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Deadlines and
Reminders*

December 15, 2013:
— 4th Quarter 2013 Corporate Tax
Payments Due

January 15, 2014:
— 4th Quarter 2013 Individual Tax
Payments Due

January 31, 2014:

— Deadline to Distribute 2013 Forms
1098, 1099, W-2G, and W-2 to
Recipients

February 28, 2014:
— Paper Filing of 2013 Forms 1098,
1099, W-2G, and W-2 Due wl S SRt it ~ \ Lo —

March 17, 2014:
— 2013 Calendar Year Corporate Tax
Returns Due

April 15, 2014:
— 2013 Individual, Partnership, and
LLC Tax Returns Due

— 1st Quarter 2014 Corporate and
Individual Tax Payments Due

Five Dimensional Tax System Brings
Hefty Tax Increases
*This is not intended as a comprehensive list of

deadline dates. Consult with a KKAJ tax
professional for deadlines applicable to
your situation.
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Year-end tax planning has never meant as much as it does now, and time is running short.

effect in 2013, which shifted America from a two
dimensional tax system into a five dimensional
tax system.

fter Congress passed and the President signed
‘ into law the American Taxpayer Relief Act of 2012
(ATRA), dramatic individual tax increases went into

The advent of a five dimensional tax system makes year-end
tax planning imperative. On top of the regular income taxes
and the Alternative Minimum Tax (AMT), ATRA introduced
higher tax brackets for high income taxpayers, limitations
on personal exemptions and itemized deductions (Personal
Exemption Phaseout [PEP] and Pease), and a new net
investment income tax (NIIT). These increases include the
following:

¢ The highest income tax bracket on ordinary income and
short-term capital gains increased from 35% in 2012
t0 39.6% in 2013.

¢ The highest income tax bracket on long-term capital gains
increased from 15% to 20%

e A new 3.8% net investment income tax (NIIT) went into
effect for high income individuals.

e When the NIIT is added to the top income tax brackets, the
tax rates could be as high as 43.4% for ordinary income
and short-term capital gains and 23.8% for long-term
capital gains.

e Taxpayers over the applicable threshold amount for Pease
may have up to 80% of their itemized deductions phased
out.

Tax planning is necessary not only to help your family minimize
or avoid these new tax increases, but also to ensure that

Net Investment Income Tax (NIIT) Example

Al and Barb, married taxpayers filing jointly, have
$300,000 of salary income and $100,000 of net
investment income (NII). The amount subject to the NIIT
is the lesser of (1) NIl ($100,000) or (2) the excess of
their MAGI ($400,000) over their threshold amount of
$250,000 for married taxpayers filing jointly ($400,000
- $250,000 = $150,000). Because NIl is the smaller
amount, it is the base on which tax is calculated. Thus,
the amount subject to the tax is $100,000 and the NIIT
payable is $3,800 (.038 x $100,000).

your expected tax liability estimates for 2013 and beyond are
correct. The following are some suggested ways to avoid or
minimize the adverse effects of these changes in 2013 and
later years. However, planning for these tax changes is a major
undertaking. As year-end is almost upon us, don’t delay in
starting the process.

Planning for the 3.8% NIIT

For tax years beginning January 1, 2013, the tax law imposes
a 3.8% NIIT on certain net investment income of individuals,
trusts and estates. For individuals, the amount subject to the
tax is the lesser of (1) net investment income (NII) or (2) the
excess of a taxpayer’s modified adjusted gross income (MAGI)
over an applicable threshold amount.

Net investment income includes dividends, rents, interest,
passive activity income, capital gains, annuity income and
royalties. Specifically excluded from the definition of net
investment income are self-employment income, income
from an active trade or business, gain on the sale of an active
interest in a partnership or S corporation and IRA or qualified
plan distributions.

MAGI is generally the amount you report on the last line of
page 1, Form 1040. The applicable threshold amounts are:

Married taxpayers filing jointly $250,000
Married taxpayers filing separately $125,000
All other individual taxpayers $200,000
Estates and Trusts $ 11,950

Fortunately, there are a number of effective strategies that can

be used to reduce MAGI and/or NIl and reduce the base on

which the NIIT is paid. These include (1) Roth IRA conversions,
(2) tax exempt bonds, (3) tax-deferred
annuities, (4) life insurance, (5) rental
real estate, (6) timing estate and trust
distributions, (7) charitable remainder
trusts, (8) charitable lead trusts, (9)
other types of trusts, (10) installment
sales, (11) gain and loss harvesting,
(12) intra-family loans, (13) oil and
gas investments and (14) maximizing
above-the-line deductions. The tax
and accounting professionals at
KKAJ are a resource for explaining
how these strategies might save your
family large amounts of NIIT.
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Estimated Tax Planning Feel I ng scroog Ed ?

As a result of these recent tax increases, some taxpayers’
quarterly estimated tax liabilities may not be sufficient. Tax
planning is imperative to ensure that your estimated tax
liability is accurate and to avoid any penalties that may be
imposed if your quarterly estimated tax liability is not accurate.
Furthermore, tax planning is necessary to give you peace of
mind come April 2014. KKAJ will be able to take into account

your family’s financial S|tua}t|on, the nfaw five dlmenS|onaI tax Taxpayer Scena"os
system, and any tax planning strategies to provide you an
up-to-date 2013 expected tax liability. "lustrate the Grlm Nature
Lastly, a plan needs to be put in place concerning your state
tax liability. Depending on your family’s financial situation and Of 201 3 TaX Changes
when you pay your state taxes, you may be able to reduce
your federal tax payable, including the AMT. by Dennis V. King, CPA, Managing Partner
Accelerating and Deferring Income o

s stated in this issue’s
An opportunity that should be noted is accelerating income companion article, there are
into 2013 if you expect to be in a lower tax bracket in 2013 some changes to the Federal

than in 2014 and later years. Perhaps the best way to

- tax law that will have a dramatic
accelerate ordinary income into 2013 and reduce income in

effect on some taxpayers.

later, higher tax bracket years would be to convert a traditional By design, the majority of taxpayers will

IRA to a Roth IRA in 2013, if a conversion makes sense. not feel any impact. But for those with

Ordinary income could also be accelerated by selling bonds relatively high incomes—particularly those

with accrued interest in 2013 or selling and repurchasing with a large amount of capital gains and investment income - the
bonds trading at a premium. Finally, taxpayers might consider increase will be shocking.

exercising non-qualified stock options in 2013. Taxpayers with As one example, it was widely publicized during the last

the opposite situation — higher ordinary income in 2013 than in presidential election that candidate Governor Mitt Romney had an
2014 and later years — might wish to defer income into 2014. effective tax rate of about 15% in prior years due to the fact that
Many of the same strategies listed above for reducing MAGI virtually all his income was from capital gains. Starting in 2013
and/or NIl may also be used to defer income. and based on the same amount of income, his rate will go up to
Similarly, capital gains could be harvested in 2013 if the 23.8%, which is nearly a 60% increase.

taxpayer is in a lower tax bracket in 2013 than in 2014 and The following scenarios illustrate what the tax increase will be
later years. This is especially true if the taxpayer has long-term for three different taxpayers with varied levels of earnings. The
capital gains and is in the 10% or 15% ordinary income tax schedules on the following page further demonstrate the impacts
brackets in 2013, as the long-term capital gains will be taxed expected.

at 0%. Moreover, if the taxpayer has gains in 2013, losses Taxpayer X’s income is below the threshold for most of the tax
could be harvested to offset those gains. increases so his tax liability is slightly less because of changes in
The tax and accounting professionals at KKAJ are prepared to the tax rate brackets adjusted for inflation.

assist you in modeling scenarios and developing projections Taxpayer Y is subject to the higher maximum rates for ordinary
to help determine which strategies are right for you. Call us at income and capital gains plus subject to the Net Investment
(818) 848-5585 or (661) 705-4222 for more information, and Income Tax (NIIT) for a tax liability increase of 16%.

visit kkajcpa.com. Taxpayer Z, who has substantial investment income including

capital gains and an investment in a business that has substantial

_ passive income, will see a 38% increase in taxes.

SUMMARY of CHANGES TAXPAYERS Planning may help mitigate some of the effects of these
X Y z tax changes, but just as important is to know in advance
salary $250,000 $1,050,000 $ 145,000  What the effect might be in your particular case so you
Other Ordinary Income & Adjustments 1,200 43,500 6,315,000 can make plans for paying the increased tax bill.
Capital Gains 14,500 132,000 4,250,000 . . . . .
ltemized Deductions 54,000 156,900 1310500 It is a relatively simple task to estimate what the effect will

be in each particular case. If you are worried or simply
curious, give KKAJ a call and we can give you some
41,978 314,090 = 2,406,305 =~ answers. Who knows, you might get lucky and have

41624 364,680 = 3,330,581 nothing to worry about. On the other hand, if you think
($ 354) $50,590 ' $ 924,276
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all is well because your income is not over $250,000 but you have sold
something this year or had an unusual source of income, you may be in for
a surprise.

The Price of Sunshine

California’s big tax increase occurred in 2012 when the maximum rate
increased to 13%. In Taxpayer Z’s case, his California tax liability would
be almost $1,400,000. Many taxpayers in that bracket consider moving

to states with no income tax, such as Nevada or Texas. Because of
California’s favorable climate, most of us decide to stay. Bottom line if you
are considering a move, talk to KKAJ’s tax and accounting professionals
first to devise a strategy that works for your particular situation.

Dennis King is Managing Partner of KKAJ, LLP. He can be reached at 818.848.5585 or
661.705.4222 or dennis@kkajcpa.com. Visit www.kkajcpa.com for more information.

Taxpayer Scenerios of Federal Tax Law Changes

TAXPAYER X TAXPAYER Y TAXPAYER Z
2012 2013 2012 2013 2012 2013
Income:
Wages $ 250,000 $ 250,000 $ 1,050,000 $ 1,050,000 $ 145,000 $ 145,000
Interest & Dividends 1,200 1,200 43,500 43,500 215,000 215,000
Passive Business Income 6,100,000 6,100,000
Capital Gains & Losses 14,500 14,500 132,000 132.000 4,250,000 4,250,000
Total Income 265,700 265,700 1,225,500 1,225,500 10,710,000 10,710,000
Total Adjustments 0 0 0 0 0 0
Adjusted Gross Income 265.700 265,700 1,225.500 1,225.500 10,710,000 10,710,000
Personal Exemptions 11.400 11,700 7.600 0 7.600 0
Itemized Deductions:
Charitable Contributions 7,600 7,600 17,500 17,500 123,000 123,000
Taxes 15,000 15,000 97,000 97,000 1,142,500 1,142,500
Interest Expense 31,400 31,400 42,400 42,400 45,000 45,000
3% AGI Floor N/A N/A 0 -27.765 0 -312.300
Total Itemized 54,000 54,000 156,900 129,135 1,310,500 998,200
Standard Deduction 11,900 12,200 11.900 12,200 11,900 12,200
Total Deductions from AGI 65.400 65.700 164,500 129.135 1,318.100 998.200
Taxable Income 200,300 200,000 1,061.000 1,096.365 9,391,900 9,711,800
Regular Tax:
Schedule or Table Tax 43,863 43,466 340,490 381,807 3,256,305 3,793,519
Alternative Capital Gains Tax 41,978 41,581 314,090 355,935 2.406.305 2,960.519
Appropriate Regular Tax 41,978 41,581 314,090 355,935 2,406,305 2,960.519
Net Investment Income Tax 0 43 0 8,745 0 370,062
Total Federal Taxes 41,978 41,624 314,090 364.680 2.406.305 3,330,581
Resident State Tax 15,761 15.670 125,604 125,166 1.383.037 1.382.599
Total Net Tax Due 57,739 57,294 439,694 489,846 3,789,342 4,713,180
Marginal Nominal Federal Rate 28% 28% 35% 40% 35% 40%
Marginal Federal Rate with Phaseouts 28% 28% 35% 41% 35% 41%
Marginal Resident State Rate 9% 9% 13% 13% 13% 13%
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e ; r o KKAJ announces the appointment of Evan L. Faucette, Michael P. Garrison ;

- . e ‘ and Sandie Snetiker as partners in the firm. The appointments became effective

Fan @ L July 1, 2013. They join Dennis V. King, managing partner, Charles R. “Bud” Alleman, Jr,,
RobertN. Jensen, Jr, and Thomas E. Engman as partners in the Santa Clarita-based
accounting firm.

Evan L. Faucette
Partner, CPA , MAcc

“I focus on really getting to know my clients and their individual situation in order to
properly meet their needs and provide the service they would hope for from their CPA.
At KKAJ, client service is our top priority.”

Evan joined KKAJ in 2009 and became a partner in 2013. Accounting and auditing
services, business consulting, tax consulting and not-for-profit are his specialized

areas across a wide range of industries: entertainment, retail, manufacturing and
employee benefit plans. Originally from Casa Grande, Arizona, Evan traveled to Southern
Utah University where he earned a Bachelor of Science, Accounting, and a Master of
Accountancy. When not spending time with family, Evan is a cycling enthusiast navigating
the roads and mountain bike trails of the Santa Clarita Valley.

Sandie Snetiker
Partner, QuickBooks ProAdvisor

“We work together at KKAJ so that everyone succeeds. For me, the most rewarding part
of my job is in building long term relationships with clients and helping them with all their
business needs.”

Sandie joined KKAJ in 2002 as a manager and resident Quickbooks ProAdvisor before

becoming a partner earlier this year. Her areas of expertise include business management,
personal financial management, tax preparation, and accounting and bookkeeping across
industry spectrums, including entertainment, professional services and real estate. A New
York native, she holds a Bachelor of Business Administration degree in Accounting from
Adelphi University in New York and is an avid Los Angeles Lakers fan.

Michael P. Garrison
Partner, CPA, MAcc

“As a CPA, my goal is to provide the highest quality of service in a timely
manner. | love working closely with clients and co-workers to help them
solve their problems and reach their goals.”

Mike joined KKAJ in 2009 becoming a partner in 2013. Areas of expertise
include tax consulting and compliance, business consulting, individual
income taxes, and estate planning and taxation. Manufacturing, emerging
businesses, real estate and professional services are industry sectors of his
practice. A northern California native, Mike received a Bachelor of Science
degree in Accounting from Southern Utah University followed by a Masters
of Accounting with an emphasis in Taxation from Brigham Young University.
Mike enjoys spending time with his family, volunteering in the community

~ and being outdoors.

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.
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CerTiFiED PUBLIC ACCOUNTANTS

KKAJ, LLP
27200 Tourney Road, Suite 475
Valencia, California 91355

phone: 818.848.5585
661.705.4222

toll free: 888.837.9321

fax: 661.705.4260

email: info@kkajcpa.com

Delivering Five-Star
Client Service

¢ 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.

www.kkajcpa.com
facebook.com/kkajcpa

twitter.com/kkajcpa

KKAJ Partners (from left to right):
Michael P. Garrison, CPA

Evan L. Faucette, CPA

Thomas E. Engman, CPA

Dennis V. King, CPA, Managing Partner
Charles “Bud” R. Alleman, Jr. CPA
Sandra A. Snetiker

Robert N. Jensen, Jr., CPA, MAcc
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Enterprise Worldwide

An International Association of Accountants and Advisors





