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Deadlines and 
Reminders*
 

June 30, 2013: 
—	 Report of Foreign Bank and 		
	 Financial Accounts (FBAR) due

July 31, 2013: 
—	 Quarterly federal and state payroll 		
	 tax returns due

—	 Form 5500 for employee benefit 		
	 plans due

September 16, 2013: 
— 	3rd quarter individual and 		
	 corporate estimated tax  
	 payments due

—	 Corporate tax returns due  
	 (if previously extended)

October 15, 2013: 
—	 2012 tax returns due for individuals 	
	 (if previously extended)

*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
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Story Inside—

•	Business Consulting	
	 Adding value to your organization.

•	Audit & Accounting	
	 Providing useful, timely financial information.

•	Taxation	
	 Ensuring legal and financial compliance.

•	QuickBooks® Consulting	
	 Training, consulting and financial management 	 	

	 with Certified QuickBooks® ProAdvisors®.

•	 Income and Estate Planning	
	 Creating wealth that you control.

•	Personal Financial Management	
	 Providing full-service money management.

•	 International Service	
	 Expanding business opportunities through 	 	

	 global connections.

Delivering Five-Star  
Client Service

FIRST JOB: My first job in high school 
was at Burger King. As a CPA, my first 
job was at King, Church and Sylvester, 
which later became KKAJ.    

FAMILY: I live in the San Gabriel Valley 
with my wife, Theresa. 

IF I WEREN’T DOING THIS: I would be working with computers.

A LITTLE KNOWN FACT ABOUT ME: I have an Associate of Science 
degree in Automotive Technology, which qualifies me to be a grease 
monkey. 

BEST PIECE OF ADVICE EVER RECEIVED: When 
something goes wrong and there is a problem, do not affix 
blame. Fix the problem and always look for a solution.

MENTOR I ADMIRE THE MOST: I admire my dad. He always 
had integrity and did the right thing, simply because it was the 
right thing to do. 

TIME SPENT OUTSIDE THE OFFICE: I enjoy reading 	
non-fiction, management and personal discovery books.   

FAVORITE PLACE TO VISIT: Hawaii

FAVORITE MOVIE: James Bond movies, mainly because he is 
always cool under pressure. 

FAVORITE QUOTE: “Success comes from wisdom. Wisdom 
comes from good judgment. Good judgment comes from 
experience, and experience comes from poor judgment.” 

GIVING BACK: I serve as Treasurer for the Kiwanis Club of 
Burbank and the Burbank Kiwanis Foundation, Inc. I am also past 
president of the Kid’s Community Dental Clinic in Burbank (2007-2012)  
current Treasurer, and on the  Board of Directors of Leadership Burbank. 

RECOGNITIONS: Proud to have been named Kiwanian of the Year in 
2003. Earlier this year, I received a Certificate of Recognition from the City 
of Burbank for service to the Kid’s Community Dental Clinic.

PROFESSIONAL AFFILIATIONS: American Institute of Certified Public 
Accountants (AICPA), California Society of Certified Public Accountants 
(CalCPA), Affordable Housing Association of Certified Public Accountants 
(AHACPA), and the Affordable Housing Management Association (AHMA)  

BIGGEST CHALLENGE I’VE OVERCOME would be Celiac disease. In 
my case it caused anemia and malnutrition; I was tired and exhausted on 
the best of days.

I’M INSPIRED BY people who strive to make the world a better place. 
I see this in the nonprofits I am involved with both personally and 
professionally.

I’M MOST PROUD OF being a partner at KKAJ and being part of a team 
that is client-focused and strives to provide the best service possible. 

MY NEXT GOAL is to learn to play golf. 

WHY CHOOSE KKAJ?  KKAJ strives 
to provide Five Star service. From the 
top down, everyone is dedicated to 
providing their best to our clients.

PARTNER PROFILE
Title: CPA, Partner
Education: California State University, Los Angeles
Hometown: San Gabriel Valley	
Year Joined KKAJ: Tom began his accounting career as a Staff Accountant 
in 1981 with KKAJ before returning as a Partner in 2004.

GETTING TO KNOW

Enterprise Worldwide  
An International Association of Accountants and Advisors

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. LinkedIn.com/company/KKAJ
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THOMAS E. ENGMAN

Are you receiving KKAJ 
Updates and enews?

Join the KKAJ Email List at 
http://kkajcpa.com/resources/ 

newsletter.cfm 

For More Information You Can Use,  
Follow KKAJ at http://kkajcpa.com/blog/
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“When I was young I thought that money was the 
most important thing in life; now that I am old I 
know that it is.”   —Oscar Wilde 

W
hile most of us may smile at the sentiment so 
poetically written by Oscar Wilde in the late 
1800s, the reality is that the same truth holds 
true today. It’s not just how much money you 
make, but how much you keep that is important. 

Stated another way, invest wisely and always consider the tax 
consequences.

The tax code contains a handful of tax breaks that were originally 
designed for a highly selective type of investor, namely venture 
capitalists and multimillionaire “angel” investors who make a 
living finding and financing small companies. New rules allowing 
corporate “crowd funding” arrangements may make some of these 
more obscure tax rules applicable to today’s average investors.

Preferential rates 
While marginal income tax rates rose to a maximum of 39.6% in 
2013 (up from 35% last year), profits on the sale of stocks and 
bonds held for more than a year are taxed at preferential rates that 
cap at 23.8% for those in the highest income brackets. The rate 
drops to 15% for middle-income filers, and to zero for those in 
the 10% and 15% marginal tax brackets. Most dividend income 
is also taxed at these lower rates. However, be prepared to get hit 
with higher ordinary income tax rates on short-term gains if you 
sell investments before you’ve owned them longer than a year. 
Some types of dividend income, such as the income generated by 
real estate investment trusts, are taxed at those higher rates, too.

Capital-gains exclusion  
If you buy stock in a “qualified small business” and hold that 
stock for at least five years before selling, the profit is excluded 
from your income and you don’t pay tax on the gain. The main 
qualification that defines a qualified small business is that it must 
have less than $50 million in assets both before and after issuing 
stock. Additionally, you must have purchased the stock at original 
issue or received it as payment for services provided to the 
company. While this tax break officially expired at the end of 2011, 

Congress reinstated it in the fiscal cliff legislation 
passed earlier this year. This tax break now 
covers stock purchased in 2012 or 2013 and 
qualifies for the exclusion if you hold on to it for 
at least five years.

Capital-gains rollover 
You may defer the tax on the gain from a qualified small-business 
stock held more than six months but less than five years by rolling 
the proceeds from the sale into the purchase of another qualified 
small business. Originally designed to help angel investors, the law 
allows investors to keep more of their profits for reinvestment, and 
net their gains and losses over a longer period.

Valuable losses 
Losses incurred from investing in a small company with less than 
$1 million in assets, may be able to write off as an ordinary loss 
rather than as a capital loss. Based on “1244” rules, up to $50,000 
in losses on a qualified small domestic corporation can be used to 
reduce your ordinary income, which otherwise would be taxed at a 
maximum rate as high as 39.6%.

Tax-free income 
Investing in municipal bonds issued by an entity within your state, 
the income earned on those bonds is likely to be “double tax-
free” meaning exempt from both federal and state income taxes. 
If buying out-of-state municipal bonds, the interest is usually free 
from federal tax. However, there are a few exceptions. The most 
notable is that tax-free municipal bond income is added into the 
calculations that determine how much of your Social Security 
benefits are taxable. For middle-income senior citizens, that can 

push thousands of dollars of otherwise untaxed income into the 
taxable column.

New-markets tax credit 
The new-markets tax credit is an incentive to invest in “community 
development” corporations. These are for-profit companies that 
do a wide array of community work, much of it involved with 
helping low-income individuals save for major goals or items, such 
as paying for college, starting a business or funding retirement. 
Even though these entities are designed to be profitable, the 

Pease Limitation 
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profits are not likely to rival less philanthropic enterprises. To level the 
playing field, the U.S. Department of the Treasury provides tax credits. 
Investors in qualifying community development companies get tax 
credits annually amounting to 5% to 6% of their investment. Over the 
course of seven years, that returns about 39% of investors’ capital in 
the form of dollar-for-dollar reductions in the amount of tax owed.

Low-income housing credits 
The government provides generous tax credits to those who invest in 
low-income housing. The credits vary based on the type of housing 
and whether it was built new or rehabilitated, but the projects are often 
designed to give investors tax breaks that exceed their total investment 
in the real estate. Typically, the developer of a project secures the tax 
credits and sells interests to investors through limited partnerships.

Passive-activity losses 
If you invest in rental real estate, you may be able to write off as 
much as $25,000 per year when the depreciation and other costs 
of owning and renting the property exceed the income earned from 
it. The $25,000 write-off begins to phase out for those earning more 
than $100,000 and is eliminated completely when earnings exceed 
$150,000.

Company stock in a 401(k) 
If you own the stock of your employer in a 401(k) or in an employee 
stock ownership plan, there’s a special provision allowing you to 
transfer your employer’s stock from the plan into a taxable account 
without paying tax on the current value of the stock. Instead, you pay 
tax on your basis, the amount  you paid for the shares. Tax on any 
appreciation in the stock would be deferred until you actually sold the 
shares, and then the tax would be calculated at capital-gains rates, 
rather than ordinary income tax rates that usually apply to distributions 
from retirement plans.

To illustrate the tax savings, consider an employee who bought 
$100,000 in shares in his employer’s company over a 30-year career. 
At the end of that career, these shares were worth $500,000. When he 
retires, he can transfer those employer shares into a brokerage account 
and pay tax only on the $100,000. When he eventually sells the shares 
he’ll have to pay tax on the deferred $400,000 gain (assuming the 

stock maintains its value) but at capital-
gains rates, not ordinary income tax rates. 
Assuming he’s in the 28% bracket, the 
difference between paying a 28% ordinary 
income tax rate on the deferred gain and 
paying taxes at the more favorable 15% 
capital-gains rate would be a $52,000 
benefit.

Donating appreciated stock 
Donating stock and taking a write-off for 
its current market value is another option. 
While an investor would be out the stock, 
the move eliminates the need to pay capital 
gains on the profit and provides a write-off.

*  *  *  *  *  *  *  *  *  *  *  *  *  *  *

This is just a sampling of some of the tax breaks as provided in the 
U.S. tax code and available to investors. Contact the KKAJ tax and 
accounting professionals to discuss your specific situation to see how 
your investments can best work for you.

Robert N. Jensen, Jr. is Partner of King, King, Alleman & Jensen Accountancy 
Corporation. He can be reached at 818.848.5585 or 661.705.4222 or  
bob@kkajcpa.com  Visit www.kkajcpa.com for more information.

By Charles R. “Bud” Alleman,  
CPA, Partner

Investor Tax Breaks Worth Talking About

by Dennis V. King, CPA, Managing Partner

N
ot only are tax rates on the rise, but itemized 
deductions will be limited again for many 
taxpayers starting in 2013. The Pease limitations 
are back and, as a result, high-income earners 
may see some itemized deductions limited. 

First incorporated into the tax code in 1990 and named after 
former Congressman Donald Pease, the American Taxpayer 
Relief Act of 2012 reduced its impact. However, the fiscal cliff 
legislation passed earlier this year reintroduced the Pease 
limitation, reducing the amount of itemized deductions that 
certain taxpayers are allowed. 

The Pease limitation can greatly limit itemized deductions like 
mortgage interest, charitable contributions, state, local and 
property taxes, and miscellaneous itemized deductions. It does 
not apply to medical expense deductions, investment interest 
deduction, casualty, theft, or gambling loss deductions.

The limitation for 2013 will apply on adjusted gross income 
(AGI) levels exceeding $300,000 for joint filers and $250,000 
for individuals, indexed for inflation. Income over the applicable 
amount triggers an itemized deduction limitation. To calculate, 
the limitation will be the lesser of either 3% of the AGI above 
the applicable amount, or 80% of the amount of the itemized 
deductions otherwise allowable for the taxable year.

While the effect of the Pease limitation will be difficult 
for high income earners to avoid, there are some 
strategies that can help reduce the impact in 2013 
and future years.

1. Lower “above the line” income through 
contributions to retirement plans or health savings 
accounts.

2. Refinance or pay down your mortgage to lower the 
deductible amount of interest.

3. Have your tax advisor do multi-year tax projections, 
so as to effectively spread deductions over multiple 
years to minimize impact.

Contact the KKAJ tax and accounting professionals to 
determine how you can better manage the impact of 
the 2013 tax changes.

Audit Rates 
Escalate for Gift 
and Estate Tax 
Returns

G
ift and estate tax returns 
are prime targets for IRS 
audit scrutiny, as evidenced 
by a recent report citing IRS 
activities in the past fiscal 

year. Of the 12,582 estate tax returns 
filed in tax year 2011, nearly 30 percent 
were audited by the IRS, compared to 
18 percent the year before. Estates with 
assets of $5 million to $10 million had a 
58.6 percent audit rate. 

“During fiscal year 2012, the IRS assessed almost $26.9 billion 
in civil penalties. Slightly more than half of that amount, $13.6 
billion, was assessed in civil penalties on individual and estate 
and trust income tax returns,” as reported by AccountingWeb. 

Estate tax is a tax on the transfer of property at a taxpayer’s 
death and is based on the fair market value of the deceased’s 
assets, which includes cash and securities, real estate, 
insurance, trusts, annuities, business interests, and other 
assets.  An estate tax return must be filed within nine months 
following the death of the one whose assets are included on 
the return. With the increased rate of audits, executors and 
administrators should pay particular attention to make sure 
their numbers are in order and fully supported when filing the 
estate’s return. 

Gift tax returns are also on the IRS’s radar for audit scrutiny. 
With the higher estate tax exemption in effect, fewer estate 
tax returns are being filed. Even with the increased number 
of audits for estate returns, the agency has more staff and 
resources available to devote to gift tax returns. 

In one project, the IRS went to individual states asking for the 
names of people who transferred real estate to relatives for little 
or no money. The agency then proceeded to check whether or 
not gift tax returns were filed. If a gift tops the annual gift tax 
exclusion, which is set at $14,000 per donor in 2013, Form 709 
must be filed to report it, even if no tax is due. 

Tax laws can change quickly and frequently. When in doubt, 
seek assistance from the tax and accounting professionals at 
KKAJ.

Dennis King is Managing Partner of King, King, Alleman & Jensen Accountancy 
Corporation. He can be reached at 818.848.5585 or 661.705.4222  or  
dennis@kkajcpa.com. Visit www.kkajcpa.com for more information.

Bud Alleman is a Partner of King, King, Alleman & Jensen Accountancy 
Corporation. He can be reached at 818.848.5585 or 661.705.4222  
or bud@kkajcpa.com. Visit www.kkajcpa.com for more information

The tax code contains a handful of tax 

breaks that were originally designed for 

a highly selective type of investor, namely 

venture capitalists and multimillionaire 

“angel” investors.

By Robert N. Jensen, Jr., MAcc, CPA, Partner

Source: Forbes.com

Assume a married couple has an AGI of $670,000. The 2013 applicable 
amount is $300,000. The couple’s itemized deductions come to a total of 
$45,000 broken down as follows:

	 • Mortgage interest deduction - $5,000

	 • Property tax deduction - $5,000

	 • State income tax deduction - $20,000

	 • Charitable deduction - $15,000

Based on the facts and calculation methods listed in the article for 
limiting itemized deductions, the first option (3% of AGI above the 
applicable amount) reduces the couple’s itemized deductions by $11,100.

	 3% x $370,000 ($670,000 - $300,000) = $11,100

The second option (80% of the amount of the itemized deductions 
otherwise allowable for the taxable year) reduces the couple’s itemized 
deductions by $36,000.

	 80% x $45,000 = $36,000

Since the first option is the lesser of the two limitations, the couple’s 
itemized deductions would be reduced by $11,100, which is a  
25% reduction.

	 $45,000-$ll,100 = $33,900 itemized deduction allowed

PEASE LIMITATION EXAMPLEPEASE LIMITATION EXAMPLE
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“When I was young I thought that money was the 
most important thing in life; now that I am old I 
know that it is.”   —Oscar Wilde 

W
hile most of us may smile at the sentiment so 
poetically written by Oscar Wilde in the late 
1800s, the reality is that the same truth holds 
true today. It’s not just how much money you 
make, but how much you keep that is important. 

Stated another way, invest wisely and always consider the tax 
consequences.

The tax code contains a handful of tax breaks that were originally 
designed for a highly selective type of investor, namely venture 
capitalists and multimillionaire “angel” investors who make a 
living finding and financing small companies. New rules allowing 
corporate “crowd funding” arrangements may make some of these 
more obscure tax rules applicable to today’s average investors.

Preferential rates 
While marginal income tax rates rose to a maximum of 39.6% in 
2013 (up from 35% last year), profits on the sale of stocks and 
bonds held for more than a year are taxed at preferential rates that 
cap at 23.8% for those in the highest income brackets. The rate 
drops to 15% for middle-income filers, and to zero for those in 
the 10% and 15% marginal tax brackets. Most dividend income 
is also taxed at these lower rates. However, be prepared to get hit 
with higher ordinary income tax rates on short-term gains if you 
sell investments before you’ve owned them longer than a year. 
Some types of dividend income, such as the income generated by 
real estate investment trusts, are taxed at those higher rates, too.

Capital-gains exclusion  
If you buy stock in a “qualified small business” and hold that 
stock for at least five years before selling, the profit is excluded 
from your income and you don’t pay tax on the gain. The main 
qualification that defines a qualified small business is that it must 
have less than $50 million in assets both before and after issuing 
stock. Additionally, you must have purchased the stock at original 
issue or received it as payment for services provided to the 
company. While this tax break officially expired at the end of 2011, 

Congress reinstated it in the fiscal cliff legislation 
passed earlier this year. This tax break now 
covers stock purchased in 2012 or 2013 and 
qualifies for the exclusion if you hold on to it for 
at least five years.

Capital-gains rollover 
You may defer the tax on the gain from a qualified small-business 
stock held more than six months but less than five years by rolling 
the proceeds from the sale into the purchase of another qualified 
small business. Originally designed to help angel investors, the law 
allows investors to keep more of their profits for reinvestment, and 
net their gains and losses over a longer period.

Valuable losses 
Losses incurred from investing in a small company with less than 
$1 million in assets, may be able to write off as an ordinary loss 
rather than as a capital loss. Based on “1244” rules, up to $50,000 
in losses on a qualified small domestic corporation can be used to 
reduce your ordinary income, which otherwise would be taxed at a 
maximum rate as high as 39.6%.

Tax-free income 
Investing in municipal bonds issued by an entity within your state, 
the income earned on those bonds is likely to be “double tax-
free” meaning exempt from both federal and state income taxes. 
If buying out-of-state municipal bonds, the interest is usually free 
from federal tax. However, there are a few exceptions. The most 
notable is that tax-free municipal bond income is added into the 
calculations that determine how much of your Social Security 
benefits are taxable. For middle-income senior citizens, that can 

push thousands of dollars of otherwise untaxed income into the 
taxable column.

New-markets tax credit 
The new-markets tax credit is an incentive to invest in “community 
development” corporations. These are for-profit companies that 
do a wide array of community work, much of it involved with 
helping low-income individuals save for major goals or items, such 
as paying for college, starting a business or funding retirement. 
Even though these entities are designed to be profitable, the 
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profits are not likely to rival less philanthropic enterprises. To level the 
playing field, the U.S. Department of the Treasury provides tax credits. 
Investors in qualifying community development companies get tax 
credits annually amounting to 5% to 6% of their investment. Over the 
course of seven years, that returns about 39% of investors’ capital in 
the form of dollar-for-dollar reductions in the amount of tax owed.

Low-income housing credits 
The government provides generous tax credits to those who invest in 
low-income housing. The credits vary based on the type of housing 
and whether it was built new or rehabilitated, but the projects are often 
designed to give investors tax breaks that exceed their total investment 
in the real estate. Typically, the developer of a project secures the tax 
credits and sells interests to investors through limited partnerships.

Passive-activity losses 
If you invest in rental real estate, you may be able to write off as 
much as $25,000 per year when the depreciation and other costs 
of owning and renting the property exceed the income earned from 
it. The $25,000 write-off begins to phase out for those earning more 
than $100,000 and is eliminated completely when earnings exceed 
$150,000.

Company stock in a 401(k) 
If you own the stock of your employer in a 401(k) or in an employee 
stock ownership plan, there’s a special provision allowing you to 
transfer your employer’s stock from the plan into a taxable account 
without paying tax on the current value of the stock. Instead, you pay 
tax on your basis, the amount  you paid for the shares. Tax on any 
appreciation in the stock would be deferred until you actually sold the 
shares, and then the tax would be calculated at capital-gains rates, 
rather than ordinary income tax rates that usually apply to distributions 
from retirement plans.

To illustrate the tax savings, consider an employee who bought 
$100,000 in shares in his employer’s company over a 30-year career. 
At the end of that career, these shares were worth $500,000. When he 
retires, he can transfer those employer shares into a brokerage account 
and pay tax only on the $100,000. When he eventually sells the shares 
he’ll have to pay tax on the deferred $400,000 gain (assuming the 

stock maintains its value) but at capital-
gains rates, not ordinary income tax rates. 
Assuming he’s in the 28% bracket, the 
difference between paying a 28% ordinary 
income tax rate on the deferred gain and 
paying taxes at the more favorable 15% 
capital-gains rate would be a $52,000 
benefit.

Donating appreciated stock 
Donating stock and taking a write-off for 
its current market value is another option. 
While an investor would be out the stock, 
the move eliminates the need to pay capital 
gains on the profit and provides a write-off.

*  *  *  *  *  *  *  *  *  *  *  *  *  *  *

This is just a sampling of some of the tax breaks as provided in the 
U.S. tax code and available to investors. Contact the KKAJ tax and 
accounting professionals to discuss your specific situation to see how 
your investments can best work for you.

Robert N. Jensen, Jr. is Partner of King, King, Alleman & Jensen Accountancy 
Corporation. He can be reached at 818.848.5585 or 661.705.4222 or  
bob@kkajcpa.com  Visit www.kkajcpa.com for more information.

By Charles R. “Bud” Alleman,  
CPA, Partner

Investor Tax Breaks Worth Talking About

by Dennis V. King, CPA, Managing Partner

N
ot only are tax rates on the rise, but itemized 
deductions will be limited again for many 
taxpayers starting in 2013. The Pease limitations 
are back and, as a result, high-income earners 
may see some itemized deductions limited. 

First incorporated into the tax code in 1990 and named after 
former Congressman Donald Pease, the American Taxpayer 
Relief Act of 2012 reduced its impact. However, the fiscal cliff 
legislation passed earlier this year reintroduced the Pease 
limitation, reducing the amount of itemized deductions that 
certain taxpayers are allowed. 

The Pease limitation can greatly limit itemized deductions like 
mortgage interest, charitable contributions, state, local and 
property taxes, and miscellaneous itemized deductions. It does 
not apply to medical expense deductions, investment interest 
deduction, casualty, theft, or gambling loss deductions.

The limitation for 2013 will apply on adjusted gross income 
(AGI) levels exceeding $300,000 for joint filers and $250,000 
for individuals, indexed for inflation. Income over the applicable 
amount triggers an itemized deduction limitation. To calculate, 
the limitation will be the lesser of either 3% of the AGI above 
the applicable amount, or 80% of the amount of the itemized 
deductions otherwise allowable for the taxable year.

While the effect of the Pease limitation will be difficult 
for high income earners to avoid, there are some 
strategies that can help reduce the impact in 2013 
and future years.

1. Lower “above the line” income through 
contributions to retirement plans or health savings 
accounts.

2. Refinance or pay down your mortgage to lower the 
deductible amount of interest.

3. Have your tax advisor do multi-year tax projections, 
so as to effectively spread deductions over multiple 
years to minimize impact.

Contact the KKAJ tax and accounting professionals to 
determine how you can better manage the impact of 
the 2013 tax changes.

Audit Rates 
Escalate for Gift 
and Estate Tax 
Returns

G
ift and estate tax returns 
are prime targets for IRS 
audit scrutiny, as evidenced 
by a recent report citing IRS 
activities in the past fiscal 

year. Of the 12,582 estate tax returns 
filed in tax year 2011, nearly 30 percent 
were audited by the IRS, compared to 
18 percent the year before. Estates with 
assets of $5 million to $10 million had a 
58.6 percent audit rate. 

“During fiscal year 2012, the IRS assessed almost $26.9 billion 
in civil penalties. Slightly more than half of that amount, $13.6 
billion, was assessed in civil penalties on individual and estate 
and trust income tax returns,” as reported by AccountingWeb. 

Estate tax is a tax on the transfer of property at a taxpayer’s 
death and is based on the fair market value of the deceased’s 
assets, which includes cash and securities, real estate, 
insurance, trusts, annuities, business interests, and other 
assets.  An estate tax return must be filed within nine months 
following the death of the one whose assets are included on 
the return. With the increased rate of audits, executors and 
administrators should pay particular attention to make sure 
their numbers are in order and fully supported when filing the 
estate’s return. 

Gift tax returns are also on the IRS’s radar for audit scrutiny. 
With the higher estate tax exemption in effect, fewer estate 
tax returns are being filed. Even with the increased number 
of audits for estate returns, the agency has more staff and 
resources available to devote to gift tax returns. 

In one project, the IRS went to individual states asking for the 
names of people who transferred real estate to relatives for little 
or no money. The agency then proceeded to check whether or 
not gift tax returns were filed. If a gift tops the annual gift tax 
exclusion, which is set at $14,000 per donor in 2013, Form 709 
must be filed to report it, even if no tax is due. 

Tax laws can change quickly and frequently. When in doubt, 
seek assistance from the tax and accounting professionals at 
KKAJ.

Dennis King is Managing Partner of King, King, Alleman & Jensen Accountancy 
Corporation. He can be reached at 818.848.5585 or 661.705.4222  or  
dennis@kkajcpa.com. Visit www.kkajcpa.com for more information.

Bud Alleman is a Partner of King, King, Alleman & Jensen Accountancy 
Corporation. He can be reached at 818.848.5585 or 661.705.4222  
or bud@kkajcpa.com. Visit www.kkajcpa.com for more information

The tax code contains a handful of tax 

breaks that were originally designed for 

a highly selective type of investor, namely 

venture capitalists and multimillionaire 

“angel” investors.

By Robert N. Jensen, Jr., MAcc, CPA, Partner

Source: Forbes.com

Assume a married couple has an AGI of $670,000. The 2013 applicable 
amount is $300,000. The couple’s itemized deductions come to a total of 
$45,000 broken down as follows:

	 • Mortgage interest deduction - $5,000

	 • Property tax deduction - $5,000

	 • State income tax deduction - $20,000

	 • Charitable deduction - $15,000

Based on the facts and calculation methods listed in the article for 
limiting itemized deductions, the first option (3% of AGI above the 
applicable amount) reduces the couple’s itemized deductions by $11,100.

	 3% x $370,000 ($670,000 - $300,000) = $11,100

The second option (80% of the amount of the itemized deductions 
otherwise allowable for the taxable year) reduces the couple’s itemized 
deductions by $36,000.

	 80% x $45,000 = $36,000

Since the first option is the lesser of the two limitations, the couple’s 
itemized deductions would be reduced by $11,100, which is a  
25% reduction.

	 $45,000-$ll,100 = $33,900 itemized deduction allowed

PEASE LIMITATION EXAMPLEPEASE LIMITATION EXAMPLE
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“When I was young I thought that money was the 
most important thing in life; now that I am old I 
know that it is.”   —Oscar Wilde 

W
hile most of us may smile at the sentiment so 
poetically written by Oscar Wilde in the late 
1800s, the reality is that the same truth holds 
true today. It’s not just how much money you 
make, but how much you keep that is important. 

Stated another way, invest wisely and always consider the tax 
consequences.

The tax code contains a handful of tax breaks that were originally 
designed for a highly selective type of investor, namely venture 
capitalists and multimillionaire “angel” investors who make a 
living finding and financing small companies. New rules allowing 
corporate “crowd funding” arrangements may make some of these 
more obscure tax rules applicable to today’s average investors.

Preferential rates 
While marginal income tax rates rose to a maximum of 39.6% in 
2013 (up from 35% last year), profits on the sale of stocks and 
bonds held for more than a year are taxed at preferential rates that 
cap at 23.8% for those in the highest income brackets. The rate 
drops to 15% for middle-income filers, and to zero for those in 
the 10% and 15% marginal tax brackets. Most dividend income 
is also taxed at these lower rates. However, be prepared to get hit 
with higher ordinary income tax rates on short-term gains if you 
sell investments before you’ve owned them longer than a year. 
Some types of dividend income, such as the income generated by 
real estate investment trusts, are taxed at those higher rates, too.

Capital-gains exclusion  
If you buy stock in a “qualified small business” and hold that 
stock for at least five years before selling, the profit is excluded 
from your income and you don’t pay tax on the gain. The main 
qualification that defines a qualified small business is that it must 
have less than $50 million in assets both before and after issuing 
stock. Additionally, you must have purchased the stock at original 
issue or received it as payment for services provided to the 
company. While this tax break officially expired at the end of 2011, 

Congress reinstated it in the fiscal cliff legislation 
passed earlier this year. This tax break now 
covers stock purchased in 2012 or 2013 and 
qualifies for the exclusion if you hold on to it for 
at least five years.

Capital-gains rollover 
You may defer the tax on the gain from a qualified small-business 
stock held more than six months but less than five years by rolling 
the proceeds from the sale into the purchase of another qualified 
small business. Originally designed to help angel investors, the law 
allows investors to keep more of their profits for reinvestment, and 
net their gains and losses over a longer period.

Valuable losses 
Losses incurred from investing in a small company with less than 
$1 million in assets, may be able to write off as an ordinary loss 
rather than as a capital loss. Based on “1244” rules, up to $50,000 
in losses on a qualified small domestic corporation can be used to 
reduce your ordinary income, which otherwise would be taxed at a 
maximum rate as high as 39.6%.

Tax-free income 
Investing in municipal bonds issued by an entity within your state, 
the income earned on those bonds is likely to be “double tax-
free” meaning exempt from both federal and state income taxes. 
If buying out-of-state municipal bonds, the interest is usually free 
from federal tax. However, there are a few exceptions. The most 
notable is that tax-free municipal bond income is added into the 
calculations that determine how much of your Social Security 
benefits are taxable. For middle-income senior citizens, that can 

push thousands of dollars of otherwise untaxed income into the 
taxable column.

New-markets tax credit 
The new-markets tax credit is an incentive to invest in “community 
development” corporations. These are for-profit companies that 
do a wide array of community work, much of it involved with 
helping low-income individuals save for major goals or items, such 
as paying for college, starting a business or funding retirement. 
Even though these entities are designed to be profitable, the 

Pease Limitation 
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profits are not likely to rival less philanthropic enterprises. To level the 
playing field, the U.S. Department of the Treasury provides tax credits. 
Investors in qualifying community development companies get tax 
credits annually amounting to 5% to 6% of their investment. Over the 
course of seven years, that returns about 39% of investors’ capital in 
the form of dollar-for-dollar reductions in the amount of tax owed.

Low-income housing credits 
The government provides generous tax credits to those who invest in 
low-income housing. The credits vary based on the type of housing 
and whether it was built new or rehabilitated, but the projects are often 
designed to give investors tax breaks that exceed their total investment 
in the real estate. Typically, the developer of a project secures the tax 
credits and sells interests to investors through limited partnerships.

Passive-activity losses 
If you invest in rental real estate, you may be able to write off as 
much as $25,000 per year when the depreciation and other costs 
of owning and renting the property exceed the income earned from 
it. The $25,000 write-off begins to phase out for those earning more 
than $100,000 and is eliminated completely when earnings exceed 
$150,000.

Company stock in a 401(k) 
If you own the stock of your employer in a 401(k) or in an employee 
stock ownership plan, there’s a special provision allowing you to 
transfer your employer’s stock from the plan into a taxable account 
without paying tax on the current value of the stock. Instead, you pay 
tax on your basis, the amount  you paid for the shares. Tax on any 
appreciation in the stock would be deferred until you actually sold the 
shares, and then the tax would be calculated at capital-gains rates, 
rather than ordinary income tax rates that usually apply to distributions 
from retirement plans.

To illustrate the tax savings, consider an employee who bought 
$100,000 in shares in his employer’s company over a 30-year career. 
At the end of that career, these shares were worth $500,000. When he 
retires, he can transfer those employer shares into a brokerage account 
and pay tax only on the $100,000. When he eventually sells the shares 
he’ll have to pay tax on the deferred $400,000 gain (assuming the 

stock maintains its value) but at capital-
gains rates, not ordinary income tax rates. 
Assuming he’s in the 28% bracket, the 
difference between paying a 28% ordinary 
income tax rate on the deferred gain and 
paying taxes at the more favorable 15% 
capital-gains rate would be a $52,000 
benefit.

Donating appreciated stock 
Donating stock and taking a write-off for 
its current market value is another option. 
While an investor would be out the stock, 
the move eliminates the need to pay capital 
gains on the profit and provides a write-off.

*  *  *  *  *  *  *  *  *  *  *  *  *  *  *

This is just a sampling of some of the tax breaks as provided in the 
U.S. tax code and available to investors. Contact the KKAJ tax and 
accounting professionals to discuss your specific situation to see how 
your investments can best work for you.

Robert N. Jensen, Jr. is Partner of King, King, Alleman & Jensen Accountancy 
Corporation. He can be reached at 818.848.5585 or 661.705.4222 or  
bob@kkajcpa.com  Visit www.kkajcpa.com for more information.

By Charles R. “Bud” Alleman,  
CPA, Partner

Investor Tax Breaks Worth Talking About

by Dennis V. King, CPA, Managing Partner

N
ot only are tax rates on the rise, but itemized 
deductions will be limited again for many 
taxpayers starting in 2013. The Pease limitations 
are back and, as a result, high-income earners 
may see some itemized deductions limited. 

First incorporated into the tax code in 1990 and named after 
former Congressman Donald Pease, the American Taxpayer 
Relief Act of 2012 reduced its impact. However, the fiscal cliff 
legislation passed earlier this year reintroduced the Pease 
limitation, reducing the amount of itemized deductions that 
certain taxpayers are allowed. 

The Pease limitation can greatly limit itemized deductions like 
mortgage interest, charitable contributions, state, local and 
property taxes, and miscellaneous itemized deductions. It does 
not apply to medical expense deductions, investment interest 
deduction, casualty, theft, or gambling loss deductions.

The limitation for 2013 will apply on adjusted gross income 
(AGI) levels exceeding $300,000 for joint filers and $250,000 
for individuals, indexed for inflation. Income over the applicable 
amount triggers an itemized deduction limitation. To calculate, 
the limitation will be the lesser of either 3% of the AGI above 
the applicable amount, or 80% of the amount of the itemized 
deductions otherwise allowable for the taxable year.

While the effect of the Pease limitation will be difficult 
for high income earners to avoid, there are some 
strategies that can help reduce the impact in 2013 
and future years.

1. Lower “above the line” income through 
contributions to retirement plans or health savings 
accounts.

2. Refinance or pay down your mortgage to lower the 
deductible amount of interest.

3. Have your tax advisor do multi-year tax projections, 
so as to effectively spread deductions over multiple 
years to minimize impact.

Contact the KKAJ tax and accounting professionals to 
determine how you can better manage the impact of 
the 2013 tax changes.

Audit Rates 
Escalate for Gift 
and Estate Tax 
Returns

G
ift and estate tax returns 
are prime targets for IRS 
audit scrutiny, as evidenced 
by a recent report citing IRS 
activities in the past fiscal 

year. Of the 12,582 estate tax returns 
filed in tax year 2011, nearly 30 percent 
were audited by the IRS, compared to 
18 percent the year before. Estates with 
assets of $5 million to $10 million had a 
58.6 percent audit rate. 

“During fiscal year 2012, the IRS assessed almost $26.9 billion 
in civil penalties. Slightly more than half of that amount, $13.6 
billion, was assessed in civil penalties on individual and estate 
and trust income tax returns,” as reported by AccountingWeb. 

Estate tax is a tax on the transfer of property at a taxpayer’s 
death and is based on the fair market value of the deceased’s 
assets, which includes cash and securities, real estate, 
insurance, trusts, annuities, business interests, and other 
assets.  An estate tax return must be filed within nine months 
following the death of the one whose assets are included on 
the return. With the increased rate of audits, executors and 
administrators should pay particular attention to make sure 
their numbers are in order and fully supported when filing the 
estate’s return. 

Gift tax returns are also on the IRS’s radar for audit scrutiny. 
With the higher estate tax exemption in effect, fewer estate 
tax returns are being filed. Even with the increased number 
of audits for estate returns, the agency has more staff and 
resources available to devote to gift tax returns. 

In one project, the IRS went to individual states asking for the 
names of people who transferred real estate to relatives for little 
or no money. The agency then proceeded to check whether or 
not gift tax returns were filed. If a gift tops the annual gift tax 
exclusion, which is set at $14,000 per donor in 2013, Form 709 
must be filed to report it, even if no tax is due. 

Tax laws can change quickly and frequently. When in doubt, 
seek assistance from the tax and accounting professionals at 
KKAJ.

Dennis King is Managing Partner of King, King, Alleman & Jensen Accountancy 
Corporation. He can be reached at 818.848.5585 or 661.705.4222  or  
dennis@kkajcpa.com. Visit www.kkajcpa.com for more information.

Bud Alleman is a Partner of King, King, Alleman & Jensen Accountancy 
Corporation. He can be reached at 818.848.5585 or 661.705.4222  
or bud@kkajcpa.com. Visit www.kkajcpa.com for more information

The tax code contains a handful of tax 

breaks that were originally designed for 

a highly selective type of investor, namely 

venture capitalists and multimillionaire 

“angel” investors.

By Robert N. Jensen, Jr., MAcc, CPA, Partner

Source: Forbes.com

Assume a married couple has an AGI of $670,000. The 2013 applicable 
amount is $300,000. The couple’s itemized deductions come to a total of 
$45,000 broken down as follows:

	 • Mortgage interest deduction - $5,000

	 • Property tax deduction - $5,000

	 • State income tax deduction - $20,000

	 • Charitable deduction - $15,000

Based on the facts and calculation methods listed in the article for 
limiting itemized deductions, the first option (3% of AGI above the 
applicable amount) reduces the couple’s itemized deductions by $11,100.

	 3% x $370,000 ($670,000 - $300,000) = $11,100

The second option (80% of the amount of the itemized deductions 
otherwise allowable for the taxable year) reduces the couple’s itemized 
deductions by $36,000.

	 80% x $45,000 = $36,000

Since the first option is the lesser of the two limitations, the couple’s 
itemized deductions would be reduced by $11,100, which is a  
25% reduction.

	 $45,000-$ll,100 = $33,900 itemized deduction allowed

PEASE LIMITATION EXAMPLEPEASE LIMITATION EXAMPLE
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Deadlines and 
Reminders*
 

June 30, 2013: 
—	 Report of Foreign Bank and 		
	 Financial Accounts (FBAR) due

July 31, 2013: 
—	 Quarterly federal and state payroll 		
	 tax returns due

—	 Form 5500 for employee benefit 		
	 plans due

September 16, 2013: 
— 	3rd quarter individual and 		
	 corporate estimated tax  
	 payments due

—	 Corporate tax returns due  
	 (if previously extended)

October 15, 2013: 
—	 2012 tax returns due for individuals 	
	 (if previously extended)

*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

FIRMFOCUS
5

Story Inside—

•	Business Consulting	
	 Adding value to your organization.

•	Audit & Accounting	
	 Providing useful, timely financial information.

•	Taxation	
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	 Training, consulting and financial management 	 	
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•	 Income and Estate Planning	
	 Creating wealth that you control.

•	Personal Financial Management	
	 Providing full-service money management.

•	 International Service	
	 Expanding business opportunities through 	 	

	 global connections.

Delivering Five-Star  
Client Service

FIRST JOB: My first job in high school 
was at Burger King. As a CPA, my first 
job was at King, Church and Sylvester, 
which later became KKAJ.    

FAMILY: I live in the San Gabriel Valley 
with my wife, Theresa. 

IF I WEREN’T DOING THIS: I would be working with computers.

A LITTLE KNOWN FACT ABOUT ME: I have an Associate of Science 
degree in Automotive Technology, which qualifies me to be a grease 
monkey. 

BEST PIECE OF ADVICE EVER RECEIVED: When 
something goes wrong and there is a problem, do not affix 
blame. Fix the problem and always look for a solution.

MENTOR I ADMIRE THE MOST: I admire my dad. He always 
had integrity and did the right thing, simply because it was the 
right thing to do. 

TIME SPENT OUTSIDE THE OFFICE: I enjoy reading 	
non-fiction, management and personal discovery books.   

FAVORITE PLACE TO VISIT: Hawaii

FAVORITE MOVIE: James Bond movies, mainly because he is 
always cool under pressure. 

FAVORITE QUOTE: “Success comes from wisdom. Wisdom 
comes from good judgment. Good judgment comes from 
experience, and experience comes from poor judgment.” 

GIVING BACK: I serve as Treasurer for the Kiwanis Club of 
Burbank and the Burbank Kiwanis Foundation, Inc. I am also past 
president of the Kid’s Community Dental Clinic in Burbank (2007-2012)  
current Treasurer, and on the  Board of Directors of Leadership Burbank. 

RECOGNITIONS: Proud to have been named Kiwanian of the Year in 
2003. Earlier this year, I received a Certificate of Recognition from the City 
of Burbank for service to the Kid’s Community Dental Clinic.

PROFESSIONAL AFFILIATIONS: American Institute of Certified Public 
Accountants (AICPA), California Society of Certified Public Accountants 
(CalCPA), Affordable Housing Association of Certified Public Accountants 
(AHACPA), and the Affordable Housing Management Association (AHMA)  

BIGGEST CHALLENGE I’VE OVERCOME would be Celiac disease. In 
my case it caused anemia and malnutrition; I was tired and exhausted on 
the best of days.

I’M INSPIRED BY people who strive to make the world a better place. 
I see this in the nonprofits I am involved with both personally and 
professionally.

I’M MOST PROUD OF being a partner at KKAJ and being part of a team 
that is client-focused and strives to provide the best service possible. 

MY NEXT GOAL is to learn to play golf. 

WHY CHOOSE KKAJ?  KKAJ strives 
to provide Five Star service. From the 
top down, everyone is dedicated to 
providing their best to our clients.
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