
if it buys a taxable product. and any tax on redemption

Practical consequence: on a supplier invoice, items bought for resale should be tax exempt (resale certificate on file with the supplier)
and consumables you use in treatments should carry tax. Getting that backwards costs you twice a year.
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Rule 4. Injectables are inventory, and inventory gets counted

Neurotoxin and filler are the largest product cost in most clinics, and they sit on the shelf as an asset until used. Each month the units
used move to cost of services by service line, and a physical count catches waste, expired product and the occasional missing vial. Gross
margin per service, the number that tells you whether pricing is right, depends entirely on this count. Operations 3 is the how.

Rule 5. Commissions and wages belong to the month they
were earned

If an injector earns commission on September treatments and is paid October 10, September carries the expense and the balance sheet
carries the amount owed until it is paid. Otherwise September looks more profitable than it was and October looks worse. The same goes
for bonuses, membership incentives and payroll taxes.

Rule 6. Small equipment is an expense, big equipment is an
asset

A $900 treatment chair is an expense the month you buy it. A $90,000 laser is an asset that is depreciated (expensed a little each
month) over its useful life, and the loan that paid for it is a liability. The line between the two is your capitalization threshold. The IRS safe
harbor for a business without audited statements is $2,500 per invoice or per item, applied consistently and elected on the return each

year.
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Tangible property final regulations

Section 162 of the Internal Revenue Code (IRC) allows you to deduct all the
ordinary and necessary expenses you incur during the taxable year in carrying on Related topic
your trade or business, including the costs of certain materials, supplies, repairs,

and maintenance. However, section 263(a) of the IRC requires you to capitalize the

Individuals

Businesses and self-employed * Business Tax Account

+ Self-employed individuals tax

Business tax account costs of acquiring, producing, and improving tangible property, regardless of the g
size or the cost incurred. The tax law has long required you to determine whether Y
Employer ID numbers expenditures related to tangible property are currently deductible business * Modemized e-File [MeF) for
expenses or non-deductible capital expenditures. Before the issuance of the final m‘“—ong
Business taxes tangible property regulations on Sept. 17, 2013, [Treasury Decision 9636 (*final and payment options
‘ tangibles regulations")], your decisions were guided by decades of often conflicting * IaxpayerAdvocate
Business strachires case law, as well as administrative rulings on specific factual situations. * Taxpayer Advocate Service
Operating a business. The final tangibles regulations combine the case law and other authoritiesinto a
framework to help you determine whether certain costs are currently deductible or
Self-employed must be capitalized. The final tangibles regulations also contain several simplifying
provisions that are elective and prospective in application (for example, the
Small business election to apply the de minimis safe harbor, the election to utilize the safe harbor

for small taxpayers, and the election to capitalize repair and mainfenance costs in

Industries and professions
4 accordance with books and records).

Small business events * Do the final tangible regulations apply to you?
. i har| i
Online learning * Clari f f pli
B * Aregulatory framework for analyzing whether di are for deductible
L
arge business &

S b B b b o i S W R iRl

Source Internal Revenue Service, Tangible Property Final Regulations, including the de minimis safe harbor
election.
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Rule 7. Start up costs have their own rules

Money spent before opening, such as consultants, training, travel to trade shows and formation costs, is not simply a first month expense.

Under Section 195 the first $5,000 can be deducted in the first year, reduced once total start up costs pass $50,000, with the rest

deducted evenly over 180 months. Keep the itemized list; your CPA needs it.
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tome / Publications / Publication 583 (12/2024), Starting a Business and Keeping Records

5 —_ y 5 .
¢ Future Developments
« Introduction
+ Comments and suggestions.

. GEttll\g answers to your tax questions.
s Getting tax forms, instructions, and

publications.
Ordering tax forms, instructions, and
publications,

* Publication 583 - Main Contents
. n I
* Table 1 What New Busint W
Need To Know About Federal Taxes

* Determining Which Type of Business to Use
Sole proprietorships,

More information.

.

« Partnerships.
* More information.

« Business owned and operated by
spouses.
Exception—Community Income.

Exception—Qualified joint venture.

Corporations.

€ corporations.

S corporations,

Limited liabilitv company.

e s s 8 e

Publication 583 (12/2024), Starting a Business and Keeping
Records

Revised: December 2024

Publication 583 - Introductory Material

Future Developments

For the latest information about developments related to Pub. 583, such as legislation enacted after it was
published, go to |BS, gov/Pubs83.

Introduction

This publication provides basic federal tax information for people who are starting a business. It also provides
information on keeping records and illustrates a recordkeeping system.

Throughout this publication we refer to other IRS publications and forms where you will find more information.
In addition, you may want te contact other government agencies, such as the Small Business Administration
(SBA) at SBA.gov (.

Comments and suggestions. We welcome your comments about this publication and suggestions for future
editions.

You can send us through IRS.gov/FormComments. O, you can write to the Internal Revenue Service,

Source Internal Revenue Service, Publication 583, Starting a Business and Keeping Records.

Rule 8. Contractors get a 1099, and the list is due in January

Anyone you pay for services who is not an employee (a freelance photographer, a contract aesthetician, a cleaning contractor) may need

a Form 1099-NEC. Collect a W-9 from every such vendor before the first payment, not in January. Federal law raised the reporting
threshold from $600 to $2,000 for payments from 2026 onward; confirm the threshold for your year with your CPA.
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About Form 1099-NEC, Nonemployee Compensation

Current year
Prior year
Accessible
eBooks

Browser-friendly forms and
publications

Mabile-friendly forms
Post release changes to forms
Order forms and publications

Help with forms and i

Use Form 1099-NEC to report nonemployee compensation.

Related
Current Revision » About Form 1089-MISC,
- Miscellaneous Information
AR LIR, Towe | « About Form 1040-NR, U.S.
Instructions for Form 1099-MISC and Form 1099-NEC (Print Version [#or ) Nonresident Alien Income Tax
Return

» About Form 8919, Uncollected
Recent Developments 3
Social Security and Medicare Tax on

None at this time. Wapes

Other Items You May Find Useful
all Fgrm 1099-NEC Revisions

About General Instructions for Certain Information Returns

Other Current Products

Comment on tax forms and
publications

Source Internal Revenue Service, About Form 1099-NEC.

And one rule about you: owner pay in a corporation is salary

In a sole proprietorship or an LLC taxed as one, you take money out as a draw. In a corporation, owners who work in the business are
employees, paid through payroll with taxes withheld. Anything else taken out is a dividend, a distribution, or a documented shareholder
loan, each with its own tax treatment. The practical rule: never move money to a personal account outside payroll without telling your
bookkeeper first, and never put a personal expense on a company card. Each one has to be found and explained, and each is a small dent
in the credibility of the books.

Try it yourself

If you have two companies. Some states require a physician owned practice with a separate management company. The rules
above apply to both; the extra rules about how money moves between them are covered in the private client modules.

Where Benchmark comes in. We set up the deferred revenue and gift card accounts, roll them every month from your booking
system, reconcile sales tax and send the figures to your CPA, accrue commissions to the right month, keep the 1099 list current,
and draft the one paragraph capitalization policy.

C] Write down every prepaid offer you sell: packages, memberships, series, gift cards. Each needs a liability account and a rule for when

it becomes revenue.
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C] Find a retail supplier invoice and check that resale items are tax exempt and consumables are taxed.

C] List every non employee you expect to pay this year and collect a W-9 from each before the first payment.

Check yourself: Finance 2

A patient buys a $1,200 four session package and uses one session this month. Month end revenue from this sale is
$1,200
$300, with $900 in deferred revenue
$0

One quarter delivered, one quarter earned. The rest is owed.

In California, which of these carries sales tax when sold to a patient?
A neurotoxin treatment
A bottle of sunscreen to take home
A laser hair removal session

Services are not taxable there. Tangible products sold to the customer are. Other states differ.

You buy a $1,900 handheld device for the treatment room. Under a $2,500 threshold it is
A fixed asset depreciated over five years
An expense this month

A start up cost

Below the capitalization threshold, expense it. Above it, capitalize and depreciate.

An injector earned $2,000 of commission in September, paid October 10. September's P&L should show
Nothing, it was not paid yet
$2,000 of commission expense and $2,000 owed on the balance sheet
$2,000 in October only

Accrual basis: the expense belongs to the month the work was done.
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The owner of a corporation wants $10,000 out for a personal expense. The right way is
Write a check and code it to office expense
Through payroll as salary, or as a documented dividend or shareholder loan agreed with the CPA

Put it on the company card and sort it out at year end

Working owners of a corporation are paid as employees. Anything else needs its own paperwork and
tax treatment.

Pick an answer for each question.

Want this done, not just explained?

The 10-Day Sprint finds the leaks for $1,000, one time. After that, on the plan, the scorecard keeps
coming and at least one growth initiative is executed with you every month. Plans from $2,299 a

month. Everything in this module is part of that work.

See the sprint and pricing Text Nate

Educational material from Benchmark Advisors, not tax, legal, medical or investment advice, and not a promise of any result.
The sample clinic and its figures are invented. Rules differ by state and change; confirm anything that matters with your
CPA, your attorney and your state board. Full disclaimers.

Benchmark Advisors, benchmark-advisors.com/training. Educational material, not tax, legal, medical or investment advice. 8 of 8


http://localhost:3000/#pricing
sms:+19209793853?&body=Hi%20Nate%2C%20I%20was%20reading%20the%20training%20and%20have%20a%20question%20about%20
http://localhost:3000/training/disclaimers

