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PARTNER PROFILE

Accountancy Corporation

GETTING TO KNOW

CHARLES R. “BUD” ALLEMAN

Title: CPA, Partner
Education: California State University, Northridge
Hometown: San Francisco, California
Year Joined KKAJ: 1974

fax:

I’M INSPIRED BY My wife, Cindi, who some years ago was diagnosed
with Stage 3 melanoma cancer. Her attitude of positive thinking, believing
in the power of prayer and perseverance to fight this disease was truly
inspiring. With relatively minor repercussions, she is fully recovered today.

MENTOR I ADMIRE THE MOST is senior partner, David King.

661) 705-4260

email: info@kkajcpa.com

KKAJnews briefs

I’M MOST PROUD OF Having the good fortune to become a Partner, work
and spend my entire professional career at the best CPA firm I know.
MY NEXT GOAL: To assist in KKAJ’s succession plan mentoring the next
generation of the firm’s leadership, while continuing to do the work I love,
which is serving and helping clients.
WHY CHOOSE KKAJ?  Obviously I am a bit prejudiced, but my
experience here has lasted quite some time because the firm has and
continues to strive for the right work-family balance. We maintain an open
door policy and
encourage open
discussion from all
members of the
firm.

TIME SPENT OUTSIDE THE OFFICE I enjoy riding my Seadoo,
flyfishing, deep sea fishing, golfing, and I especially love spending time with
my new granddaughter. I also take pleasure in time spent at my Carpinteria
beach condo and Mojave Desert lake property.
FAVORITE PLACE TO VISIT is Maui, Hawaii.

Deadlines and
Reminders*

Delivering Five-Star
Client Service

December 31, 2012:

• Business Consulting

January 15, 2013:

— Last Day to Make Tax Moves
(i.e. deductible tax payments,
charitable contributions)
— Fourth Installment of 2012
Estimated Tax for Individuals

Providing useful, timely financial information.

January 31, 2013:

• Taxation

GIVING BACK: Prior to my university studies, I served my country
spending four years in the United States Air Force. I serve my community
as Past President and current Treasurer of the Burbank Noon Lions Club. I
am on the board of the Community Foundation of the Verdugos, and Past
President of the Burbank Chamber of Commerce. I also serve as President
and Treasurer of the Carpinteria oceanfront condo association.

Ensuring legal and financial compliance.

• QuickBooks® Consulting
Training, consulting and financial management
with Certified QuickBooks® ProAdvisors®.

• Income and Estate Planning

RECOGNITIONS: I served four years in the United States Air Force,
spending a year in Southeast Asia where I achieved the rank of Staff
Sergeant (E-5) and was awarded the Commendation Medal.

Story Inside—

— Fourth Installment of 2012
Estimated Tax for Corporations

• Audit & Accounting

FAVORITE QUOTE: “You cannot discover new oceans unless you have
the courage to lose sight of the shore.” ~ Anonymous

Expiring Tax Breaks
for Individuals

December 17, 2012:

Adding value to your organization.

FAVORITE MOVIE: Saving Private Ryan

Creating wealth that you control.

KKAJ Partners
From left to right:
Thomas E. Engman, CPA
Charles “Bud” R. Alleman, Jr., CPA
Dennis V. King, CPA, Managing Partner
Robert N. Jensen, Jr., CPA, MAcc

— W-2 Statements Due to
Employees
— 1099 Statements Due to
Recipients
— Annual Form 940 Due
— Annual Form 945 Due
— Form 941 for 4th Quarter Due

• Personal Financial Management

PROFESSIONAL AFFILIATIONS American Institute of Certified Public
Accountants (AICPA) and the California Society of Certified Public
Accountants (CalCPA).   

Our firm provides the information in this newsletter for general guidance only, and does not
constitute the provision of legal advice, tax advice, accounting services, investment advice,
or professional consulting of any kind. The information provided herein should not be used
as a substitute for consultation with professional tax, accounting, legal, or other competent
advisors. Before making any decision or taking any action, you should consult a professional
advisor who has been provided with all pertinent facts relevant to your particular situation. Tax
articles in this newsletter are not intended to be used, and cannot be used by any taxpayer, for
the purpose of avoiding accuracy-related penalties that may be imposed on the taxpayer. The
information is provided “as is” with no assurance or guarantee of completeness, accuracy, or
timeliness of the information, and without warranty of any kind, express or implied, including but
not limited to warranties of performance, merchantability, and fitness for a particular purpose.

818.848.5585
661.705.4222

FAMILY: I live in Simi Valley with
my wife, Cindi, and have two adult
daughters and a new granddaughter
born October 11, 2012, which in
numerical terms is 10/11/12.

BEST PIECE OF ADVICE I EVER RECEIVED: The father of an Airman
friend, Bob Stark, suggested majoring in business in college. We both
decided on Accounting majors, mainly because most of our prior college
credits would transfer. We really had no clue what CPAs did but we both
graduated, then discovered what the profession was about. I hired on with
DenHammer, King & Sylvester, which later became King, King, Alleman &
Jensen.

Valencia, California 91355

toll free: 888.837.9321

BIGGEST CHALLENGE I’VE OVERCOME Obtaining a college degree
while being married with a young child and working a 30 to 40 hour week.

A LITTLE KNOWN FACT ABOUT ME: I had a slight case of polio as a
child while living in Yuma, Arizona.

FALL2012

27200 Tourney Road, Suite 475

phone:

FIRST JOB: My first position was with
KKAJ in 1974.   

IF I WEREN’T DOING THIS: I would be a fly fishing guide. I recently
started fly fishing and love it.

KKAJRESOURCE

King, King, Alleman & Jensen

Providing full-service money management.

• International Service

Are you receiving KKAJ
Updates and enews?
Join the KKAJ Email List at
http://kkajcpa.com/resources/
newsletter.cfm

www.kkajcpa.com

IN THIS ISSUE:

Expanding business opportunities through
global connections.
*This is not intended as a comprehensive list of
deadline dates. Consult with a KKAJ tax
professional for deadlines applicable to
your situation.

facebook.com/kkajcpa

www.kkajcpa.com
twitter.com/kkajcpa

For More Information You Can Use,
Follow KKAJ at http://kkajcpa.com/blog/
LinkedIn.com/company/KKAJ

facebook.com/kkajcpa
twitter.com/kkajcpa

Closing the
Tax Gap

Phony IRS Websites
PARTNER PROFILE: CHARLES R. ALLEMAN, JR.

Enterprise Worldwide
An International Association of Accountants and Advisors

facebook.com/kkajcpa
twitter.com/kkajcpa

KING, KING, ALLEMAN & JENSEN Certified Public Accountants • Phone (818) 848-5585 • 661 705-4222 • Toll free (888) 837-9321
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Expiring Tax Breaks
for Individuals

U

nless Congress
extends some
of the current
deductions,
credits and rates
set to expire on December
31 – or those that expired
December 31, 2011 – there are important tax changes expected.  
Considering the recent election, no one can predict with certainty
whether Congress will extend some of the current tax breaks. It all
depends on what happens in Washington in coming months.
Even if there’s no resolution by year-end, Congress could pass laws
to bring some of these tax breaks back, even retroactively after the
new year. Meanwhile, a partial summary of expiring and expired tax
breaks follows. For a more complete listing, visit kkajcpa.com/blog.
If you have questions related to your personal situation, contact
any KKAJ tax and accounting professional to discuss.

EXPIRING DECEMBER 31, 2012
Tax Rates on Ordinary Income
Currently, tax brackets for individuals range from 10 percent (low
income) to 35 percent (high income).
ANALYSIS: At the low end of the income scale, the existing 10
percent bracket will become 15 percent. At the top of the scale,
the existing 35 percent bracket will be replaced by a 39.6 percent
bracket.

Reduced Social Security Tax Rate
(also Known as the Payroll Tax Holiday)
For 2012, the Social Security tax hits the first $110,100 of wages
and/or self-employment income. The withholding rate for the
employee’s share of the Social Security tax is temporarily reduced
by 2 percent from 6.2 percent to 4.2 percent. For self-employed
people, the Social Security tax component of the self-employment
tax is also temporarily reduced by 2 percent, from the usual 12.4
percent to only 10.4 percent. The maximum savings is $2,202
(2 percent times $110,100). A working couple could save up to
$4,404 (2 times $2,202).
ANALYSIS: While it would further threaten the stability of the
Social Security system, the payroll tax holiday could be extended
through 2013. The goal of keeping more cash in consumers’ hands
in order to spur the economy might be an overriding consideration.
For 2013, Social Security tax will hit the first $113,700 of wages
and/or self-employment income. So if the tax holiday is extended
through 2013, the top tax savings per worker would be $2,274 (2
percent times $113,700) while a working couple could save up to
$4,548 (2 times $2,274).

most long-term gains from investments acquired after December
31, 2000 and held more than five years. The existing rates could be
extended if lawmakers believe it will help the economy.

Reduced Dividend Rate
For 2012, qualified dividends are taxed at a maximum rate of only
15 percent.
ANALYSIS: For 2013, dividends will be treated as ordinary income
taxed at regular rates as high as 39.6 percent. Congress could
extend the existing rates in order to improve the economy.

Tax-Free Treatment for Forgiven Principal Residence
Mortgage Debt
For federal income tax purposes, cancelled debts generally
count as gross income: so-called cancellation of debt (COD)
income. However, a temporary exception applies to COD income
from cancelled mortgage debt that was used to acquire a
principal residence. Under the temporary favorable rule, up to $2
million of COD income from principal residence acquisition debt
that is cancelled in 2007-2012 is treated as a federal-incometax-free item.
ANALYSIS: It appears doubtful that this break will be extended
through 2013 in its current form. However an exception for
smaller amounts of post-2012 forgiven principal residence
mortgage debt might prove to be acceptable to lawmakers.

Even if there’s no resolution

Favorable Earned Income Credit Rules
Legislation enacted in 2009 and 2010 increased the earned income
credit (EIC) percentage for families with three or more qualifying
children from 40 to 45 percent through 2012 and increased the
income threshold for the phase-out rule that can reduce or eliminate
EICs for married joint-filing couples (the threshold was made $5,000
higher than the threshold for singles). These provisions allow larger
EICs for affected families.
ANALYSIS: The current rules will probably be extended through at
least 2013.

The American Opportunity Higher Education Credit
The 2009 stimulus law created the American Opportunity credit,
which can be worth up to $2,500 for 2012 and can be claimed for up
to four years of undergraduate study, and is 40 percent refundable.
The credit is scheduled to be replaced by the Hope Scholarship
credit, which is smaller, can only be claimed for the first two years
of undergraduate study, is subject to phase-out at higher income
levels, and is not refundable.
ANALYSIS: The existing credit and rules will probably be extended
through 2013.

Favorable Student Loan Interest Rules
This deduction can be up to $2,500 annually, whether the taxpayer
itemizes or not. Less-favorable rules are scheduled to kick in for
2013 and beyond. Specifically, a 60-month limit on deductible
interest will apply and stricter phase-out rules will reduce or eliminate
write-offs for many middle-income households.
ANALYSIS: The current rules will likely be extended through at least
2013.

EXPIRED DECMBER 31, 2011
Alternative Minimum Tax Patch
Every year, Congress “patches” the AMT rules to prevent millions
more households from getting socked with this add-on tax. The
annual patch consists of allowing bigger AMT exemptions and

allowing various personal tax credits to offset the AMT. Without a
new patch for 2012, many more taxpayers will face higher tax bills.
ANALYSIS: It is likely that a new AMT patch will be installed for
2012.

Option to Deduct State and Local Sales Taxes
For 2011, individuals had the option of claiming an itemized
deduction for general state and local sales taxes instead of claiming
an itemized deduction for state and local income taxes. This option
can be beneficial if a taxpayer lives in a state with no personal
income tax or a very low state income tax rate.
ANALYSIS: The option will probably be extended through at
least 2012.

Higher Education Tuition Deduction
For 2011, this write-off was up to $4,000 or $2,000 for higherincome folks.
ANALYSIS: This deduction will probably be extended through at
least 2012.

$500 Energy-Efficient Home Improvement Credit
For 2011, taxpayers could claim a tax credit of up to $500 for
certain energy-saving improvements to a principal residence.
ANALYSIS: This credit will probably not be reinstated.

$250 Deduction for Teachers’ School Expenses
For 2011, teachers and other personnel at K-12 schools were able
to deduct up to $250 of school-related expenses they paid out of
their own pockets, whether they itemized or not.
ANALYSIS: This will probably be extended through at least 2013.

Deduction for Home Mortgage Insurance Premiums
For 2011, eligible taxpayers were allowed to treat qualifying
personal residence mortgage insurance premium amounts as
deductible home mortgage interest.
ANALYSIS: It is unclear if this deduction will be extended.

by year-end, Congress could
pass laws to bring some of
these tax breaks back, even
retroactively after the
new year.

Reduced Long-term Capital Gains Rates
For 2012, the maximum federal income tax rate on most long-term
capital gains is 15 percent. Short-term gains are taxed at ordinary
income tax rates.

Favorable Child Credit Rules
For 2012, the maximum credit for an eligible under-age-17 child
is $1,000. For 2013, the top credit is scheduled to drop to only
$500. The current liberalized rules for calculating the refundable
portion of the credit are also scheduled to expire at the end of
2012. The refundable amount is generally limited to the lesser of:
(1) 15 percent of the taxpayer’s earned income in excess of the
applicable threshold or (2) the amount of credit remaining after the
taxpayer’s liability is reduced to zero. For 2012, however, a reduced
$3,000 earned income threshold is in effect, which allows more
households to claim the credit.

ANALYSIS: Unless Congress extends the current rates, the top
rate will increase to 20 percent. An 18 percent top rate will apply to

ANALYSIS: The current rules will likely be extended through
at least 2013.
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Don’t Fall for Phony IRS Websites

T

he Internal Revenue Service (IRS) is issuing a warning to
taxpayers about phony IRS websites. This is a new tax
scam that uses a website that mimics the IRS e-services
online registration page.

The address of the official website is www.IRS.gov. The
actual e-services page offers web-based products for tax
preparers and payers, not the general public. Do not be
misled by sites claiming to be the IRS but end in .com,
.net, .org, or any other designations other than .gov.
Sadly, the IRS receives many reports about fake websites
such as these. Criminals use the website to lure people
into providing personal and financial information that may
be used to steal the victim’s money or identity.
Be aware that the IRS does not initiate contact with
taxpayers by email to request personal or financial information.
This includes any sort of electronic communication such as text
messages and social media channels.

by Thomas E. Engman, CPA, Partner

If you find a
suspicious website
that claims to be the
IRS, send the site’s
URL by email to phishing@irs.gov. Use
the subject line, “suspicious website.”
Also, if you receive any unsolicited emails
that appear to be from the IRS, report
it by sending it to the same address at
phishing@irs.gov.
The IRS provides more information at www.IRS.gov that can help
protect you from tax scams of all kinds. Search the website using
the term “phishing.”
If in doubt, contact one of the tax and accounting professionals at
KKAJ for further assistance.
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Closing the Tax Gap:

IRS Audits Target Small Business

A

s seasons begin to change and we prepare for winter,
the Internal Revenue Service (IRS) announced recently
that it will turn up the heat on small business operations.
A recent IRS analysis indicated that underreporting by
small businesses is responsible for 84 percent of the
estimated $450 billion “tax gap” between tax revenue that is owed
and the amount that has been collected.
The IRS is helping small businesses recognize specific areas that
it considers ripe for abuse. The following points were compiled at
national and regional tax forums throughout the year.

by Dennis V. King, CPA, Managing Partner

out-of-line figures, large travel and entertainment deductions, and
being a “tax protester”. Just a cautionary word on the last item;
while some may not pay taxes on the claim taxes themselves
are unconstitutional, know the IRS has little patience for these
arguments.
Just because an audit occurs on a return, does not mean that an
error has been made. Some are randomly selected or chosen by
statistical formula. They can also be selected if returns involve
issues or transactions with taxpayers who have previously been
selected for audit.

The first key area to watch is company cars. Studies
revealed that employers frequently don’t report taxable
benefits that employees receive from their personal use
of company-owned cars. The IRS plans to focus on
these fringe benefits, and also the use of company cars,
specifically “luxury” models in this audit set.
The IRS continues to aggressively pursue self-employed
taxpayers with a “total positive income” or TPI of more
than $1 million. TPI is the gross receipts and sources of
income before expenses and deductions are claimed for
the year. Anyone who brings in over $1 million TPI for the
year is defined as a high income taxpayer and could find
themselves in the growing trend of audits of this group.   
Next year, the IRS will institute Form 1099-K matching.
Despite the recent reprieve from merchant credit card
reporting on business returns, this pilot program will match
up payee statements with receipts.
Remember, qualified small businesses are eligible for a
credit for the health insurance it pays for employees under
the Patient Protection and Affordable Care Act (PPACA).
This credit was first introduced on the 2010 tax returns. Now,
the IRS will examine employers and nonprofits to determine their
eligibility under the PPACA credit.
When it comes to foreign transactions, the IRS stepped up efforts
to uncover assets that are being securely stowed away by U.S.
taxpayers in overseas accounts. Offshore transactions made by
businesses and individuals will continue to be the point of focus.
Another specific area revolves around partnerships. In the past,
abuses revolving these pass-through entities have escaped
detection. The IRS will target partnerships that have reported large
losses or have suspicious transactions on the books.
S Corporations are similar to partnerships, and are increasingly
targeted for audits. The IRS reviews basis computations to see
if taxpayers are meeting due diligence requirements before
deducting losses on Form 1040 and checks on distributions to
avoid payment of Social Security tax.
Employers have several incentives to classify workers as
independent contractors instead of employees. This makes
employers not responsible for payroll taxes or fringe benefits for
outside contractors. The IRS is planning to tighten up compliance
of these rules.
Other audit red flags that are more timeless in nature include not
reporting all income, self-employment, dealing in cash,

Audits can be conducted by mail or through an in-person
interview. It can take place at an IRS office or may be a “field
audit” at the taxpayer’s home, business, or accountant’s office.
Remember, even if your return is audited, it may be nothing to
lose sleep over. You aren’t always required to attend – you can
designate a tax advisor to act on your behalf. Getting tax and legal
advice up front can result in significant savings. The professionals
at KKAJ are available to help. Contact us at
(818) 848-5585 or (661) 705-4222.

Audit Red Flags for Small Businesses
(partial list)

Company Cars
High Income Taxpayers
Form 1099-K Matching
Health Insurance Credits
Foreign Transactions
Partnerships
S Corporations
Worker Classifications

Under Reporting of Income
Self-employment
Cash Transactions
Out-of-line Figures
Large Travel and Entertainment Deductions
Being a “Tax Protester”
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Expiring Tax Breaks
for Individuals

U

nless Congress
extends some
of the current
deductions,
credits and rates
set to expire on December
31 – or those that expired
December 31, 2011 – there are important tax changes expected.  
Considering the recent election, no one can predict with certainty
whether Congress will extend some of the current tax breaks. It all
depends on what happens in Washington in coming months.
Even if there’s no resolution by year-end, Congress could pass laws
to bring some of these tax breaks back, even retroactively after the
new year. Meanwhile, a partial summary of expiring and expired tax
breaks follows. For a more complete listing, visit kkajcpa.com/blog.
If you have questions related to your personal situation, contact
any KKAJ tax and accounting professional to discuss.

EXPIRING DECEMBER 31, 2012
Tax Rates on Ordinary Income
Currently, tax brackets for individuals range from 10 percent (low
income) to 35 percent (high income).
ANALYSIS: At the low end of the income scale, the existing 10
percent bracket will become 15 percent. At the top of the scale,
the existing 35 percent bracket will be replaced by a 39.6 percent
bracket.

Reduced Social Security Tax Rate
(also Known as the Payroll Tax Holiday)
For 2012, the Social Security tax hits the first $110,100 of wages
and/or self-employment income. The withholding rate for the
employee’s share of the Social Security tax is temporarily reduced
by 2 percent from 6.2 percent to 4.2 percent. For self-employed
people, the Social Security tax component of the self-employment
tax is also temporarily reduced by 2 percent, from the usual 12.4
percent to only 10.4 percent. The maximum savings is $2,202
(2 percent times $110,100). A working couple could save up to
$4,404 (2 times $2,202).
ANALYSIS: While it would further threaten the stability of the
Social Security system, the payroll tax holiday could be extended
through 2013. The goal of keeping more cash in consumers’ hands
in order to spur the economy might be an overriding consideration.
For 2013, Social Security tax will hit the first $113,700 of wages
and/or self-employment income. So if the tax holiday is extended
through 2013, the top tax savings per worker would be $2,274 (2
percent times $113,700) while a working couple could save up to
$4,548 (2 times $2,274).

most long-term gains from investments acquired after December
31, 2000 and held more than five years. The existing rates could be
extended if lawmakers believe it will help the economy.

Reduced Dividend Rate
For 2012, qualified dividends are taxed at a maximum rate of only
15 percent.
ANALYSIS: For 2013, dividends will be treated as ordinary income
taxed at regular rates as high as 39.6 percent. Congress could
extend the existing rates in order to improve the economy.

Tax-Free Treatment for Forgiven Principal Residence
Mortgage Debt
For federal income tax purposes, cancelled debts generally
count as gross income: so-called cancellation of debt (COD)
income. However, a temporary exception applies to COD income
from cancelled mortgage debt that was used to acquire a
principal residence. Under the temporary favorable rule, up to $2
million of COD income from principal residence acquisition debt
that is cancelled in 2007-2012 is treated as a federal-incometax-free item.
ANALYSIS: It appears doubtful that this break will be extended
through 2013 in its current form. However an exception for
smaller amounts of post-2012 forgiven principal residence
mortgage debt might prove to be acceptable to lawmakers.

Even if there’s no resolution

Favorable Earned Income Credit Rules
Legislation enacted in 2009 and 2010 increased the earned income
credit (EIC) percentage for families with three or more qualifying
children from 40 to 45 percent through 2012 and increased the
income threshold for the phase-out rule that can reduce or eliminate
EICs for married joint-filing couples (the threshold was made $5,000
higher than the threshold for singles). These provisions allow larger
EICs for affected families.
ANALYSIS: The current rules will probably be extended through at
least 2013.

The American Opportunity Higher Education Credit
The 2009 stimulus law created the American Opportunity credit,
which can be worth up to $2,500 for 2012 and can be claimed for up
to four years of undergraduate study, and is 40 percent refundable.
The credit is scheduled to be replaced by the Hope Scholarship
credit, which is smaller, can only be claimed for the first two years
of undergraduate study, is subject to phase-out at higher income
levels, and is not refundable.
ANALYSIS: The existing credit and rules will probably be extended
through 2013.

Favorable Student Loan Interest Rules
This deduction can be up to $2,500 annually, whether the taxpayer
itemizes or not. Less-favorable rules are scheduled to kick in for
2013 and beyond. Specifically, a 60-month limit on deductible
interest will apply and stricter phase-out rules will reduce or eliminate
write-offs for many middle-income households.
ANALYSIS: The current rules will likely be extended through at least
2013.

EXPIRED DECMBER 31, 2011
Alternative Minimum Tax Patch
Every year, Congress “patches” the AMT rules to prevent millions
more households from getting socked with this add-on tax. The
annual patch consists of allowing bigger AMT exemptions and

allowing various personal tax credits to offset the AMT. Without a
new patch for 2012, many more taxpayers will face higher tax bills.
ANALYSIS: It is likely that a new AMT patch will be installed for
2012.

Option to Deduct State and Local Sales Taxes
For 2011, individuals had the option of claiming an itemized
deduction for general state and local sales taxes instead of claiming
an itemized deduction for state and local income taxes. This option
can be beneficial if a taxpayer lives in a state with no personal
income tax or a very low state income tax rate.
ANALYSIS: The option will probably be extended through at
least 2012.

Higher Education Tuition Deduction
For 2011, this write-off was up to $4,000 or $2,000 for higherincome folks.
ANALYSIS: This deduction will probably be extended through at
least 2012.

$500 Energy-Efficient Home Improvement Credit
For 2011, taxpayers could claim a tax credit of up to $500 for
certain energy-saving improvements to a principal residence.
ANALYSIS: This credit will probably not be reinstated.

$250 Deduction for Teachers’ School Expenses
For 2011, teachers and other personnel at K-12 schools were able
to deduct up to $250 of school-related expenses they paid out of
their own pockets, whether they itemized or not.
ANALYSIS: This will probably be extended through at least 2013.

Deduction for Home Mortgage Insurance Premiums
For 2011, eligible taxpayers were allowed to treat qualifying
personal residence mortgage insurance premium amounts as
deductible home mortgage interest.
ANALYSIS: It is unclear if this deduction will be extended.

by year-end, Congress could
pass laws to bring some of
these tax breaks back, even
retroactively after the
new year.

Reduced Long-term Capital Gains Rates
For 2012, the maximum federal income tax rate on most long-term
capital gains is 15 percent. Short-term gains are taxed at ordinary
income tax rates.

Favorable Child Credit Rules
For 2012, the maximum credit for an eligible under-age-17 child
is $1,000. For 2013, the top credit is scheduled to drop to only
$500. The current liberalized rules for calculating the refundable
portion of the credit are also scheduled to expire at the end of
2012. The refundable amount is generally limited to the lesser of:
(1) 15 percent of the taxpayer’s earned income in excess of the
applicable threshold or (2) the amount of credit remaining after the
taxpayer’s liability is reduced to zero. For 2012, however, a reduced
$3,000 earned income threshold is in effect, which allows more
households to claim the credit.

ANALYSIS: Unless Congress extends the current rates, the top
rate will increase to 20 percent. An 18 percent top rate will apply to

ANALYSIS: The current rules will likely be extended through
at least 2013.
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Don’t Fall for Phony IRS Websites

T

he Internal Revenue Service (IRS) is issuing a warning to
taxpayers about phony IRS websites. This is a new tax
scam that uses a website that mimics the IRS e-services
online registration page.

The address of the official website is www.IRS.gov. The
actual e-services page offers web-based products for tax
preparers and payers, not the general public. Do not be
misled by sites claiming to be the IRS but end in .com,
.net, .org, or any other designations other than .gov.
Sadly, the IRS receives many reports about fake websites
such as these. Criminals use the website to lure people
into providing personal and financial information that may
be used to steal the victim’s money or identity.
Be aware that the IRS does not initiate contact with
taxpayers by email to request personal or financial information.
This includes any sort of electronic communication such as text
messages and social media channels.

by Thomas E. Engman, CPA, Partner

If you find a
suspicious website
that claims to be the
IRS, send the site’s
URL by email to phishing@irs.gov. Use
the subject line, “suspicious website.”
Also, if you receive any unsolicited emails
that appear to be from the IRS, report
it by sending it to the same address at
phishing@irs.gov.
The IRS provides more information at www.IRS.gov that can help
protect you from tax scams of all kinds. Search the website using
the term “phishing.”
If in doubt, contact one of the tax and accounting professionals at
KKAJ for further assistance.
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Closing the Tax Gap:

IRS Audits Target Small Business

A

s seasons begin to change and we prepare for winter,
the Internal Revenue Service (IRS) announced recently
that it will turn up the heat on small business operations.
A recent IRS analysis indicated that underreporting by
small businesses is responsible for 84 percent of the
estimated $450 billion “tax gap” between tax revenue that is owed
and the amount that has been collected.
The IRS is helping small businesses recognize specific areas that
it considers ripe for abuse. The following points were compiled at
national and regional tax forums throughout the year.

by Dennis V. King, CPA, Managing Partner

out-of-line figures, large travel and entertainment deductions, and
being a “tax protester”. Just a cautionary word on the last item;
while some may not pay taxes on the claim taxes themselves
are unconstitutional, know the IRS has little patience for these
arguments.
Just because an audit occurs on a return, does not mean that an
error has been made. Some are randomly selected or chosen by
statistical formula. They can also be selected if returns involve
issues or transactions with taxpayers who have previously been
selected for audit.

The first key area to watch is company cars. Studies
revealed that employers frequently don’t report taxable
benefits that employees receive from their personal use
of company-owned cars. The IRS plans to focus on
these fringe benefits, and also the use of company cars,
specifically “luxury” models in this audit set.
The IRS continues to aggressively pursue self-employed
taxpayers with a “total positive income” or TPI of more
than $1 million. TPI is the gross receipts and sources of
income before expenses and deductions are claimed for
the year. Anyone who brings in over $1 million TPI for the
year is defined as a high income taxpayer and could find
themselves in the growing trend of audits of this group.   
Next year, the IRS will institute Form 1099-K matching.
Despite the recent reprieve from merchant credit card
reporting on business returns, this pilot program will match
up payee statements with receipts.
Remember, qualified small businesses are eligible for a
credit for the health insurance it pays for employees under
the Patient Protection and Affordable Care Act (PPACA).
This credit was first introduced on the 2010 tax returns. Now,
the IRS will examine employers and nonprofits to determine their
eligibility under the PPACA credit.
When it comes to foreign transactions, the IRS stepped up efforts
to uncover assets that are being securely stowed away by U.S.
taxpayers in overseas accounts. Offshore transactions made by
businesses and individuals will continue to be the point of focus.
Another specific area revolves around partnerships. In the past,
abuses revolving these pass-through entities have escaped
detection. The IRS will target partnerships that have reported large
losses or have suspicious transactions on the books.
S Corporations are similar to partnerships, and are increasingly
targeted for audits. The IRS reviews basis computations to see
if taxpayers are meeting due diligence requirements before
deducting losses on Form 1040 and checks on distributions to
avoid payment of Social Security tax.
Employers have several incentives to classify workers as
independent contractors instead of employees. This makes
employers not responsible for payroll taxes or fringe benefits for
outside contractors. The IRS is planning to tighten up compliance
of these rules.
Other audit red flags that are more timeless in nature include not
reporting all income, self-employment, dealing in cash,

Audits can be conducted by mail or through an in-person
interview. It can take place at an IRS office or may be a “field
audit” at the taxpayer’s home, business, or accountant’s office.
Remember, even if your return is audited, it may be nothing to
lose sleep over. You aren’t always required to attend – you can
designate a tax advisor to act on your behalf. Getting tax and legal
advice up front can result in significant savings. The professionals
at KKAJ are available to help. Contact us at
(818) 848-5585 or (661) 705-4222.
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(partial list)
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Form 1099-K Matching
Health Insurance Credits
Foreign Transactions
Partnerships
S Corporations
Worker Classifications

Under Reporting of Income
Self-employment
Cash Transactions
Out-of-line Figures
Large Travel and Entertainment Deductions
Being a “Tax Protester”
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Expiring Tax Breaks
for Individuals

U

nless Congress
extends some
of the current
deductions,
credits and rates
set to expire on December
31 – or those that expired
December 31, 2011 – there are important tax changes expected.  
Considering the recent election, no one can predict with certainty
whether Congress will extend some of the current tax breaks. It all
depends on what happens in Washington in coming months.
Even if there’s no resolution by year-end, Congress could pass laws
to bring some of these tax breaks back, even retroactively after the
new year. Meanwhile, a partial summary of expiring and expired tax
breaks follows. For a more complete listing, visit kkajcpa.com/blog.
If you have questions related to your personal situation, contact
any KKAJ tax and accounting professional to discuss.

EXPIRING DECEMBER 31, 2012
Tax Rates on Ordinary Income
Currently, tax brackets for individuals range from 10 percent (low
income) to 35 percent (high income).
ANALYSIS: At the low end of the income scale, the existing 10
percent bracket will become 15 percent. At the top of the scale,
the existing 35 percent bracket will be replaced by a 39.6 percent
bracket.

Reduced Social Security Tax Rate
(also Known as the Payroll Tax Holiday)
For 2012, the Social Security tax hits the first $110,100 of wages
and/or self-employment income. The withholding rate for the
employee’s share of the Social Security tax is temporarily reduced
by 2 percent from 6.2 percent to 4.2 percent. For self-employed
people, the Social Security tax component of the self-employment
tax is also temporarily reduced by 2 percent, from the usual 12.4
percent to only 10.4 percent. The maximum savings is $2,202
(2 percent times $110,100). A working couple could save up to
$4,404 (2 times $2,202).
ANALYSIS: While it would further threaten the stability of the
Social Security system, the payroll tax holiday could be extended
through 2013. The goal of keeping more cash in consumers’ hands
in order to spur the economy might be an overriding consideration.
For 2013, Social Security tax will hit the first $113,700 of wages
and/or self-employment income. So if the tax holiday is extended
through 2013, the top tax savings per worker would be $2,274 (2
percent times $113,700) while a working couple could save up to
$4,548 (2 times $2,274).

most long-term gains from investments acquired after December
31, 2000 and held more than five years. The existing rates could be
extended if lawmakers believe it will help the economy.

Reduced Dividend Rate
For 2012, qualified dividends are taxed at a maximum rate of only
15 percent.
ANALYSIS: For 2013, dividends will be treated as ordinary income
taxed at regular rates as high as 39.6 percent. Congress could
extend the existing rates in order to improve the economy.

Tax-Free Treatment for Forgiven Principal Residence
Mortgage Debt
For federal income tax purposes, cancelled debts generally
count as gross income: so-called cancellation of debt (COD)
income. However, a temporary exception applies to COD income
from cancelled mortgage debt that was used to acquire a
principal residence. Under the temporary favorable rule, up to $2
million of COD income from principal residence acquisition debt
that is cancelled in 2007-2012 is treated as a federal-incometax-free item.
ANALYSIS: It appears doubtful that this break will be extended
through 2013 in its current form. However an exception for
smaller amounts of post-2012 forgiven principal residence
mortgage debt might prove to be acceptable to lawmakers.

Even if there’s no resolution

Favorable Earned Income Credit Rules
Legislation enacted in 2009 and 2010 increased the earned income
credit (EIC) percentage for families with three or more qualifying
children from 40 to 45 percent through 2012 and increased the
income threshold for the phase-out rule that can reduce or eliminate
EICs for married joint-filing couples (the threshold was made $5,000
higher than the threshold for singles). These provisions allow larger
EICs for affected families.
ANALYSIS: The current rules will probably be extended through at
least 2013.

The American Opportunity Higher Education Credit
The 2009 stimulus law created the American Opportunity credit,
which can be worth up to $2,500 for 2012 and can be claimed for up
to four years of undergraduate study, and is 40 percent refundable.
The credit is scheduled to be replaced by the Hope Scholarship
credit, which is smaller, can only be claimed for the first two years
of undergraduate study, is subject to phase-out at higher income
levels, and is not refundable.
ANALYSIS: The existing credit and rules will probably be extended
through 2013.

Favorable Student Loan Interest Rules
This deduction can be up to $2,500 annually, whether the taxpayer
itemizes or not. Less-favorable rules are scheduled to kick in for
2013 and beyond. Specifically, a 60-month limit on deductible
interest will apply and stricter phase-out rules will reduce or eliminate
write-offs for many middle-income households.
ANALYSIS: The current rules will likely be extended through at least
2013.

EXPIRED DECMBER 31, 2011
Alternative Minimum Tax Patch
Every year, Congress “patches” the AMT rules to prevent millions
more households from getting socked with this add-on tax. The
annual patch consists of allowing bigger AMT exemptions and

allowing various personal tax credits to offset the AMT. Without a
new patch for 2012, many more taxpayers will face higher tax bills.
ANALYSIS: It is likely that a new AMT patch will be installed for
2012.

Option to Deduct State and Local Sales Taxes
For 2011, individuals had the option of claiming an itemized
deduction for general state and local sales taxes instead of claiming
an itemized deduction for state and local income taxes. This option
can be beneficial if a taxpayer lives in a state with no personal
income tax or a very low state income tax rate.
ANALYSIS: The option will probably be extended through at
least 2012.

Higher Education Tuition Deduction
For 2011, this write-off was up to $4,000 or $2,000 for higherincome folks.
ANALYSIS: This deduction will probably be extended through at
least 2012.

$500 Energy-Efficient Home Improvement Credit
For 2011, taxpayers could claim a tax credit of up to $500 for
certain energy-saving improvements to a principal residence.
ANALYSIS: This credit will probably not be reinstated.

$250 Deduction for Teachers’ School Expenses
For 2011, teachers and other personnel at K-12 schools were able
to deduct up to $250 of school-related expenses they paid out of
their own pockets, whether they itemized or not.
ANALYSIS: This will probably be extended through at least 2013.

Deduction for Home Mortgage Insurance Premiums
For 2011, eligible taxpayers were allowed to treat qualifying
personal residence mortgage insurance premium amounts as
deductible home mortgage interest.
ANALYSIS: It is unclear if this deduction will be extended.

by year-end, Congress could
pass laws to bring some of
these tax breaks back, even
retroactively after the
new year.

Reduced Long-term Capital Gains Rates
For 2012, the maximum federal income tax rate on most long-term
capital gains is 15 percent. Short-term gains are taxed at ordinary
income tax rates.

Favorable Child Credit Rules
For 2012, the maximum credit for an eligible under-age-17 child
is $1,000. For 2013, the top credit is scheduled to drop to only
$500. The current liberalized rules for calculating the refundable
portion of the credit are also scheduled to expire at the end of
2012. The refundable amount is generally limited to the lesser of:
(1) 15 percent of the taxpayer’s earned income in excess of the
applicable threshold or (2) the amount of credit remaining after the
taxpayer’s liability is reduced to zero. For 2012, however, a reduced
$3,000 earned income threshold is in effect, which allows more
households to claim the credit.

ANALYSIS: Unless Congress extends the current rates, the top
rate will increase to 20 percent. An 18 percent top rate will apply to

ANALYSIS: The current rules will likely be extended through
at least 2013.
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Don’t Fall for Phony IRS Websites

T

he Internal Revenue Service (IRS) is issuing a warning to
taxpayers about phony IRS websites. This is a new tax
scam that uses a website that mimics the IRS e-services
online registration page.

The address of the official website is www.IRS.gov. The
actual e-services page offers web-based products for tax
preparers and payers, not the general public. Do not be
misled by sites claiming to be the IRS but end in .com,
.net, .org, or any other designations other than .gov.
Sadly, the IRS receives many reports about fake websites
such as these. Criminals use the website to lure people
into providing personal and financial information that may
be used to steal the victim’s money or identity.
Be aware that the IRS does not initiate contact with
taxpayers by email to request personal or financial information.
This includes any sort of electronic communication such as text
messages and social media channels.

by Thomas E. Engman, CPA, Partner

If you find a
suspicious website
that claims to be the
IRS, send the site’s
URL by email to phishing@irs.gov. Use
the subject line, “suspicious website.”
Also, if you receive any unsolicited emails
that appear to be from the IRS, report
it by sending it to the same address at
phishing@irs.gov.
The IRS provides more information at www.IRS.gov that can help
protect you from tax scams of all kinds. Search the website using
the term “phishing.”
If in doubt, contact one of the tax and accounting professionals at
KKAJ for further assistance.

KING, KING, ALLEMAN & JENSEN Certified Public Accountants • Phone (818) 848-5585 • (661) 705-4222 • Toll free (888) 837-9321 • Fax (818) 566-6571

Closing the Tax Gap:

IRS Audits Target Small Business

A

s seasons begin to change and we prepare for winter,
the Internal Revenue Service (IRS) announced recently
that it will turn up the heat on small business operations.
A recent IRS analysis indicated that underreporting by
small businesses is responsible for 84 percent of the
estimated $450 billion “tax gap” between tax revenue that is owed
and the amount that has been collected.
The IRS is helping small businesses recognize specific areas that
it considers ripe for abuse. The following points were compiled at
national and regional tax forums throughout the year.

by Dennis V. King, CPA, Managing Partner

out-of-line figures, large travel and entertainment deductions, and
being a “tax protester”. Just a cautionary word on the last item;
while some may not pay taxes on the claim taxes themselves
are unconstitutional, know the IRS has little patience for these
arguments.
Just because an audit occurs on a return, does not mean that an
error has been made. Some are randomly selected or chosen by
statistical formula. They can also be selected if returns involve
issues or transactions with taxpayers who have previously been
selected for audit.

The first key area to watch is company cars. Studies
revealed that employers frequently don’t report taxable
benefits that employees receive from their personal use
of company-owned cars. The IRS plans to focus on
these fringe benefits, and also the use of company cars,
specifically “luxury” models in this audit set.
The IRS continues to aggressively pursue self-employed
taxpayers with a “total positive income” or TPI of more
than $1 million. TPI is the gross receipts and sources of
income before expenses and deductions are claimed for
the year. Anyone who brings in over $1 million TPI for the
year is defined as a high income taxpayer and could find
themselves in the growing trend of audits of this group.   
Next year, the IRS will institute Form 1099-K matching.
Despite the recent reprieve from merchant credit card
reporting on business returns, this pilot program will match
up payee statements with receipts.
Remember, qualified small businesses are eligible for a
credit for the health insurance it pays for employees under
the Patient Protection and Affordable Care Act (PPACA).
This credit was first introduced on the 2010 tax returns. Now,
the IRS will examine employers and nonprofits to determine their
eligibility under the PPACA credit.
When it comes to foreign transactions, the IRS stepped up efforts
to uncover assets that are being securely stowed away by U.S.
taxpayers in overseas accounts. Offshore transactions made by
businesses and individuals will continue to be the point of focus.
Another specific area revolves around partnerships. In the past,
abuses revolving these pass-through entities have escaped
detection. The IRS will target partnerships that have reported large
losses or have suspicious transactions on the books.
S Corporations are similar to partnerships, and are increasingly
targeted for audits. The IRS reviews basis computations to see
if taxpayers are meeting due diligence requirements before
deducting losses on Form 1040 and checks on distributions to
avoid payment of Social Security tax.
Employers have several incentives to classify workers as
independent contractors instead of employees. This makes
employers not responsible for payroll taxes or fringe benefits for
outside contractors. The IRS is planning to tighten up compliance
of these rules.
Other audit red flags that are more timeless in nature include not
reporting all income, self-employment, dealing in cash,

Audits can be conducted by mail or through an in-person
interview. It can take place at an IRS office or may be a “field
audit” at the taxpayer’s home, business, or accountant’s office.
Remember, even if your return is audited, it may be nothing to
lose sleep over. You aren’t always required to attend – you can
designate a tax advisor to act on your behalf. Getting tax and legal
advice up front can result in significant savings. The professionals
at KKAJ are available to help. Contact us at
(818) 848-5585 or (661) 705-4222.

Audit Red Flags for Small Businesses
(partial list)

Company Cars
High Income Taxpayers
Form 1099-K Matching
Health Insurance Credits
Foreign Transactions
Partnerships
S Corporations
Worker Classifications

Under Reporting of Income
Self-employment
Cash Transactions
Out-of-line Figures
Large Travel and Entertainment Deductions
Being a “Tax Protester”
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I’M MOST PROUD OF Having the good fortune to become a Partner, work
and spend my entire professional career at the best CPA firm I know.
MY NEXT GOAL: To assist in KKAJ’s succession plan mentoring the next
generation of the firm’s leadership, while continuing to do the work I love,
which is serving and helping clients.
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experience here has lasted quite some time because the firm has and
continues to strive for the right work-family balance. We maintain an open
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or professional consulting of any kind. The information provided herein should not be used
as a substitute for consultation with professional tax, accounting, legal, or other competent
advisors. Before making any decision or taking any action, you should consult a professional
advisor who has been provided with all pertinent facts relevant to your particular situation. Tax
articles in this newsletter are not intended to be used, and cannot be used by any taxpayer, for
the purpose of avoiding accuracy-related penalties that may be imposed on the taxpayer. The
information is provided “as is” with no assurance or guarantee of completeness, accuracy, or
timeliness of the information, and without warranty of any kind, express or implied, including but
not limited to warranties of performance, merchantability, and fitness for a particular purpose.
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