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FIRMFOCUS
Dennis King Honored for
Commitment to Education
SCV International Charter School (SCVi) will honor KKAJ
Managing Partner Dennis King for his continued dedication to
education in the school’s Vision in Education Dinner on
March 23rd at the Hyatt Regency Valencia. Dennis is a former
member of College of the Canyons Foundation Board and the
William S. Hart Union High School District Governing Board.
Stephanie Edwards, TV personality and co-host of the KTLA
Tournament of Roses Parade coverage, will serve as special
guest presenter. The event is a fundraiser for the school to
update and provide new technology for students.
“Effective use of technology is a critical component to
anyone learning in the 21st century,” stated SCVi’s Founder
Amber Raskin. “In order to learn and master these skills,
students must have the appropriate and up-to-date tools.
Portable electronics are a key resource. For these reasons,
SCVi’s fundraising focus for the 2011-2012 school year is
technology; specifically wifi infrastructure, iPads, Kindles,
laptops and more.”
For reservations visit scvcharterschool.org or phone
661-705-4820.

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

www.kkaj c pa.c om

The Dirty Dozen Tax
Scams for 2012

www.kkajcpa.com
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.

by Dennis V. King, CPA, Managing Partner

KKAJnews briefs

Members of:

A Global Alliance of Legally Independent Accounting & Consulting Firms

Enterprise Worldwide
An International Association of Accountants and Advisors
©2011 King, King, Alleman & Jensen. All rights reserved.

Deadlines and
Reminders*
The 2011 Tax Organizers were
sent out in December. You can
also download a copy by
visiting kkajcpa.com.

March 15:
Calendar Year Corporate
Tax Returns Due

April 2nd:
King, King, Alleman & Jensen
303 N. Glenoaks Boulevard, Suite 750
Burbank, California 91502
RETURN SERVICE REQUESTED

Electronic filing of Forms 1098,
1099, W-2G, and W-2.

April 17:
Individual Income Tax Returns
Due 1st Quarter 2012
Estimated Tax Payment Due

April 30:
Federal Unemployment Tax
Due from Employers

June 15th:
2nd Quarter Individual and
Corporate Estimated Tax
Payments Due

*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
twitter.com/kkajcpa

ach year the Internal Revenue Service issues the
“Dirty Dozen” list of top ranking tax scams. It is
a reminder to exercise caution against forms of
identity theft and return preparer fraud. These
scams are presented in a variety of ways such as
email, online websites, and even in person. The
IRS Criminal Investigation Division works with
the Department of Justice to prosecute the criminals behind these
scams, but does send a warning this tax season, do not be fooled
by the Dirty Dozen. It is crucial to remember that these schemes
can happen at any point in the year, but are typically at their peak
during tax season.

1. Identity Theft.

There has been an increase in identity theft using a legitimate taxpayer’s
information to file fraudulent returns and also steal personal information. The IRS is
working on preventing, detecting, and resolving identity theft cases as soon as possible. The
IRS urges anyone who believes his or her personal information has been stolen or used for tax
purposes immediately contact the IRS Identity Protection Specialized Unit.

2. Phishing.

Using unsolicited emails or fake websites, criminals can easily appeal to their
victims. Criminals can often obtain personal and financial information in order to commit
identity and financial theft. In order to protect from this scam, remember the IRS does not
contact taxpayers via email to ask for personal or financial information. This rule also extends
to other social media outlets and text messages. Unsolicited
emails should be reported to phishing@irs.gov.

3.

Return Preparer Fraud. While an overwhelming number of

tax professionals provide honest services to clients, there
are those in the field who take advantage of taxpayers. One thing
to remember is that every paid preparer in 2012 needs to have a
Preparer Tax Identification Number (PTIN) that is
entered on every return they prepare. Exercise caution if a
preparer does not have a PTIN, encourages falsifying information
on tax documents, or promises larger than normal returns.

4. Hiding Income Offshore.

Offshore accounts are used for
legitimate reasons; however, there are specific
requirements for reporting these funds. When the requirements
are not met, it is considered breaking the law and subsequent
fines and penalties may be incurred. The penalties are not limited
to the taxpayer, but also extend to the banks and bankers
suspected of helping clients hide assets. Offshore accounts
include, but are not limited to, accounts in offshore banks,
brokerage accounts or nominee entities, foreign trusts, employee
leasing schemes, private annuities, and insurance plans.
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Dirty Dozen Tax Scams cont.
Money” from the IRS & Tax Scams Involving
5. “Free
Social Security.

In this scheme, criminals charge people
good money for bad advice. The scams are usually spread by
word of mouth by unsuspecting taxpayers, and build false
hopes for potential clients. Also, criminals will appeal to
taxpayers with promises of non-existent Social Security refunds
or claims. In the end, the clients are left with rejected claims,
while the promoters are long gone. Any intentional mistake of
this kind can result in a $5,000 penalty.

6. False/Inflated Income and Expenses.

Claiming income
you did not earn, or expenses you did not pay, in order to
receive a larger refund is also a form of fraud. The most
common is the improper use of the fuel tax credit. Farmers and
those using fuel for off highway business purposes may be
eligible for the fuel tax credit. Those misusing the credit can
suffer penalties including repayment of funds, any interest
incurred, payment of fines up to $5,000, and prosecution.

7. False Form 1099 Refund Claims.

Some taxpayers
believe that the government maintains secret accounts
for citizens and that they can gain access to the accounts by
filing 1099-OID forms to the IRS. The IRS has determined this to
be a bogus theory and any claim deductions or credits filed that
are false will result in financial penalties and prosecution.

8.

Frivolous Arguments. In order to avoid paying taxes that

are owed, some taxpayers make unreasonable and
outlandish claims in court known as frivolous tax arguments.
Every taxpayer does have the right to contest their liabilities
in court; however, false and frivolous arguments have been
thrown out.

9. Falsely Claiming Zero Wages.

Fraud occurs when any
claim filed includes phony or false information in order
to reduce the taxable income to zero. It reduces the amount an
individual owes the IRS using forms such as a 4852 (Substitute
Form W-2) or a “corrected” Form 1099. Filing false claims in this
manner can result in a $5,000 penalty.

10.

Abuse of Charitable Organizations and
Deductions. The IRS has discovered and is examining

the intentional abuse of 501(c)(3) organizations. This includes
anything that improperly shields assets from taxation, or
attempts by donors of funds to control assets.

11. Disguised Corporate Ownership.

Some third party
companies are being used to form corporations that
conceal the true ownership of the business by obtaining
employer identification numbers. Then, the companies are used
to underreport income, claim fictitious deductions, facilitate
money laundering, and avoid filing claims at all.

12. Misuse of Trusts.

Some questionable transactions
promise to reduce the amount of income subject
to tax, reduced real estate or gift taxes, and deductions for
personal expenses. The transactions rarely come through with
promised funds and are primarily used to hide assets from
creditors and the IRS.

Hiring Your Child
to Work
By Charles R. “Bud” Alleman, CPA, Partner

Hiring a teenage son or daughter
for your small business may have
tax benefits for you, and numerous
benefits for the child. Not only will
they learn responsibility, but will
develop a work ethic, career skills,
and they will also receive tax
benefits. As long as the child is
under-age-18, they can be hired as
full-time or part-time employees,
whichever is preferred.
The wages for the under-age-18 child
employee will be exempt from the
Social Security and Medicare taxes and the federal
unemployment tax (FUTA tax). Also, they will be able to use
his or her standard deduction to shelter up to $5,950 of 2012
wages from federal income tax. This means they may owe zero
federal taxes on the first $5,950 of 2012 wages.
Once the child reaches age 18, Social Security and Medicare
taxes will be due on their wages. On the other hand, they are
still exempt from FUTA taxes until age 21. Also, the standard
deduction will still shelter a good portion of the wages from
federal income taxes. This still merits a nice business write-off
for the business owner.
If you are operating your business as a sole proprietorship, a
single-member LLC, a husband-wife partnership, or a husbandwife LLC, these tax benefits may apply to you. As the small
business owner, you get a Schedule C or Schedule F business
deduction (Schedule E in the case of a rental business or
husband-wife partnership). This write-off reduces your
federal income tax bill, and can reduce your self-employment
tax bill and your state income tax bill, if applicable.
If, however, you are conducting your business as a corporation,
the federal employment tax exemption is unavailable. The
wages would be subject to Medicare and Social Security, and
FUTA taxes regardless of the child’s age. On the other hand,
your child’s standard deduction still creates an income tax
shelter for the child. The business can still deduct the wages
and employer’s share of employment taxes. For these reasons,
hiring your child may still be a tax-smart idea.
Keep in mind that your child’s wages should be reasonable for
the work performed. So this idea works best with teenagers
who can be assigned meaningful duties. As with any employee,
keep the same business records of hours worked and duties
performed. Also remember your child should be issued a Form
W-2 just like any other employee.

The IRS reminds us in light of the Dirty Dozen, it is important to
seek the advice of a trusted professional. The tax and
accounting professionals at KKAJ are available to discuss your
personal tax situation. Contact us at (818) 848-5585.

While the child gains valuable work experience, they can invest
the funds earned, and save for college or other higher
education. If you have any questions regarding how this
strategy may apply to your situation, contact your KKAJ tax
advisors at (818)-848-5585.

Dennis King is Managing Partner of King, King, Alleman & Jensen
Accountancy Corporation. He can be reached at 818.848.5585 or
dennis@kkajcpa.com. Visit www.kkajcpa.com.

Bud Alleman is a Partner of King, King, Alleman & Jensen Accountancy
Corporation. He can be reached at 818.848.5585 or bud@kkajcpa.com.
Visit www.kkajcpa.com for more information

Is a Roth IRA Right for You?
By Robert N. Jensen, Jr., MAcc, CPA, Partner

Saving for retirement is a vital
piece of your financial future and
obtaining financial security. There
are plenty of tax incentives for
those saving for retirement, and
several options for structuring
your retirement account.
There are several advantages to
a Roth IRA account. The chief
advantage is that a Roth IRA has
more flexible rules concerning
distributions. For example, in
most instances contributions can
be withdrawn from a Roth IRA without penalty as long as the
taxpayer is at least 59½ years old and has held the account at
least five years. With Roth IRAs there are no required
minimum distributions; whereas, traditional IRAs require
taxpayers to take minimum distributions when the taxpayer
reaches the age of 70½.
Americans have redefined retirement and continue to be
industrious into later years. Unlike traditional IRAs, a Roth IRA
allows you to make contributions after reaching age 70½. The
contribution will then be able to grow tax-free.
It is good to keep in mind that the money you put into a
traditional IRA is tax deductible, but is taxed on withdrawal.
For Roth IRAs, the opposite is true. You invest money you’ve
already paid taxes on, but withdrawals are tax free.
Another factor to consider is your Social Security planning.
When calculating your modified adjusted gross income (MAGI)

for Social Security purposes, taxpayers must include all
taxable and tax-exempt income and 50% of their Social
Security benefits, but not Roth IRA distributions. Therefore,
having a Roth IRA to supplement retirement income can be
very important in managing the taxability of Social
Security benefits.
There is still time to contribute to a 2011 IRA, Roth IRA, or SEP
until the April 17 filing date. If you qualify you can contribute
up to $5,000 until April 17, 2012 ($6,000 if you were age 50
on December 31, 2011).
As well as the many advantages and disadvantages, there are
complex tax laws that make it difficult to decide between
retirement options. Tax
advisors can help you
decide the best way to
make contributions to
retirement accounts to
maximize the tax
benefits and future
financial security. The
tax advisors at KKAJ are
ready to help guide you
in your decision. Contact
us at 818-848-5585.
Robert N. Jensen, Jr.is Partner of
King, King, Alleman & Jensen
Accountancy Corporation.
He can be reached at
818.848.5585 or bob@kkajcpa.
com. Visit www.kkajcpa.com for
more information.

ADVANTAGES

DISADVANTAGES

Tax-free withdrawals from Roth IRAs are allowable as long
as the account has been open at least five years, and you are
age 59 ½ or older. In contrast, withdrawals from a traditional
IRA are taxable.

On your current tax return, you will not receive a benefit
from Roth IRA contributions because they are not tax
deductible. In contrast, contributions to a traditional IRA are
deductible for qualified individuals. (Traditional IRA eligibility
for tax breaks depend on your income and whether you—or
your spouse, if filing jointly—are covered by an employer’s
retirement plan.)

Distributions based on age are not required so the account
can continue to grow tax-free for decades and can even be
passed on to your heirs tax-free. In contrast, a traditional IRA
requires you to begin taking withdrawals at age 70 ½ or you
start facing steep penalties.
Once you reach age 70 ½ and you have earned income, you
can still make contributions to you Roth IRA. In a traditional
IRA, once you reach age 70 ½, you can not make
contributions.
Even if you are participating in other qualified retirement
plans, you can still contribute to a Roth IRA.
Spouses or beneficiaries of deceased Roth IRA owners can
combine the inherited funds with their own Roth IRA
accounts without a penalty.

Contributions do not reduce your adjusted gross income
(AGI), which may make you eligible for other tax breaks. In
contrast, if you meet certain qualifications; contributions
can reduce your AGI for a traditional IRA.
Since some individuals may never live to see retirement age,
they might not experience and enjoy the tax benefits of a
Roth IRA.
If you income exceeds certain limits, you cannot contribute
to a Roth IRA. When married couple’s income when filing
jointly reaches $169,000 for 2011, eligibility to contribute
begins to phase out. For unmarried taxpayers and heads of
households, phasing out begins when AGI reaches $107,000
for 2011.
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In this scheme, criminals charge people
good money for bad advice. The scams are usually spread by
word of mouth by unsuspecting taxpayers, and build false
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taxpayers with promises of non-existent Social Security refunds
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while the promoters are long gone. Any intentional mistake of
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benefits for the child. Not only will
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and they will also receive tax
benefits. As long as the child is
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whichever is preferred.
The wages for the under-age-18 child
employee will be exempt from the
Social Security and Medicare taxes and the federal
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his or her standard deduction to shelter up to $5,950 of 2012
wages from federal income tax. This means they may owe zero
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Once the child reaches age 18, Social Security and Medicare
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still exempt from FUTA taxes until age 21. Also, the standard
deduction will still shelter a good portion of the wages from
federal income taxes. This still merits a nice business write-off
for the business owner.
If you are operating your business as a sole proprietorship, a
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business owner, you get a Schedule C or Schedule F business
deduction (Schedule E in the case of a rental business or
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ach year the Internal Revenue Service issues the
“Dirty Dozen” list of top ranking tax scams. It is
a reminder to exercise caution against forms of
identity theft and return preparer fraud. These
scams are presented in a variety of ways such as
email, online websites, and even in person. The
IRS Criminal Investigation Division works with
the Department of Justice to prosecute the criminals behind these
scams, but does send a warning this tax season, do not be fooled
by the Dirty Dozen. It is crucial to remember that these schemes
can happen at any point in the year, but are typically at their peak
during tax season.

1. Identity Theft.

There has been an increase in identity theft using a legitimate taxpayer’s
information to file fraudulent returns and also steal personal information. The IRS is
working on preventing, detecting, and resolving identity theft cases as soon as possible. The
IRS urges anyone who believes his or her personal information has been stolen or used for tax
purposes immediately contact the IRS Identity Protection Specialized Unit.

2. Phishing.

Using unsolicited emails or fake websites, criminals can easily appeal to their
victims. Criminals can often obtain personal and financial information in order to commit
identity and financial theft. In order to protect from this scam, remember the IRS does not
contact taxpayers via email to ask for personal or financial information. This rule also extends
to other social media outlets and text messages. Unsolicited
emails should be reported to phishing@irs.gov.

3.

Return Preparer Fraud. While an overwhelming number of

tax professionals provide honest services to clients, there
are those in the field who take advantage of taxpayers. One thing
to remember is that every paid preparer in 2012 needs to have a
Preparer Tax Identification Number (PTIN) that is
entered on every return they prepare. Exercise caution if a
preparer does not have a PTIN, encourages falsifying information
on tax documents, or promises larger than normal returns.

4. Hiding Income Offshore.

Offshore accounts are used for
legitimate reasons; however, there are specific
requirements for reporting these funds. When the requirements
are not met, it is considered breaking the law and subsequent
fines and penalties may be incurred. The penalties are not limited
to the taxpayer, but also extend to the banks and bankers
suspected of helping clients hide assets. Offshore accounts
include, but are not limited to, accounts in offshore banks,
brokerage accounts or nominee entities, foreign trusts, employee
leasing schemes, private annuities, and insurance plans.
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