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Tb e battle between standard setters

responsible for GAAP and members of the account-
ing profession began as early as 1962 when the
recently formed Accounting Principles Board (APB)
issued APB Opinion #2, “Accounting for the ‘Invest-
ment Credit,” requiring that the investment tax
credit be deferred. Many members of the account-
ing profession disagreed with a response so
overwhelming that APBO #4 was issued in 1964
giving the choice between immediate recognition
and deferral.

In the interim, APBO #3 required a statement of
source and application of funds, the predecessor to
the current statement of cash flows, which created
a further outburst and one of the earliest outcries for
“Little GAAP." With added requirements related to
accounting for leases, deferred taxes, and other
areas, the protests increased.

Fast forward to the second decade of the 21st
century and GAAP, in the form of the FASB
Accounting Standards Codification, is estimated to
approximate 23,000 pages in length if presented in
printed form. Meanwhile the clamor for “Little
GAAP” has gotten louder.

The standard setters are finally responding. The
FASB created the Private Company Council (PCC),
which is to evaluate existing GAAP and determine if
there are accounting practices or disclosures that
might be eliminated, reduced, or otherwise
modified for nonpublic entities. To date, the FASB
has issued three Accounting Standards Updates
(ASUs) for nonpublic companies, all of which are
effective for beginning after December 15, 2014,
with early application permitted.

The ASUs, which provide alternative accounting
approaches that are available to nonpublic entities are:

The Pronouncement of
Private Company Council (PCC)

By Mark E. Dauberman, CPA

e ASU 2014-02 - Topic 350 - Intangibles -
Goodwill and Other: Accounting for Goodwill
e ASU 2014-03 - Topic 815 — Derivatives and
Hedging: Accounting for Certain Receive-
Variable, Pay-Fixed Interest Rate Swaps —
Simplified Hedge Accounting Approach

e ASU 2014- 07 - Topic 810 - Consolidation:
Applying Variable Interest Entities Guidance to
Common Control Leasing Arrangements

An entity seeking to apply the alternative accounting
approaches will determine if it is nonpublic by
referring to the definition of a public entity in the
ASC. A public business entity is defined as one that:

o |s either required to, or does, provide financial
statements to the SEC, or is required by the
Securities and Exchange Act of 1934 to file its
financial statements with another regulatory
agency.

e |s required to provide financial statements to a
foreign regulator in order to sell or issue
securities that are not restricted from transfer
by contract.

e |s an issuer of, or conduit bond obligor for,
securities traded, listed, or quoted on an
exchange or an over-the-counter market.

e |s required by law, contract, or regulation to
make U.S. GAAP financial statements available
to the public and has one or more securities
that are not restricted from transfer by contract.

A nonpublic entity deciding to adopt one or more of
the alternative accounting approaches will do so by
making an election for financial reporting purposes.
This consists of providing a disclosure, in the period
in which the alternative is adopted, indicating the
entity's decision to adopt the standard. Since a
nonpublic entity is not required to adopt any or all of
these alternatives, a decision to do so is an account-
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ing policy. This will be disclosed each period in the
Summary of Significant Accounting Policies provided
in the footnotes to the financial statements.

Goodwill

Prior to ASU 2014-03, the method of accounting for
goodwill for all entities required that goodwill be
tested for impairment at least annually. It is required
to be tested at the reporting unit level. A company
involved in multiple business combinations may
have multiple reporting units, each of which might
include goodwill that would be tested separately for
impairment.

® An entity has the option to perform a qualitative
assessment to determine it is more likely than
not that goodwill has been impaired. If so, the
entity will perform the first of a two-step process.

e The first step involves comparing the carrying
value of each reporting unit to its fair value. If
the fair value is lower, the second step is
required.

® |n the second step, an impaired value for
goodwill is determined by applying the principles
for recognizing a business combination as of
that date.

Under the alternative accounting approach, good-
will is amortized on a straight-line basis that begins
as of the beginning of the period in which the
alternative method is elected or as of the date on
which the goodwill is recognized, whichever is later.
Goodwill is to be amortized over a 10 year period,
although an entity may use a shorter period upon
demonstration that a shorter life is more appropriate.

The alternative approach also allows an entity to
choose between assessing goodwill for impairment
at the reporting unit level or at the entity level. An
election to that effect is required to be made as a

significant accounting policy, indicating at which
level goodwill will be tested for impairment.

Goodwill is required to be assessed for impairment
only upon the occurrence of a triggering event or
condition that indicates that it is more likely than not
that that the carrying value of the entity or reporting
unit exceeds its fair value. The entity may then
either use a qualitative assessment to determine if a
quantitative assessment is necessary, or may
proceed directly to the performance of a quantita-
tive assessment.

When a qualitative assessment is performed:

® If a qualitative assessment is not performed, or
if it indicates the possibility of impairment, a
quantitative test is performed.

® The entity’s, or reporting unit's, carrying value is
compared to its fair value.

e If the carrying value is greater, the impairment
will be the difference.

Interest Rate Swaps

Interest rate swaps have become very commonly
used by nonpublic business enterprises. The most
common application has been when an enterprise
has obtained financing that bears interest at a
variable rate, under which the entity will receive
variable payments from a counterparty, to offset the
variable payments being made on the debt instru-
ment, and make fixed payments to the counter-
party, essentially converting the variable rate liability
to one with a fixed rate.

Due to the difficulty of qualifying for and applying
hedge accounting, the FASB has provided an
alternative accounting approach for nonpublic
entities.

11
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Qualified Interest Rate Swaps

The simplified approach may be applied to certain
interest rate swaps that involve receiving a variable
rate payment and making a fixed rate payment,
entered into to eliminate fluctuations in the cash
flows associated with a variable rate obligation. It
must also meet certain conditions related to:

o Interest rate index — The variable rates in both
the hedged obligation and the interest rate
swap must be determined using the same index.

o Terms — The swap should be what is often
referred to as a “plain vanilla” interest rate
swap with terms that mirror those of the hedged
obligation.

o Settlement dates — The dates on which the
swap is settled or repriced must be the same,
or within a few days, of the comparable dates
associated with the hedged obligation.

e Fair value - The fair value of the swap must be
zero, or close to zero, at the swap’s inception.

e Notional amount — The notional amount of the
swap should be equal to the principal amount
of the hedged obligation.

o Interest payments — During the term of the
swap, all interest payments on the hedged
obligation must be designated as hedged.

Electing and Applying the Simplified Hedge
Accounting Approach

A nonpublic entity may elect to apply the simplified
hedge accounting approach to any interest rate
swap for which all of the required conditions are
met. In doing so, the entity may assume that there
is no ineffectiveness and that the swap, therefor, is
perfectly effective. As a result, the debt obligation
will be accounted for as if it were a fixed rate obliga-
tion

When the simplified hedge accounting approach is
elected, the interest rate swap may be measured at
its settlement amount instead of its fair value. The
settlement amount is the present value of the
estimated future cash flows without considering
nonperformance risk, which is a factor considered
in measuring the fair value.

In remeasuring the interest rate swap to its
settlement value each period, a portion of the
differential will be recognized as an adjustment to
interest expense in order to make the interest
charge comparable to that which would be incurred
on a fixed rate obligation. The remainder of the
change will be recognized in other comprehensive
income and aggregated in accumulated other
comprehensive income.

Other Disclosures

An interest rate swap that is accounted for applying
the simplified hedge accounting approach is still
subject to all of the same disclosure requirements
that are required of derivatives and hedges when
the simplified hedge accounting approach is not
applied. When the swap is valued at its settlement
amount, rather than its fair value, however, the
settlement value will be substituted wherever a
disclosure calls for the fair value.

Transition to the Simplified Hedge Accounting
Approach

The simplified hedge accounting approach will be
effective for annual periods beginning after Decem-
ber 15, 2014, with early adoption permitted. When
an entity elects to adopt the simplified hedge
accounting approach, there are two alternatives for
making the transition.

The entity may apply a modified retrospective
approach in which it is applied to the period of
change and future periods, or the full retrospective
approach in which it is applied retrospectively to all
periods presented.

Variable Interest Entities

Many nonpublic entities enter into relationship with
commonly owned lessor entities as a means of
providing a benefit to owners related to income
taxes, estate planning, or legal liability issues. In
many cases, the lessor would be considered a VIE
under GAAP, requiring extensive and potentially
costly analysis, coupled with the preparation of
consolidated financial statements. An alternative
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—

accounting approach available to nonpublic entities
is designed to exempt certain lease arrangements
from the provisions related to VIEs.

Accounting for Common Control Leasing Arrange-
ments

A nonpublic entity that is a lessee may elect not to
apply the requirements associated with VIEs to
relationships that meet certain requirements.

@ Common control - The reporting entity and the
lessor must be under common control.

© Lease - The reporting entity is the lessee in a
lease with the lessor entity.

© Relationship - Substantially all activities
between the reporting entity and the commonly
owned lessor relate to leasing activities.

In addition, if the reporting entity is either guaran-
teeing an obligation of the lessor, or is providing
collateral for an obligation of the lessor, the principal
amount of the obligations may not exceed the value
of the leased asset as of the inception of the guaran-

@
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The election applies to all current and future lease
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Disclosures
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By Gary H. Kuwada, CPA, Esq.
GARY H. KUWADA A Professional Law Corp.

AS of July 1, 2014 there has been a seismic

shift in the “streamline” OVDP procedure and in the
OVDP program in general. The changes are benefic
ial for some taxpayers (more taxpayers will qualify
for the reduced 5 percent OVDP penalty rate on
offshore assets) and bad for others (the 27.5
percent penalty can increase to 50 percent for
taxpayers whose accounts are in certain listed
banks). However in general there seems to be an
understanding by the IRS that the Pre-July 1, 2014
OVDP program was too harsh on taxpayers who did
not use their offshore bank accounts to hide
unreported income.

THE GOOD - MORE TAXPAYERS QUALIFY FOR
THE STREAMLINED 5 PERCENT PENALTY

The Streamlined Filling Compliance Procedure now
applies to US Residents and Citizens not just to
Non-Residents. There are no tax amount restric-
tions as there was under the old rule that could
cause a higher risk of rejection and now there is no
need to file a risk assessment with the IRS as part of
the streamline package.

The new streamlined procedure requires the
taxpayer to state under penalty of perjury that their
failure to disclose their financial assets and file the
appropriate information returns (FBAR, Form 3520,
Form 5471 etc.) was not willful, or due to inadver-
tence, negligence or mistake of the law. Sounds like
more tax mumbo jumbo right?

WHAT DOES NON-WILLFUL CONDUCT, NEGLI-
GENCE, INADAVERTANCE OR MISTAKE OF LAW
MEAN?

The key decision your client must make is whether
or not their failure to file information returns was
willful. Although the IRS has not officially provided
examples of what non-willful conduct is, a good rule

The Good, The Bad And The Ugly
New Streamlined OVDP Procedure

of thumb is to ask your
client why they set up the
foreign account in the first place.
If for example the foreign account was established
by relatives in the foreign country and was not used
to divert unreported income it sounds like a good
streamline case.

If however your client opened the account to hide
income that should have been reported in the US it
would be difficult to blame the failure to file the
foreign information returns on negligence, inadver-
tence or mistake of law. The IRS can argue that
your client willfully failed to file the information
return to hide the diverted unreported income. It's a
facts and circumstances determination.

The new streamlined procedure requires the
taxpayer to amend only the 3 most recent filed tax
returns and 6 years of unfiled FBARS and foreign
information returns not 8 years under the old
program. In addition the IRS will not assert the 20
percent accuracy related penalty to the tax
deficiency reported on the amended tax returns.

For eligible U.S. taxpayers residing in the United
States, the only penalty under the streamlined
procedures will be offshore penalty equal to five (5]
percent of the foreign financial assets. For eligible
U.S. taxpayers residing outside the United States or
Non-Residents the streamlined procedure even
gets better; all penalties will be waived under the
streamlined procedures.

THE BAD - NO RETROACTIVE REQUESTS TO
COME UNDER THE NEW STREAMLINED PROCE-
DURES FOR PAST PARTICIPANTS OF THE OVDP
PROGRAM

The IRS will not allow taxpayers who previously filed
OVDPs and finalized their case (by executing a
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Form 906 settlement agreement counter signed by
the IRS) prior to July 1, 2014 to amend their OVDPs
to qualify for the new procedure i.e. you can't put
the Genie back into the bottle.

However there are some transitional rules for taxpayers
who did not finalize their OVDP cases as of July 1,
2014 with the IRS to opt out and if they qualify to
participate in the new streamlined procedures.

Taxpayers who filed so called quiet disclosures by
filing delinquent FBARS and amended returns to
include foreign income can also now participate in
the streamlined program.

THE UGLY - NO PROMISES REGARDING CRIMI-
NAL PROSECUTION UNDER THE STREAMLINE
PROCEDURES

The taxpayer essentially gets a no criminal prosecu-
tion promise from the IRS when they file an OVDP.
That's the benefit the taxpayer receives for paying
the OVDP penalty rate of 27.5 percent of certain
foreign assets.

Unfortunately the taxpayer receives no such assur-
ance when they file under the streamline proce-
dure. Therefore it's critical to be selective and
decide under the facts and circumstances of your
client's case which program is the best choice. You
must balance the risk of criminal exposure with the
reward of a substantially reduced penalty rate. Once
you select a program either the OVDP or streamline
and file your package with the IRS your clients are pre-
vented from making a change to the other program.

MORE UGLY - MONEY UP FRONT

Beginning July 1, 2014 full payment of the OVDP
penalty must be made with the OVDP package
including full payment of the tax, penalty and
interest on the amended tax returns. In the case of
the streamline procedures the 5 percent penalty
applied to foreign financial assets must be paid up
front in addition to the tax and interest calculated on
the amended returns. There is no accuracy related
penalty applied to the amended returns for stream-
lined participants.

CAVEAT EMPTOR

In law there is a Latin term called caveat emptor in
English it means “Let the buyer beware”. The new
streamline procedure has been in place for six
weeks. As you may recall the OVDI program evolved
slowly from its inception in 2009. It took time for the
IRS to provide guidance to practitioners in the form
of the Question and Answers on the IRS website.
Similarly as time goes by and more streamlined
cases are processed the IRS will provide practitio-
ners with specific guidance. Until then we are all
going to have to fly by the seat of our pants and use
our best judgment.

For now at least you should be conservative when
recommending a course of action to your clients.
The OVDP requirement of full disclosure and
willingness to cooperate with the IRS still applies to
the streamline procedure. The consequences of a
rejected streamline case are a possible criminal
referral and even if the case is not referred
criminally the sting of substantial civil penalties that
can exceed the value of the foreign financial
account or asset. The risk can be described as a
small chance that something really bad can
happen.

FINAL THOUGHTS

Please consider calling your clients that previously
inquired about the OVDP program but were hesitant
to participate because of the high penalty rates. Tell
them about the revised streamline procedure and
penalty rates.

Notify your clients the IRS is forming Foreign
Account Tax Compliance Act (FATCA) audit groups
that will begin examinations of US taxpayers with
undisclosed foreign financial assets and income.
Audits of US persons will begin as soon as the
information is provided to the IRS by Foreign Finan-
cial Institutions. My friends, the landscape has
changed dramatically. Taxpayers must come into
compliance now or suffer substantial penalties and
possible criminal exposure later; for a 5 percent
penalty and no accuracy related penalty applied to
the income tax deficiency it just might be worth it. ©

Special Edition Newsletter: If you would like to receive future correspondence electronically, please provide your email address

to: jessica@garykuwada.com or www.garyhkuwada.com
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The Other Side of
Cost Segregation

By Arnie Kim, CPA
Kim & Kim, CPAs

L oSt §¢ gjﬂ’g?éj ; 1 is generally
known to be beneficial, but it is not so in every case.
A must-read before leaping would be the story of
Peco Foods explained by John M. Malloy, Craig J.
Langstraat and James M. Plecnik in The Tax Advisor

published April 1, 2014.

The cost segregation is certainly beneficial to the
segregation service provider, but not necessarily to
the building owner. Anybody contemplating cost
segregation would need to put the project to at least
two tests: (1) applicability of 26 IRC Section 1060(a)
and (2) what-if analysis through NPV calculations.
The first one is an external hurdle, and the second
on is an internal hurdle.

First, Section 1060(a) reads:

"If in connection with an applicable asset acquisi-
tion, the transferee and transferor agree in writing as
to the allocation of any consideration, or as to the
fair market value of any of the assets, such agree-
ment shall be binding on both the transferee and
transferor unless the Secretary determines that
such allocation (or fair market value) is not appro-
priate."

The external hurdle can be passed either by settling
in a safe harbor or reducing the number of segre-
gate items in a building. A safe harbor will guarantee
the legitimacy of the segregation, but reducing the
number won't.

There are two safe harbors to pass the hurdle of
Section 1060(a): doing the cost segregation before
starting initial use of the building and enumerating
the segregated costs in the purchase agreement of
a used building.

If you have already depreciated the whole building
at least once, there is no safe harbor for you. In this

case, you can only use Form 3115, which is subject
to approval of the IRS. The case of Peco Foods
insinuates that the probability of getting the
approval dwindles if there are too many items in a
building. However, there is no guarantee of approval
even if you segregate into a handful of items. Your
conscience and reasonability should be delivered
somehow for the approval of Form 3115. The cost
segregation service provider would guarantee the
approval, but it may be unclear whether such a
guarantee would include refund of the segregation
fee and reimbursement of your other costs, e.g.
accounting and analyses expenses, to implement
the idea.

Second, the building owner must form and run an
NPV model to determine if there really is a tax
benefit. It is questionable if the provider-supplied
NPV model, if any, has sufficient features and
functions to handle all the necessary information in
the following simplified example:

@ Cost segregation service fee: $20,000

@ Additional tax preparation fee for depreciation
setup and Form 3115: $2,000

9 Expected number of years to use the building:
5 years

@ Total cost of the building: $8,000,000

© Land portion of the building: $3,000,000

9 Useful life 39 year portion of segregated cost:
$2,500,000

7 Useful life 15 year portion of segregated cost:
$2,500,000

© Tax bracket for the 4 years during which the
building is used: 35%

% Selling price of the building after 5 years:
$10,000,000

0 Tax bracket for the last year when the
building is sold: 40%

D Cost of the capital of the building owner: 8%

(after tax)



The NPV analysis fee is not included, because it will
be a sunk cost. With this information, the cash flow

can be calculated within the following spreadsheets:

First, we need to find the depreciation differences in

THE OTHER SIDE OF COST SEGREGATION

each year. The purpose of Schedule 1 is to show the
mechanism only, so actual segregation will involve
many other classes of assets.

Schedule 1: Depreciation Difference (put to service: Jan 1 of Year 1)

If Segregated If Not
Year Building Machinery Total (a) Building (b) Difference
39 SL (al) 15 DDB (a2) al+a2 39 SL a-b
1 61,432 125,000 186,432 122,863 63,569
2 64,103 237,500 301,603 128,205 173,398
3 64,103 213,750 277,853 128,205 149,648
4 64,103 192,375 256,478 128,205 128,273
5 64,103 173,138 237,241 128,205 109,036
Total 317,844 941,763 1,259,607 635,683 623,924

The total line will be used for Schedule 2, showing
what will happen at the end of the last year of
holding this building. The other lines will be used for
Schedule 3, showing cash flow of each year. One
factor extremely important to remember while
reading Schedule 2 is that shorter life assets will not

be subject to depreciation recapture if the holding
period is elongated, as they will have been disposed
of so ignored in the calculation of depreciation
recapture. This means that cost segregation is more
useful when the building owner plans to own the

building for a longer time.

Schedule 2: Tax disadvantage after 5 years, when the building is sold, caused by segregation

If Cost Segregated Land Building Machinery Total Tax
Purchase cost 3,000,000 2,500,000 2,500,000 8,000,000

Accum. Depr after 5 yrs 317,844 941,763 1,259,607

Book value after 5 yrs 3,000,000 2,182,156 1,558,237 6,740,393

Sale price after 5 yrs 4,450,779 3,237,431 2,311,790 10,000,000

Capital Gains 1,450,779 1,055,275 7581658 3,259,607

Gains subject to 23.4% tax 1,450,779 737,431 - 2,188,210 512,041
Gains to 28.4% tax 317,844 317,844 90,268
Gains to grad tax (40%) 753,558 7531558 301,421
Tax total 903,730
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If Not Segregated Land Building Machinery Total Tax
Purchase cost 3,000,000 5,000,000 - 8,000,000
Accum. Depr after 5 yrs 635,683 - 635,683
Book value after 5 yrs 3,000,000 4,364,317 - 7,364,317
Sale price after 5 yrs 4,073,698 5,926,302 - 10,000,000
Capital Gains 1,073,698 1,561,985 - 2,635,683
Gains subject to 23.4% tax 1,073,698 926,302 - 2,000,000 468,000
Gains subject to 28.4% tax 635,683 > 635,683 180,534
Gains to graduated tax -
Tax total 648,534
Tax disadvantage, to enter "Year 5" of the Schedule 3 255,196

Schedule 3, Showing cash flow contains information in Schedules 1 and two

Schedule 3: Cash Flow

Year | Cash Layout Additional Depreciation Tax Rate Tax Saving More Tax Cash Flow
0 (22,000) 35% 7,700 (14,300)
1 63,569 35% 22,249 22,249
2 173,398 35% 60,689 60,689
3 149,648 35% 52,377 52,377
4 128,273 35% 44,896 44,896
5 109,036 40% 43,614 (255,196) (211,582)

Total 623,924 (45,671)




THE OTHER SIDE OF COST SEGREGATION

Schedule 4 (NPV) shows that this sample project is the assumptions are changed and many shorter life
not recommendable, but it does not mean that cost assets are involved, there could be substantial
segregation idea itself is doubtable. As mentioned in benefit. One crucial point is that it may be unethical
the heads of the previous schedules, this simulation to recommend any cost segregation without a
is to show the procedure of calculation only. When serious NPV analysis.

Schedule 4: Npv

Vo Cash Flow Cost of Present Value

(CF) the Capital Function Amount
0 (14,300) 8% CF/(1+r)~0 (14,300)
1 22,249 8% CF/(1+n)A1 20,601
2 60,689 8% CF/(1+r)n2 52,031
3 52:37.7/. 8% CF/(1+1)A3 41,578
4 44,896 8% CF/(1+r)n4 33,000
5 (211,582) 8% CF/(1+r)A5 (143,999)

NPV (11,089)
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Get Ready for 2015

Employment Law Changes!

By Jonathon Kaplan, Esq. / Partner
Kaplan Weiss, LLP

2015 is upon us and major changes to employment
laws are taking effect. CPAs who perform payroll
functions or advise business clients should prepare
for changes to wage and hour laws, sick leave
benefits and health insurance requirements.

Wage and Hour Laws

On the Federal level, new minimum wage laws are
effective for Federal contract workers. In California,
new laws increase employers’ wage and hour
obligations.

Higher Minimum Wage for Federal Contract
Workers

In 2014, President Obama signed an executive
order to raise the minimum wage for federal
contract workers from $7.25 an hour to $10.10. The
order is effective January 1, 2015 and applies only
to new or renewed contracts. The order raises
minimum wages for tipped employees and prohibits
contractors  from  paying  disabled workers
sub-minimum wages. The minimum wage will be
increased annually to reflect inflation changes in the
Consumer Price Index. Advise clients to update
their wage posters, which are mandatory under the
Fair Labor Standards Act, to reflect these changes.

Greater Liability for Employers That Use
Staffing Agencies

California Labor Code section 2810 has been
amended to create a new section 2810.3. The new
law, effective January 1, 2015, imposes liability on
employers who contract for labor, holding compa-
nies accountable for wage-and-hour violations when
they use staffing agencies or other labor contractors
to supply workers.

Employers using staffing agencies or labor contrac-
tors will now “share with the labor contractor all civil
legal responsibility and civil liability for all workers
supplied” to the company. In other words, if a
staffing agency or labor contractor fails to pay all
required wages or fails to provide workers’ compen-
sation coverage, liability can be imposed on the
“client employer.”

Counsel your clients to seek legal advice and be
especially careful when hiring through staffing
agencies. Employers should scrutinize agencies
before hiring employees from them to ensure their
compliance with all applicable employment laws.
Employers may want to consider insisting upon
including  indemnification provisions in  their
contracts for labor services to protect their own
bottom lines.

Waiting Time Penalties

Current California law subjects any employer who
pays any employee less than the applicable
minimum wage to civil penalties, payment of restitu-
tion or wages, and payment of liquidated damages
to the employee. Current law also imposes a penalty
on an employer who willfully fails to pay an
employee all owed wages immediately upon
termination. Labor Code section 1197.1 has been
amended to make it easier for the Labor Commis-
sioner to enforce these existing penalties. California
Labor Code section 203 has also been amended to
provide a waiting time penalty if unionized theatrical
and concert venue employers violate any agreed
upon timeframe  for payment of final wages
contained in a collective bargaining agreement.
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The “Child Labor Protection Act”

The Child Labor Protection Act of 2014, creates new
Labor Code section 1311.5, expands protections
and provides additional penalties for violations of
California laws governing employment of minors.
The law tolls the statute of limitations for claims that
arise from violations of employment laws until the
minor reaches 18 years of age. It authorizes
individuals who are discriminated or retaliated
against for alleging a child labor law violation to
recover treble damages in addition to other available
legal remedies. The new law imposes a penalty of
$25,000 to $50,000 for each violation of child labor
laws involving minors 12 years of age or younger.

Protections Against Retaliation

California Labor Code section 98.6 clarifies that the
$10,000 penalty against an employer who discrimi-
nates or retaliates against any employee that
complains of Labor Code violations will be awarded
to the employee or employees who “suffered the
violation.”

More Time to Recover Liquidated Damages

California Labor Code section 1194.2 has been
amended to provide that a lawsuit seeking to
recover liquidated damages for minimum wage
violations may be filed any time before the expira-
tion of the statute of limitations that applies to the
underlying wage claim, which is three years. The
law was passed in response to recent court cases
that had held liquidated damages claims must be
filed within one year.

Prevailing Wages

Several bills were passed into law this year relating
to “prevailing wages.” Prevailing wages apply to
employers who contract with the government for
public works projects. It requires them to pay
employees “prevailing wages,” which are generally
much higher than minimum wage.

One of the new bills amended California Labor Code
section 1720 to expand the scope of work to which
prevailing wage laws apply. Another added section
1784 to the Labor Code, which now allows a

contractor to bring an action against “hiring parties”
to recover any increased costs (including labor
costs, penalties and legal fees) incurred as a result
of a determination that the work performed on the
project was a covered public work and subject to
prevailing wage laws.

Sick Leave Benefits

The “Healthy Workplaces, Healthy Families
Act of 2014”

The “Healthy Workplaces, Healthy Families Act of
2014" goes into effect July 1, 2015. This major
piece of legislation, requires California employers to
provide paid sick leave benefits to their employees.
Employees who work 30 or more days within a year
will be entitled to accrue paid sick days at a rate of
“no less than one [1] hour for every 30 hours
worked.” This means that a full-time employee
working 40 hours per week will be entitled to accrue
up to 8.6 days of paid sick time per year. Employers
can choose to limit the employee’s annual use of
paid sick leave benefits to 24 hours or 3 days per
year and may also choose to limit the annual
amount of accrued paid sick leave to 48 hours or6
days per year. In other words, although a full-time
employee can accrue up to 8.6 paid sick days, the
employer may cap the amount of paid sick benefits
used to 24 hours or 3 days and limit the total annual
accrual amount to 48 hours or 6 days. The rate of
pay for sick leave is the employee’s regular hourly
wage, including commission or piece rate pay.
Employers must pay out sick leave benefit
payments to employees no later than the payday for
the next payroll period after sick leave was taken.
Employers will be required to provide written notice
on the designated pay dates that sets forth the
amount of paid sick leave benefits available to the
employee on either the itemized wage statement or
a separate written document. There are various
exclusions in the law and specific provisions apply
to an employer who already provides paid time off.

The Affordable Care Act

Many of the requirements of the Affordable Care Act
took effect in 2014, Beginning in 2015, new
Employer Shared Responsibility provisions and
information reporting requirements take effect. —s

21
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Employer Shared Responsibility Provisions

Originally scheduled for January 1, 2014, the
Employer Shared Responsibility provisions of the
Affordable Care Act take effect on January 1, 2015.
Employers with 100 or more full-time or full-time
equivalent employees who do not offer affordable
health insurance that provides minimum value to
their full-time employees and dependents may be
required to pay an assessment if at least one of their
full-time employees is certified to receive a
Premium Tax Credit in the individual Health
Insurance Marketplace.

Information Reporting on Health Coverage by
Employers

Information reporting will be required of employers
with 50 or more full-time or full-time equivalent
employees regarding the health coverage they offer
to their full-time employees. In addition, new
information reporting by issuers, self-insuring
employers, and other parties that provide health
coverage also take effect in 2015.

Meet with your clients now to help them understand
these important changes to State and Federal
employment laws. Preparing your clients to ensure
their compliance with these laws as they take effect
can help them minimize employment disputes and
potential lawsuits, avoid penalties and obviate tax
liabilities. ©

Jonathon Kaplan is a partner with the Los Angeles law firm Kaplan Weiss LLP. He specializes in the practice of
employment law and was a speaker at KACPA's 2014 annual retreat. He can be reached at (213) 553-4550 or

jonathon.kaplan@kaplanweiss.com
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Credit Insurance
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Tke obvious answer is as soon as you

suspect that you might be investigated. Nothing
damages the prospect of successfully defending
against or minimizing criminal exposure more than
failing to timely hire defense counsel. However,
defense counsel routinely encounters clients who
have waited too late. In particular, there is a distinct
tendency among Koreans and Korean-Americans to
wait until the government files a criminal complaint
or an indictment to seek criminal representation. All
too often they assume that if they explain their side
of the story to the investigating agent on their own,
they would not be prosecuted. Nothing can be
further from the truth.

A general principle of criminal defense is that the
less the government knows, the better it is for the
target of the investigation (the “client”). Another
principle of criminal defense is that the sooner
defense counsel masters the facts, the better it is for
the client. Hiring defense counsel at the earliest
stages of the investigation enables the client to best
satisfy the two principles.

The Less The Government Knows, The Better
It Is For The Client

It is the burden of the government to prove beyond
a reasonable doubt its case against the client.

When Should You Hire
A Criminal Defense Counsel?

By Pio S. Kim, Esq / Partner
Lim, Ruger & Kim, LLP

Therefore, the less the government knows, the
better it is for the client. However, the client often
has to rely on CPAs and other professionals to
prepare a defense. This creates the danger that the
government may compel these professionals to
disclose the information they receive from the client
and otherwise use them against the client. Hiring
defense counsel eliminates that danger. When a
taxpayer faces an audit or investigation which may
entail a questioning of his CPA by the government,
the taxpayer should hire an attorney and have that
attorney retain the CPA to assist the attorney. This
way, any conversation between the tax payer and
the CPA and any document prepared by the CPA
will be protected from disclosure by the attorney-
client privilege. Hiring an attorney is particularly
attractive to a CPA because it allows the CPA to
freely communicate with the client and produce
work products without the fear that the work will be
subject to the government’s scrutiny.

Further, hiring an attorney can prevent unintended,
or partial and therefore misleading, disclosure to the
government. One of the critical times in a criminal
investigation is when the government performs
interviews of the client's employees during a search
of the client's business. The problem with these
interviews is that the employees can be disoriented,
if not shocked, by the search and provide ambigu-
ous and misleading statements. Even though they
don’t have all the facts, the employees feel compel
to answer the questions put to them. The easiest
way to prevent this is to let the employees know that
the client’s business has hired an attorney. The
ethics rules for the lawyers prohibit the lawyers
(including prosecutors) and their agents from
contacting a person or persons represented by an
attorney. Law enforcement officers who often work
under the guidance of prosecutors will immediately
cease their attempts to interview the employees of a



WHEN SHOULD You HIRE A CRIMINAL DEFENSE COUNSEL?

business when notified that the business s
represented by a lawyer,

The Sooner Defense Counsel Masters The
Facts, The Better It Is For The Client

Once the government files an indictment or a
criminal complaint, defense counsel has very little
room to maneuver. Because the government is
already wedded to a particular view of the client,
and has publicly committed to criminally prosecut-
ing the client, it is exceedingly difficult for defense
counsel get any concessions from the government.
However, defense counsel can be much more
effective if hired early.

The client is best served when defense counsel can
persuade the government not to institute a criminal
case against the client, or agree to bring lesser
charges than the government intended. Defense
counsel accomplishes this by mastering the case
before the government and presenting the facts and
legal issues to the government in the light and/or
sequence most favorable to the client.

When hired early enough, defense counsel can
discover facts or factual nuances that the govern-
ment may miss, clarify inconsistencies between
recollections of witnesses, and formulate and
cement a narrative that minimizes the client's
criminal exposure. In other words, defense counsel
is in a better position at the early stages to craft a
narrative that highlights the gaps or deficiencies in
the knowledge of the government in order to
convince the prosecutor that pursuing the case is
not worthwhile, at least in the way the prosecutor
initially envisioned. Defense counsel may also
highlight any legal difficulties the prosecutor might
have.

When presented with the difficulties in a stark way
by defense counsel, prosecutors often rethink their
willingness to devote scarce time and resources to a
potentially difficult case, especially if they have not
yet formed strong opinions. Obviously, defense
counsel is in position to do this effectively only if the
client is prudent enough to hire him as soon as the
client suspects that he might be or will be under
investigation. ©
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Is Fraud A Cost of
Doing Business?

By Kenny Kang, M.S., CPA, CGMA, CFE

INTRODUCTION

As a business owner, how would you feel if 5% of
your hard earned revenue is lost due to fraud? As an
external auditor, do you feel comfortable issuing an
unqualified opinion if your audit might not detect
fraud loss which may be material to the financial
statements?

According to the 2014 Report to the Nations (or the
Report), issued by the Association of Certified Fraud
Examiners, losses from fraud total about 5% of
annual revenues for a typical company. If the five
percent loss is applied to 2013 estimated Gross
World Product, this translates to a potential
projected global fraud loss of nearly US$3.7 trillion .
Unfortunately, most companies are not aware of
occupational fraud until the fraud has been commit-
ted against them, and some organizations view
fraud merely as a cost of doing business.

COST OF OCCUPATIONAL FRAUD

The 2014 Report to the Nations was compiled
based on global data collected from 1,483 cases
submitted by Certified Fraud Examiners all over the
world. These cases were classified into three
general types of occupational frauds: (1) Asset
Misappropriation, (2) Corruption, and (3) Financial
Statement Fraud. The aggregated value of these
types of losses due to fraud was in excess of US$ 3
billion. The Report also indicates that a median loss
of $145,000 was caused by a single occupational
fraud. About 326 reported cases caused losses of
more than US$1 million. From the time the fraud
commenced until its detection, the median duration
of this activity was 18 months.

Victim organizations were private companies, public
companies, governmental agencies and not-for-
profits, and the related median losses were

$160,000, $200,000, $90,000 and $108,000,
respectively. The Report further drills down into the
median loss by industry. It indicates that real estate,
wholesale trade, manufacturing, and retail experi-
ence have median losses of $555,000, $375,000,
$250,000, and $54,000, respectively .

THE FACES OF THE PERPETRATORS

So who is committing fraud in a company? It was
reported that all levels of personnel, ranging from
sales to upper management, have committed fraud.
According to the Report, Executive/Upper Manage-
ment caused median losses of $680,000; Board of
Directors and Finance Departments - $500,000,
Warehouse/Inventory - $245,000; Purchasing -
$166,000 and Sales $80,000. In general, the higher
the perpetrator’s level of authority, the greater the
fraud loss that tends to be suffered by the victim
organization.

Another alarming statistic is 87% of the perpetrators
have never been charged or convicted'. A typical
example would be in a medical or dental office
setting. A doctor or dentist would be seeing patients
six days a week. However, the typical complaint
from the doctors or dentists would be: “I know that |
am making money, but | don't see that in my bank.
Why?” Most of these cases are assets misappropria-
tion, or in legal term, embezzlement, by the trusty

bookkeepers who have been with the offices for at
least 5 years. When the fraud is discovered and the
facts are presented to the perpetrator, the
bookkeeper would cry, claiming that the money was
“3 loan and | intend to repay the owners it The
owners' reaction would typically be to be sorry for
the perpetrator and respond, “Oh, | have known her
for a long time. She has a family and must have
made a honest mistake. | won't press charges
against her.” Then, the bookkeeper would move to
the next town and get hired by another local medical



or dental office. Hence the opportunity to repeat the
criminal activity is provided to the perpetrator.

DETECTION & PREVENTION

Dr. Donald R. Cressey (April 27, 1919 - July 21,
1987) was an American penologist, sociologist and
criminologist who developed the famous “Fraud
Triangle.?” This Fraud Triangle was adopted into the
Statement of Auditing Standards (No. 122) by the
American Institute of CPAs under the Audit & Attest
Standards®. The Fraud Triangle has three compo-
nents: (1) Pressures / Incentives, (2) Opportunities,
and (3) Attitudes and Rationalizations. These compo-
nents assist us in understanding the red flags exhib-
ited by perpetrators and enhance fraud detection
and prevention.

While it is understood that not all fraud schemes are
created equal, there are common weaknesses that
exist in the victim organizations. The most common
weakness is the lack of adequate internal controls,
followed by a lack of management review, and then
the ‘over-riding’ of existing controls. “Tone at the
top”, most often as demonstrated by a lack of
personal and business ethics exhibited by supervi-
sors to their employees, also contributes to a poor
employee attitude towards maintaining the integrity
of the internal control environment.

REFERENCE

12014 Report to the Nations, Association of Certified Fraud Examiner.

22014 U.S. Fraud Examiners Manual.

Is FRAUD A COST oF DoING BUSINESS?

While most organizations believe external audits or
information technology will detect potential fraud,
the Report indicates external audits and [T controls
only enable 3% and 1.1% of the initial detection1.
Stumbling across fraud by accident provides a
better initial detection (at 6.8%) than external audits
and IT controls combined:.

What can we do to prevent future fraud losses? In all
honesty, an organization can never reduce fraud
loss to zero. However, an organization can consci-
entiously reduce fraud risk by simply installing a tip
hotline, employee background checks, mandatory
duty rotations, and periodically reviewing the
effectiveness of their internal controls.

CONCLUSION

It is human nature that fraud always begin with a
small amount, and if not caught, the loss continues
to snowball. It takes time, money and effort by the
victim organizations to recover the money stolen by
perpetrators, and many organizations are never fully
able to do so. Often the cost to remediate the impact
of a fraud exceeds the actual value of the fraud
itself. Fraud is costly. Therefore, we need to promote
an ethical working environment. One manner of
ensuring the integrity of your internal control
environment is by testing it through the employment
of a competent team of professional experts trained
to provide guidance how to strengthen and improve
that environment to prevent a fraud from being
permitted, or assist you to detect a fraud as soon as
it is committed against you. ©

JAU-C §240.A75, “Appendix A—Examples of Fraud Risk Factors” of AU-C §240 - Consideration of Fraud in a Financial Statement
Audit, Statement of Auditing Standard No. 122, the American Certified Public Accountants.

Mr. Kang holds a Certified Public Accountant (CPA), Charted Global Management Accountant (CGMA), and Certified
Fraud Examiner (CFE). He received his Master of Science in Accountancy from California State University, Northridge,
and Bachelor of Science in Applied Mathematics from University of California, Irvine, Mr, Kang specializes in forensic

accounting / litigation support, fraud examination, and general business consulting, His expertise involves US GAAP,
US GAAS and fraud examination. Located in Arcadia, California, Mr. Kang can be reached at kennykangcpa@yahoo.com
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www.garyhkuwada.com

Dear Gary,

Thanks a lot for your efforts in helping us

to obtain our refund in the amount of $2.4 million
plus interest. It was an up and down battle

but you stayed the course.

Best regards,

Y.Y.J.

Gary H. Rawada

During the past 25 years Mr. Kuwada
has represented the most respected
and successful businesses

in the Korean Community.

If your clients are involved in CIVIL

or CRIMINAL dispute
with the IRS, EDD, FTB or SBOE;
Gary H. Kuwada or participate in the IRS Offshore
Certified Pyblic Accountant Streamlined Filing Compliance Procedure,
Attorney at Law .
Former IRS Agent and Appeal Officer please call for a consultatlon.

A PROFESSIONAL LAW CORPORATION

GARY H KUWADA

707 Wilshire Blvd., Suite 3850, Los Angeles, CA 90017
Tel: 213-623-5513 / Fax: 213-623-5301 / E-mail: Taxchecker@msn.com
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in tax refunds and credits Serviced over a thousand clients
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» Federal Empowerment Zone Tax Credit
» Research and Development Tax Credit
» Tax Planning for High Income Taxpayers
» Other Tax Credits and Incentives

but Reliant Tax Consu]tmg, obtamed

a huge tax refund for us......
- Manufacturer, Los Angeles, Calzforma
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professionals and offices in Los Angeles, Orange County, Washington D.C., and
London. For over 20 years, we have provided quality legal counsel to
LEE, HONG, DEGERMAN Global 500 businesses, including multinational Korean companies.
KANG & WAIMEY #<

. [ | Established in 1991, Lee, Hong, Degerman, Kang & Waimey (LHDK&W) is
. the largest Korean-American owned law firm in the U.S. with 40 lawyers and
K

Representative Clients

Dongbu Steel Korea Development Bank Porsche Cars North America
Dongkuk Steel Korea Exchange Bank Shinhan Bank

FDIC Korea Trade Insurance Corp. SM Entertainment
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Hyundai Motor LG Electronics Wilshire State Bank

KIA Motors Mobis Parts Woongjin Coway

Korea Broadcast System (KBS) Nexen Tire Woori Bank

Areas of Practice Contact

Banking and Financial Services Chan S. Jeon, Esq.

Business and Corporate Transactions 660 S. Figueroa Street, Suite 2300
Complex and Class Action Litigation Los Angeles, CA 90017
Intellectual Property Tel: (213) 623-2221
International Arbitration Fax: (213) 623-2211

Labor and Employment CJEON@LHLAW.COM
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Real Estate Transactions and Litigation
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Metropolitan Washington, DC
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Footnotes

(1) Sec.1031(a)(2), (2) Sec1031(i), (3) Rev. Proc. 2008-16

(4) Rev. Proc. 2005-14, (5) Rev. Rul. 61-119, (6) Sec. 1031(f)

(7) Sec 1031(f)(2), (8) Sec 1031(f)(2)(c), (9) Reg. $1.1031(a)-1(b) and (c)
(10) Sec. 1031(h)(1), (11) Reg. §1.1031(a)-2(b)

(12) Reg. §1.1031(a)-2(c), (13) Reg. § 1.1031(k)-1(f)(2)
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Pre-Tax Retirement Plans for
(4 Tax Year 2015

By Jeff H. Kim, LUTCF / Exec. Field Support
SYNCIS Insurance Solutions, Inc.
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Defined Benefit/412

Plan Type Safe Harbor 401(K) Profit Sharing SEP IRA Fully Insured Plan

Key Features Tax-deferred Tax-deferred Easy administration; Contributions may
investment; investment; Contributions may be higher than other
HCE employees may Flexibility in plan be deductible by types of retirement
defer the maximum design; employer; plans;
amount; Contributions may Employer must Generally favors
Salary deferrals be deductible by include eligible older HCEs
reduce employee’s employer employees
taxable income

Contributors Employee and Employer Only Employer Only Employer Only
Employer

Contribution Mandatory Safe Yes Yes No

Flexibility Harbor contribution;
Employer

contribution is 3% of
compensation; Or,
match is 100% on
the first 3% of
deferrals, plus 50%
on deferrals between
3% and 5% of
compensation
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Page 34 Table Continued.

Defined Benefit/412

Plan Type Safe Harbor 401(K) Profit Sharing SEP IRA Fully Insured Plan
Maximum Age 21 and one year Age 21 and 2 years Age 21 with any Age 21 with 2 years
Eligibility service service service in 3 of last 5 of service

Requirement

years; $600 annual
compensation

Contribution
Limits

Employer- 25% of
eligible employee

Employer- 25% of
eligible employee

Employer- 25% of
each employee’s

Based on benefit
formula $210,000

compensation compensation compensation maximum annual
Individual- the lesser Individual- the lesser Individual- the lesser benefit
of 100% of of 100% of of 100% of
compensation or compensation or compensation or
$53,000 (Including $53,000 $53,000
salary deferrals)
Contribution Deferrals must be By employer’s tax By employer’s tax Defined Benefit- By
Due Date deposited as soon as filing date, including filing date, including employer’s tax filing
possible, but no later extensions extensions date, including
than the 15th extensions.
business day of the 412 Fully Insured-
following month. beginning of plan
Employer year
contribution by the
tax filing date,
including extensions
Maximum $18,000 NA NA NA
Salary Deferral
Catch-up for $6,000 NA NA NA
Participants
age 50+
Vesting in 100% vesting on May be graded up to 100% immediate May be graded up to
Employer Safe Harbor 6 years 6 years
Contributions contributions.
(Top Heavy) Profit Sharing
contribution may be
graded up to 6 years
When Prior to October 1 Prior to fiscal year Any time prior to tax Prior to fiscal year
Established end filing deadline, end
including extensions
Form 5500 Yes Yes No Yes
Reporting

Referenced from IRS 2015 Qualified Plan Navigation
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PRE-TAX RETIREMENT PLANS FOR TAX YEAR 2015
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pane Compensation Deferral Sharing (Up to 4%) Catchitp (504) Teta)
Owner 60,000 18,000 (Max) 2,400 6,000 26,400
Employee 1 50,000 2,500 (5%) 2,000 4,500
Employee 2 40,000 2,000 (5%) 1,600 3,600
Employee 3 25,000 1,250 (5%) 1,000 2,250
Employee 4 25,000 1,250 (5%) 1,000 2,250
Total 200,000 25,000 0 8,000 6,000 39,000
Fed/State Tax X 40%
Tax Saving 15,600
Owners Asset 26,400
Benefit Cost for
Employee 5,600
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Caring for Aging Parents

By Kelly Woo / Partner
Profectus Financial

Tk anks to healthier lifestyles and

advances in modern medicine, there are more
Americans over the age of 65 than there have ever
been. The U.S. Census Bureau estimates that by
2030, more than 20 percent of U.S. residents will
be aged 65 and over, compared with 13 percent in
2010and 9.8 percent in 1970'. As our nation ages,
many Americans are turning their attention to caring
for aging parents.

For many people, one of the most difficult conversa-
tions to have involves talking with an aging parent
about extended medical care. The shifting of roles
can be challenging, and emotions often prevent
important information from being exchanged and
critical decisions from being made.

When talking to a parent about future care, it's best
to have a strategy for structuring the conversation.
Here are some key concepts to consider.

Cover the Basics
Knowing ahead of time what information you need
to find out may help keep the conversation on track.

Here is a checklist that can be a good starting point:

® Primary physician

e Specialists

e Medications and supplements
o Allergies to medication

It is also important to know the location of medical
and estate management paperwork, including:

e Medicare card

® |nsurance information

e Durable power of attorney for healthcare?

o Will, living will, trusts and other documents®

JOURNALS FROM PROFESSIONALS - CARING FOR AGING PARENTS

Be Thorough
Remember that if you can collect all the critical
information, you may be able to save your family
time and avoid future emotional discussions. While
checklists and scripts may help prepare you,
remember that this conversation could signal a major
change in your parent's life. The transition from
provider to dependent can be difficult for any parent
and has the potential to unearth old issues. Be
prepared for emotions and the unexpected. Be kind,

but do your best to get all the information you need.

Keep the Lines of Communication Open

This conversation is probably not the only one you
will have with your parent about their future health-
care needs. It may be the beginning of an ongoing
dialogue. Consider involving other siblings in the
discussions. Often one sibling takes a lead role when
caring for parents, but all family members should be
honest about their feelings, situations, and needs.

Don’t Procrastinate

The earlier you can begin to communicate about
important issues, the more likely you will be to have
all the information you need when a crisis arises.
How will you know when a parent needs your help?
Look for indicators like fluctuations in weight, failure
to take medication, new health concerns, and
diminished social interaction. These can all be
warning signs that additional care may soon
become necessary. Don't avoid the topic of care just
because you are uncomfortable. Chances are that
waiting will only make you more so.

Remember, whatever your relationship with your
parent has been, this new phase of life will present
challenges for both parties. By treating your parent
with love and respect—and taking the necessary
steps toward open communication—you will be
able to provide the help needed during this new
phase of life. ©

1 U.S. Census Bureau, 2014 - Fast Fact: The U.S. Census Bureau
reported Florida had the greatest share of the population that was
65 and older in 2010, followed by West Virginia and Maine.

2 Note: Power of attorney laws can vary from state to state. An estate
strategy that includes trusts may involve a complex web of tax rules
and regulations. Consider working with a knowledgeable estate
management professional before implementing such strategies.
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Over the past twenty years, the accounting
profession has trudged through a plethora of
evolutionary changes, in the way we communicate
with our clients and colleagues, as well as in the way
our work is performed and documented. One could
argue that there has been a paradigm shift in the
way we conduct our business of accounting,
certainly in the business of assurance. Gone are the
days of faxes and land (telephone) lines. We now
use our smart phones to text, e-mail, and send
instant messages to communicate with our clients,
and 3-ring binders full of working papers only crowd
up the storage of archived files replaced by paper-
less working environments. The world of financial
reporting and the standards that govern it certainly
has not been immune to these evolutionary
changes. Since 2002, the Financial Accounting
Standards Board (FASB) and the International
Accounting Standards Board (IASB) have been on
the road to create one high quality global set of
financial reporting standards to cope with the
globalization of the world’s economies.

We have also seen and experienced a healthy (or,
unhealthy) dose of financial scandals during this
time. We underwent an era of consolidation in the
public accounting profession, where the Big 8
became a Big 6, then a Big 5, and then the Big 4, or
the Final Four as some would call it. The demise of
accounting giants like Arthur Andersen sent quite a
message to those in the profession that no firm is
immune to the reach of the unscrupulous and the
auspices of the federal government. We can even
see that in the banking world where in November
2013, JP Morgan Chase ‘offered’ to cough up $13
billion for its wrongdoing (although the bank has not
quite admitted as such to the Feds) for its involve-
ment in and being complicit in the biggest financial
crisis since the Great Depression.

To date, much work has been done by the FASB
and the IASB in their efforts to bring the various

By Richard R. Wang, CPA
PricewaterhouseCoopers, LLP

financial reporting standards of the world’s econo-
mies under one roof. However, with the issuance by
the Securities and Exchange Commission (SEC) of
its report on the International Financial Reporting
Standards (IFRS) work plan in July 2012, it does
appear that the era of convergence of U.S. GAAP
and IFRS reached a plateau, at least temporarily.
The 2012 report summarized the key issues
surrounding the potential incorporation of IFRS into
U.S. GAAP, but it did not include any recommenda-
tions regarding any plans to address those key issues.

Since the signing of the Norwalk Agreement in
2002, the FASB and the IASB have been working
together to respond to the demands by the global
capital markets to improve the quality of U.S. GAAP
and IFRS, and to converge the two standards.
These efforts have resulted in much more compara-
bility in cross-border financial reporting standards,
and seem to have provided some benefit to
investors around the globe. Further, when the SEC
undertook a multi-year project to evaluate the
possibility of incorporating IFRS into U.S. GAAP,
there was continuous pressure from domestic
(U.S.) companies doubting the value proposition of
such adoption of IFRS by U.S. companies. And the
result was that in July 2012, the SEC staff issued its
final report on the IFRS work plan that did not
include a recommendation to the SEC regarding the
adoption of IFRS as the authoritative guidance in
the U.S. The report also did not include any next
steps toward a SEC decision on IFRS. The reason?
The adoption of IFRS by U.S. companies is simply
not supported by the vast majority of participants in
the U.S. capital markets. U.S. constituents, both
public and private, have voiced their concerns that
such convergence of IFRS with U.S. GAAP is simply
not warranted and that the costs of such conver-
gence outweighs its benefits. It should also be noted
here that the terms “adoption,” “incorporation,”
“convergence,” “endorsement,” and the like are
used somewhat loosely here. There has been much




debate about the proper terminology used in official
announcements as those who were authoring these
ideas needed to walk the fine line of being politically
correct amongst the various constituents.

Part of the causes for such lack of support for the
convergence of U.S. GAAP and IFRS in this global-
ized economy is multi-fold. The SEC endured the
sharp criticisms from both the public and those
holding public offices for the alleged failures of its
watchdog functions, not acting upon vigorously
enough or responding swiftly to the warning signs of
the financial meltdown in 2008. In December 2008,
the Bernard Madoff scandal was exposed, and
again the SEC was noted as having failed to heed its
internal warnings of the Ponzi scheme. And yet
again, in February 2009, the Allen Stanford Ponzi
scheme scandal was exposed and the finger-
pointing was directed at the SEC for having failed to
act upon the warning signs. With the SEC cleaning
up the aftermath of these scandals, the priority for
the agency does not seem to be focused around
converging U.S. GAAP and IFRS. In fact, the SEC’s
priority currently is centered around accounting,
auditing, and disclosure regime of the financial
statements.

The pains of the financial meltdown in what is
labeled The Great Recession have now slowly
subsided and the economy continues to march
along its path to recovery. Also, the SEC has had a
changing of the guard with Mary Jo White and
believes it has now put in place measures to reduce
the likelihood of another Madoff of Stanford scandal
from reoccurring. As the chairperson of the SEC,
Mary Jo White has decades of experience as a
federal prosecutor and securities attorney. And in
2013, the SEC and the Public Company Accounting
Oversight Board (PCAOB) announced plans to
expand their efforts in focusing on and deterring
accounting fraud. In particular, the SEC has created
the Financial Reporting and Audit Task Force,
comprised of roughly eight accountants and
attorneys, whose function is to “act as an incubator
to build accounting fraud cases and hand over the
cases to the larger sections within the SEC.” In
essence, there is still much work to do in this regard
in that the agency needs to continue to ferret out
those in positions of financial reporting who do the
wrongdoing, so that the investing public can once
again gain the confidence of the financial informa-

To CONVERGE OR NOT CONVERGE

tion that comprise foundation of the capital markets.

So, where does that leave the future of U.S.
standard setting? There is no doubt that there will
continue to be pressure from the international
capital markets regarding the U.S. being the biggest
non-conformist to the globalized financial reporting
standards. Many of the world's capital markets now
require IFRS, or some form thereof, for financial
statements of public entities. The other remaining
major capital markets without an IFRS mandate are
(i) Japan, where voluntary adoption is allowed, but
no mandatory transition date has been established:;
(i) India, where regulatory authorities have made
public statements about the intention to adopt from
2016-2017; and (iii) China, which intends to fully
converge at some undefined future date. There will
also be domestic pressure to no longer move
forward with the adoption of IFRS. Although the
FASB has done much work to converge some of the
most critical elements of financial reporting (e.g.,
revenue recognition and financial instruments; the
FASB and the IASB continue to work together on
some aspects of the remaining convergence project
on leasing), with these conflicting pressures the
FASB is going to have to walk a fine line. It will have
to strategically consider its next steps. The tall order
for the FASB is that it will have to find a way to
balance the pendulum between the necessities of
developing standards that conform with IFRS so
that the current U.S. reporting standards continue
to maintain its comparability and relevance in the
global economy.

In the meantime, the discussion about the use of
IFRS in the U.S. continues. In a speech in May
2014, Chairperson Mary Jo White stated that
considering whether to incorporate IFRS into the
U.S. financial reporting system continues to be a
priority and she “hopes to able to say more in the
relatively near future.” On the other hand, former
SEC Chairman Christopher Cox, who once was a
proponent of IFRS, recently gave a speech stating
that he no longer believes that it is possible for the
U.S. to adopt IFRS. Although it appears that the era
of convergence is nearing an end as the FASB and
the IASB shift attention to their individual agendas,
the capital market participants in both the U.S. and
the rest of the world continue to voice their opinions
so that the standards that do evolve remain useful
and relevant. ©
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Wben is a sale not a sale? That is what the IRS
intends to determine with its regulations regarding
so-called “disguised sales.” Disguised sales most
often happen within partnerships, when a property
is transferred, or “contributed” from a partner to the
partnership, rather than “sold.”

The regulations under §707 provide a number of
rules and presumptions for distinguishing these
contributions from sales. [f the transfer of property
is followed by a transfer of money or other consider-
ation to the the contributing partner, it will be treated
as a sale of that property, and the contributing
partner will be taxed accordingly. Furthermore, the
regulations create a presumption that a contribution
is part of a sale if the contributing partner receives a
payment within two years of the contribution.

However, the regulations provide some special rules
to assure that routine kinds of partnership distribu-
tions are not treated as payments for contributed
property, even if they are made within two years of a
contribution. Here are some common exceptions to
be aware of.

Reimbursements for expenditures made by the
partner for improvements to the contributed
property, are generally not treated as part of a sale of
the property. This exclusion applies only if the value
of the contributed property is more than 120
percent of property’s basis in the partner’s hands at
the time of the contribution. Also, the rule for
improvements applies only to reimbursed capital
expenditures not exceeding 20 percent of the
property’s value.

Guaranteed payments over a period for the use of
the contributed property are not treated as a sale.
However, if a partnership makes a one-time

JOURNALS FROM PROFESSIONALS - DISGUISED SALES RULES AND EXCEPTIONS

Disguised Sales Rules and Exceptions
— What You Need to Know

purported guaranteed payment in the year after the
transfer, the transaction would be taxed as a sale.

If a partnership assumes, or takes a property as
collection on a debt owed by a partner, such action
may be characterized as part of a sale of the
property to the partnership, if the debt was incurred
in anticipation of the transfer. When a partnership
assumes or takes property subject to that kind of
debt, the reduction in the contributing partner’s
debt is considered a payment for an interest in the
property. However, assumptions of qualified
liabilities generally are excluded from disguised sale
treatment. The qualified liabilities are the liabilities
incurred more than two years before the transfer, or
within two years of the transfer but not in anticipa-
tion, that encumber the transferred property
throughout that period. Liabilities incurred to
improve transferred property are also excluded.

A distribution which is financed from the proceeds
of a partnership liability to a partner, generally is not
treated as consideration to the extent the distribu-
tion is traceable to a partnership liability incurred
within 90 days of the distribution. The amount of the
distribution may not exceed the partner’s allocable
share of the liability incurred to fund the distribution.

On January 29, 2014, the IRS issued proposed
regulations to amend or clarify some existing
disguised sale rules. However, none of the proposed
regulations are effective until the regulations are
finalized. Therefore, these rules and exceptions
apply only to the current regulations.

The rules regarding taxation and disguised sales
can be very complex. If you are involved in, or
contemplating a transfer via contribution, please do
hesitate to contact the tax specialists. ©
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Are You Financially Ready?

4

e
+ Consider delaying retirement

+ Consider more aggressive (and risky)
retirement income strategy

+ Consider working in retirement

« Conslider alternative income sources
(e.g., downsizing home)
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« Consider delaying retirement

« Consider continuing work at reduced

hours/phased retirement

+ Consider a plan for retirement that addresses

emotional needs (e.g., volunteering time,
new career)

« Consider continuing work at reduced

« Implement short-term plan to address hours/phased retirement

financial needs

« Discuss with spouse

Are You Ready to Retire?

The question is actually more complicated than it
first appears, because it demands consideration on
two levels. First, there's the emotional component:
Are you ready to enter a new phase of life? Do you
have a plan for what you would like to accomplish or
do in retirement? Have you thought through both
the good and bad aspects of transitioning into
retirement? Second, there’s the financial compo-
nent: Can you afford to retire? Will your finances
support the retirement lifestyle that you want? Do
you have a retirement income plan in place?

What does retirement mean to you?

When you close your eyes and think about your
retirement, what do you see? Over your career, you
may have had a vague concept of retirement as a
period of reward for a lifetime of hard work, full of
possibility and potential. Now that retirement is
approaching, though, you need to be much more
specific about what it is that you want and expect in
retirement.

Do you see yourself pursuing hobbies? Traveling?
Have you considered volunteering your time, taking
the opportunity to go back to school, or starting a

MassMutual Financial Group

new career or business? It's important that you've
given it some consideration, and have a plan. If you
haven't--for example, if you've thought no further
than the fact that retirement simply means that you
won't have to go to work anymore--you're not ready
to retire.

Don't underestimate the emotional aspect of
retirement

Many people define themselves by their profession.
Affirmation and a sense of worth may have come, in
large part, from the success that you've had in your
career. Giving up that career can be disconcerting
on a number of levels. Consider as well the fact that
your job provides a certain structure to your life. You
may also have work relationships that are important
to you. Without something concrete to fill the void,
you may find yourself scrambling to address unmet
emotional needs.

While many see retirement as a new beginning,
there are some for whom retirement is seen as the
transition into some “final” life stage, marking the
“beginning of the end.” Others, even those who
have the full financial capacity to live the retirement
lifestyle they desire, can't bear the thought of not
receiving a regular paycheck. For these individuals,
it's not necessarily the income that the paychecks
represent, but the emotional reassurance of
continuing to accumulate funds.

Finally, it's often not simply a question of whether
you are ready to retire. If you're married, consider
whether your spouse is ready for you to retire. Does
he or she share your ideas of how you want to spend
your retirement? Many married couples find the first
few years of one or both spouse's retirement a

period of rough transition. If you haven't discussed
N
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your plans with your spouse, you should do so; think
through what the repercussions will be, positive and
negative, on your roles and your relationship.

Can you afford the retirement you want?

Separate from the issue of whether you're emotion-
ally ready to retire is the question of whether you're
financially ready. Simply--can you afford to do
everything you want in retirement? Of course, the
answer to this question is anything but simple. It
depends on your goals in retirement (i.e., how much
the lifestyle you want will cost), the amount of
income you can count on, and your personal
savings. It also depends on how long a retirement
you want to plan for and what your assumptions are
regarding future inflation and earnings.

Timing is Everything

When it comes to transitioning into retirement,
timing really is everything. The age at which you
retire can have an enormous impact on your overall
retirement income situation, so you'll want to make
sure you've considered your decision from every
angle. In fact, you may find that deciding when to
retire is actually the product of a series of smaller
decisions and calculations.

Your retirement: How long
should you plan for?

The good news is that, statistically, you're going to
live for a long time. That's also the bad news,
though, because that means your retirement
income plan is going to have to be sufficient to
provide for your needs over (potentially) a long
period of time.

How long? The average 65-year-old American can
expect to live for over 19.3 additional years.
(Source: NCHS Data Brief, Number 168, October
2014.) Keep in mind as well that life expectancy has
increased at a steady pace over the years, and is
expected to continue increasing. The bottom line is
that it's not unreasonable to plan for a retirement
period that lasts for 30 years or more.

Thinking of retiring early?

Distribution
Period

Accumulation
Period

Retiring early can be wonderful if you're ready both
emotionally and financially. Consider the financial
aspect of an early retirement with great care,
though. An early retirement can dramatically change
your retirement finances because it affects your
income plan in two major ways.

First, you're giving up what could be prime earning
years, a period of time during which you could be
adding to your retirement savings. More importantly,
though, you're increasing the number of years that
your retirement savings will need to provide for your
expenses. And a few years can make a tremendous
difference.

There are other factors to consider as well:

e A longer retirement period means a greater
potential for inflation to eat away at your
purchasing power.

e You can begin receiving Social Security
retirement benefits as early as age 62.
However, your benefit may be as much as
25% to 30% less than if you waited until full
retirement age (66 to 67, depending on the
year you were born).

e |f you're covered by an employer pension
plan, check to make sure it won't be
negatively affected by your early
retirement. Because the greatest accrual of
benefits generally occurs during your final
years of employment, it's possible that
early retirement could effectively reduce
the benefits you receive.

e |f you plan to start using your 401(k) or
traditional IRA savings before you turn
59%, you may have to pay a 10% early
distribution penalty tax in addition to any
regular income tax due (with some
exceptions, including payments made from
a 401(k) plan due to your separation from
service in or after the year you turn 55, and
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distributions due to disability).

® You're not eligible for Medicare until you
turn 65. Unless you'll be eligible for retiree
health benefits through your employer (or
have coverage through your spouse’s
plan), or you take another job that offers
health insurance, you'll need to calculate
the cost of paying for insurance or health
care out-of-pocket, at least until you can
receive Medicare coverage.

Thinking of postponing retirement?
Accumulation N
Period E'>

Postponing retirement lets you continue to add to
your retirement savings. That's especially advanta-
geous if you're saving in tax-deferred accounts, and
if you're receiving employer contributions. For
example, if you retire at age 65 instead of age 55,
and manage to save an additional $20,000 per year
in your 401(k) at an 8% rate of return during that
time, you can add an extra $312,909 to your
retirement fund. (This is a hypothetical example and
is not intended to reflect the actual performance of
any specific investment.)

Distribution
Period

Even if you're no longer adding to your retirement
savings, delaying retirement postpones the date that
you'll need to start withdrawing from your savings.
That could significantly enhance your savings’
potential to last throughout your lifetime.

And, of course, there are other factors that you
should consider:

e Postponing full retirement gives you
additional transition time if you need it. If
you're considering a new career or
volunteer opportunities in retirement,
you could lay the groundwork by taking
classes or trying out your new role part-time.

e Postponing retirement may allow you to
delay taking Social Security retirement
benefits, potentially increasing your benefit.

e |f you postpone retirement beyond age

70%, you'll need to begin taking required
minimum distributions from any

traditional IRAs and employersponsored

retirement plans (other than

your current employer’s retirement plan),
even if you do not need the funds.

Key Decision Points
Age Don't forget-
Eligible to |59%." Federal
tap income taxes
tax-deferred will be due
savings on pretax
without contributions
early and earnings
withdrawal
penalty
Eligible for |62 Taking
early Social benefits
Security before full
benefits retirement
age reduces
each monthly
payment
Eligible for |65 Contact
Medicare Medicare 3
months
before your
65th birthday
Full 66 to 67, After full
retirement |depending |retirement
age for on when you |age, earned
Social were born income no
Security longer affects
Social
Security
benefits

* Age 55 for distributions from employer plans upon
termination of employment; other exceptions apply

How Much Annual Retirement

Income Will You Need?

How much annual income will you need in
retirement? If you aren't able to answer this
question, you're not ready to make a decision about

retiring. And, if it's been more than a year since
—
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you've thought about it, it's time to revisit your
calculations. Your whole retirement income plan
starts with your target annual income, and there are
a significant number of factors to consider; start out
with a poor estimate of your needs, and your plan is
off-track before you've even begun.

General guidelines

It's common to discuss desired annual retirement
income as a percentage of your current income.
Depending on who you're talking to, that percentage
could be anywhere from 60% to 90%, or even
more, of your current income. The appeal of this
approach lies in its simplicity, and the fact that
there's a fairly common-sense analysis underlying
it: Your current income sustains your present
lifestyle, so taking that income and reducing it by a
specific percentage to reflect the fact that there will
be certain expenses you'll no longer be liable for
(e.g., payroll taxes) will, theoretically, allow you to
sustain your current lifestyle.

The problem with this approach is that it doesn’t
account for your specific situation. If you intend to
travel extensively in retirement, for example, you
might easily need 100% (or more) of your current
income to get by. It's fine to use a percentage of your
current income as a benchmark, but it's worth going
through all of your current expenses in detail, and
really thinking about how those expenses will
change over time as you transition into retirement.

Factors to consider

It all starts with your plans for retirement--the
lifestyle that you envision. Do you expect to travel
extensively? Take up or rediscover a hobby? Do you
plan to take classes? Whatever your plan, try to
assign a corresponding dollar cost. Other specific
considerations include:

e Housing costs If your mortgage isn't
already paid off, will it be paid soon?
Do you plan to relocate to a less (or more)
expensive area? Downsize?

» Work-related expenses You're likely to
eliminate some costs associated with your

current job (for example, commuting,
clothing, dry cleaning, retirement savings
contributions), in addition to payroll taxes.

e Health care Health-care costs can have a
significant impact on your retirement
finances (this can be particularly true in the
early years if you retire before you're
eligible for Medicare).

e Long-term care costs The potential costs
involved in an extended nursing home stay
can be catastrophic.

e Entertainment It's not uncommon to see
an increase in general entertainment
expenses like dining out.

e Children/parents Are you responsible
financially for family members? Could that
change in future years?

e Gifting Do you plan on making gifts to
family members or a favorite charity?

Do you want to ensure that funds are left to
your heirs at your death?

Accounting for inflation

Inflation is the risk that the purchasing power of a
dollar will decline over time, due to the rising cost of
goods and services. If inflation runs at its historical
long term average of about 3%, a given sum of money
will lose half its purchasing power in 23 years.

Assuming a consistent annual inflation rate of 3%,
and excluding taxes and investment returns in
general, if $50,000 satisfies your retirement income
needs in the first year of retirement, you'll need
$51,500 of income the next year to meet the same
income needs. In 10 years, you'll need about
$67,196. In other words, all other things being
equal, inflation means that you'll need more income
each year just to keep pace.

Howmuch ™™™ B

will you need oo

to equal

$50,000 soce S
in today's w5000

dollars given
3% inflation? ==

After 1 Year
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Do You Plan to Work in
Retirement?

An increasing number of employees nearing
retirement plan to work for at least some period of
time during their retirement years. The obvious
advantage of working during retirement is that you'll
be earning money and relying less on your
retirement savings--leaving more to potentially grow
for the future and helping your savings to last longer.
But there are also non-economic reasons for
working during retirement. Many retirees work for
personal fulfillment--to stay mentally and physically
active, to enjoy the social benefits of working, or to
try their hand at something new. The reasons are as
varied as the retirees themselves.

If you're thinking of working during a portion of your
retirement, you'll want to consider carefully how it
might affect your overall retirement income plan.
For example:

e |f you continue to work, will you have
access to affordable health care (more and
more employers are offering this important
benefit to part-time employees)?

e Will working in retirement allow you to
delay receiving Social Security retirement
benefits? If so, your annual benefit--when
you begin receiving benefits--may be higher.

e |f you'll be receiving Social Security
benefits while working, how will your work
income affect the amount of Social Security
benefits that you receive? Additional
earnings can increase benefits in future
years. However, for years before you reach
full retirement age, $1 in benefits will
generally be withheld for every $2 you earn
over the annual earnings limit ($15,720 in
2015). Special rules apply in the year that
you reach full retirement age.

Retirement Income:
The “Three-Legged Stool”

Traditionally, retirement income has been described

as a “three-legged stool” comprised of Social
Security, traditional employer pension income, and
individual savings and investments. With fewer and
fewer individuals covered by traditional employer
pensions, though, the analogy doesn't really hold up
well today.

Social Security retirement income

Today, 94% of U.S. workers are covered by Social
Security (Source: SSA Annual Statistical Supple-
ment, 2013). The amount of Social Security
retirement benefit that you're entitled to is based on
the number of years you've been working and the
amount you've earned. Your benefit is calculated
using a formula that takes into account your 35
highest earning years.

Social Security Full Retirement Age

Birth Year Full Retirement Age
1943-1954 66

1955 66 and 2 months
1956 66 and 4 months
1957 66 and 6 months
1958 66 and 8 months
1959 66 and 10 months
1960 and later 67

*Source: Social Security Administration

The earliest that you can begin receiving Social
Security retirement benefits is age 62. If you decide
to start collecting benefits before your full retirement
age (which ranges from 65 to 67, depending on the
year you were born), there's a major drawback to
consider: Your monthly retirement benefit will be
permanently reduced. In fact, if you begin collecting
retirement benefits at age 62, each monthly benefit
check will be 20% to 30% less than it would be at
full retirement age. The exact amount of the reduc-
tion will depend on the year you were born.
(Conversely, you can get a higher payout by
delaying retirement past your full retirement
age--the government increases your payout every
month that you delay retirement, up to age 70.)

—
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If you begin receiving retirement benefits at age 62,
however, even though your monthly benefit is less
than it would be if you waited until normal
retirement age, you'll end up receiving more benefit
checks. For example, if your normal retirement age
is 66, if you opt to receive Social Security retirement
benefits at age 62 rather than waiting until 66, you'll
receive 48 additional monthly benefit payments.

The good news is that, for many people, Social
Security will provide a monthly benefit each and
every month of retirement, and the benefit will be
periodically adjusted for inflation. The bad news is
that, for many people, Social Security alone isn't
going to provide enough income in retirement. For
example, according to the quick calculator on Social
Security’s website, an individual born in 1952 who
currently earns $100,000 a year can expect to
receive approximately $26,784 annually at full
retirement age, which in this case would be age 66.
Of course, your actual benefits will depend on your
work history, earnings, and retirement age. The
point is that Social Security will probably make up

only a portion of your total retirement income needs.

Traditional employer pensions

If you're entitled to receive a traditional pension,
you're lucky; fewer Americans are covered by them
every year. If you haven't already selected a payout
option, you'll want to carefully consider your
choices. And, whether or not you've already chosen
a payout option, you'll want to make sure you know
exactly how much income your pension will provide,
and whether or not it will adjust for inflation.

In a traditional pension plan (also known as a
defined benefit plan), your retirement benefit is
generally an annuity, payable over your lifetime,
beginning at the plan’s normal retirement age
(typically age 65). Many plans allow you to retire
early (for example, at age 55 or earlier). However, if
you choose early retirement, your pension benefit is
actuarially reduced to account for the fact that
payments are beginning earlier, and are payable for
a longer period of time.

If you're married, the plan generally must pay your

benefit as a qualified joint and survivor annuity
(QJSA). A QJSA provides a monthly payment for as
long as either you or your spouse is alive. The
payments under a QJSA are generally smaller than
under a single-life annuity because they continue
until both you and your spouse have died.

Your spouse’s QJSA survivor benefit is typically 50%
of the amount you receive during your joint lives.
However, depending on the terms of your
employer’s plan, you may be able to elect a spousal
survivor benefit of up to 100% of the amount you
receive during your joint lives. Generally, the greater
the survivor benefit you choose, the smaller the
amount you will receive during your joint lives. If
your spouse consents in writing, you can decline the
QJSA and elect a single-life annuity or another
option offered by the plan.

The best option for you depends on your individual
situation, including your (and your spouse’s) age,
health, and other financial resources. If you're at all
unsure about your pension, including which options
are available to you, talk to your employer or to a
financial professional.

Personal savings

Most people are not going to be able to rely on
Social Security retirement benefits to provide for all
of their needs. And traditional pensions are becom-
ing more and more rare. That leaves the last leg of
the three-legged stool, or personal savings, to carry
most of the burden when it comes to your
retirement income plan.

Your personal savings are funds that you've
accumulated in tax-advantaged retirement accounts
like 401(k) plans, 403(b) plans, 457(b) plans, and
IRAs, as well as any investments you hold outside of
tax-advantaged accounts.

Until now, when it came to personal savings, your
focus was probably on accumulation--building as
large a nest egg as possible. As you transition into
retirement, however, that focus changes. Rather
than accumulation, you're going to need to look at
your personal savings in terms of distribution and
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income potential. The bottom line: You want to
maximize the ability of your personal savings to
provide annual income during your retirement
years, closing the gap between your projected
annual income need and the funds you'll be receiving
from Social Security and from any pension payout.

Some of the factors you'll need to consider, in the
context of your overall plan, include:

* Your general asset allocation The
challenge is to provide, with reasonable
certainty, for the annual income you will
need, while balancing that need with other
considerations, such as liquidity, how long
you need your funds to last, your risk
tolerance, and anticipated rates of return.
Specific investments and products Should
you consider an annuity? Municipal bonds?
What about a mutual fund that's managed
to provide predictable retirement income
(sometimes called a “distribution” mutual fund)?
* Your withdrawal rate How much can you
afford to withdraw each year without
exhausting your portfolio? You'll need to
take into account your asset allocation,
projected returns, your distribution period,
and whether you expect to use both
principal and income, or income alone.
You'll also need to consider how much
fluctuation in income you can tolerate from
month to month, and year to year.
* The order in which you tap various accounts
Tax considerations can affect
which accounts you should use first, and
which you should defer using until later.
® Required minimum distributions (RMDs)
You'll want to consider up front how you'll deal
with required withdrawals from tax-advantaged
accounts like 401(k)s and traditional IRAs, or
whether they'll be a factor at all. After age 70%,
if you withdraw less than your RMD, you'll pay
a penalty tax equal to 50% of the amount you
failed to withdraw.

Other sources of retirement income

If you've determined that you're not going to have

sufficient annual income in retirement, consider
possible additional sources of income, including:

® Working in retirement Part-time work,
regular consulting, or a full second career
could all provide you with valuable income.
Your home If you have built up substantial
home equity, you may be able to tap it as a
source of retirement income. You could sell
your home, then downsize or buy in a
lowercost region, investing that freed-up
cash to produce income or to be used as
needed. Another possibility is borrowing
against the value of your home (a course
that should be explored with caution).
Permanent life insurance Although not the
primary function of life insurance, an
existing permanent life insurance policy
that has cash value can sometimes be a
potential source of retirement income.
(Policy loans and withdrawals can reduce
the cash value, reduce or eliminate the
death benefit, and can have negative tax
consequences.)

What if you still don’t have enough?

If there’s no possibility that you're going to be able to
afford the retirement you want, your options are
limited:

1. Postpone retirement You'll be able to
continue to add to your retirement
savings. More importantly, delaying
retirement postpones the date that you'll
need to start withdrawing from your
personal savings. Depending on your
individual circumstances, this can make
an enormous difference in your overall
retirement income plan.

2. Reevaluate retirement expectations
You might consider ratcheting down your
goals and expectations in retirement to a
level that better aligns with your financial
means. That doesn't necessarily mean a
dramatic lifestyle change--even small
adjustments can make a difference. ®

http://www.financialguide.com/jong-kim
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Our service and product solutions are designed
to meet your home loan needs.

Whether buying or refinancing, Union Bank has a variety of home loan options available:

Union Bank® has an array of loan programs that will meet various life and financial objectives. These programs include our
low- and moderate-income loan program, conforming loan program, and jumbo loan program. From these three programs,
there are 29 different loan products for clients to choose from that are differentiated by loan size, term, interest rate (fixed
or adjustable), and repayment option.

Our team of mortgage consultants are here to provide you with highly personalized service for managing the loan process
from application to funding.

Tiffany Chang

Producing Sales Manager

NMLS ID #459576

17951 MacArthur Blvd,, Irvine, CA 92612

714-388-2336 U - B k”
christina.chang@unionbank.com “ n|°n an
Not a commitment to lend. Loans subject to credit and collateral approval. Financing available for collateral located in California,

Oregon, or Washington. Restrictions may apply. Rates, terms, and conditions subject to change without notice.
©2014 MUFG Union Bank, N.A. All rights reserved. Member FDIC. Equal Housing Lender. Union Bank is a registered trademark and brand name of MUFG Union Bank, N.A.

www.pbcusa.com
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PRIME BUSINESS CREDIT INC.
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K12
714.469.9840

When you're thinking about placing your house on the market,
please call Nancy.
| am the most dependable agent in your area.

T

‘ Your Area Specialist
www.nancychobest.com
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KACPA PAST PRESIDENTS & BOARD OF THE DIREC

Ao 3%

1st (1983~1984)
2nd (1984~1985)
3rd (1985~1986)
4th (1986~1987)
5th (1987~1988)
6th (1988~1989)
7th (1989~1990)
8th (1990~1991)
9th (1991~1992)
10th (1992~1993)
11th (1993~1994)
12th (1994~1995)
13th (1995~1996)
14th (1996~1997)
15th (1997~1998)
16th (1998~1999)
17th (1999~2000)
18th (2000~2001)
19th (2001~2002)
20th (2002~2003)
21st (2003~2004)
22nd (2004~2005)
23rd (2005~2006)
24th (2006~2007)
25th (2007~2008)
26th (2008~2009)
27th (2009~2010)
28th (2010~2011)
29th (2011~2012)
30th (2012~2013)
31st (2013~2014)

PAST PRESIDENTS

HOWARD Y. REE, CPA
STEPHEN CHO, CPA
YOUNG K. OH, CPA
YOUNG H. SHIN, CPA
GILBERT G. HONG, CPA
Kl OK KIM, CPA

HENRY KIM, CPA
JAEY. KIM, CPA

BONG SUP CHANG, CPA
SAMUEL B. CHOI, CPA
GERALD B. CHUNG, CPA
JUNG M. PARK, CPA
JUNG G. CHOI, CPA
BEN H. LEE, CPA

BOB G. MOON, CPA
SUNG H. HONG, CPA
BYUNG S. KIM, CPA
YOON HAN KIM, CPA
JAE S. SONG, CPA
KYUNG M. KIM, CPA
SHIN-YONG KANG, CPA
WOHN CHUL KIM, CPA
CHARLES C. LIM, CPA
ALBERT D. JANG, CPA
JANE KIM, CPA
KENNETH C. HAN, CPA
SUNG BUM CHO, CPA
SEUNG YOL KIM, CPA
DONGWAN CHONG, CPA
KIHO CHOI, CPA
STEVEN Y. C. KANG, CPA

g3 oAt

BOARD OF DIRECTORS

KIM ABE, CPA
BYUNG CHAN AHN, CPA

CHULHYUNG [CHESTER] BAE, CPA

STEPHANIE BAE, CPA
BIHO KEVIN CHA, CPA
JAMES M. CHA, CPA
STANLEY CHA, CPA
STEVE H. CHA, CPA
BONG SUP CHANG, CPA
JUN CHANG, CPA
HENRY S. CHI, CPA
DAVID S. CHO, CPA
STEPHEN CHO, CPA
SUNG BUM CHO, CPA
JOONSOON CHOI, CPA
KIHO CHOI, CPA
SAMUEL B. CHOI, CPA
DONGWAN CHONG, CPA
CHRISTIE K. CHU, CPA
KEVIN CHUN, CPA
GERALD B. CHUNG, CPA
HO SUK GANG, CPA
JINSUNG HAHN, CPA
KENNETH C. HAN, CPA
GILBERT HONG, CPA
ALBERT D. JANG, CPA
ALBERT J. JANG, CPA
LAWRENCE S. JEON, CPA
JAMES JI, CPA
HANWOOK JO, CPA

JINNIE (JINHAENG) KANG, CPA
SHIN YONG KANG, CPA
STEVEN Y. C. KANG, CPA
HENRY KIM, CPA

HOON KIM, CPA

JANE KIM, CPA

KYUNG MOO KIM, CPA
SEUNG YOL KIM, CPA
STEPHAN KIM, CPA
WOHN CHUL KIM, CPA
YOON HAN KIM, CPA
TONG WON KO, CPA
BENJAMIN KOO, CPA
JONG HWAN KWAK, CPA
CHARLES LEE, CPA
ANN H. LEE, CPA

HYUN GWON LEE, CPA
JAMES Y. LEE, CPA
WON SIK LEE, CPA
CHARLES C. LIM, CPA
JOON JONG NO, CPA
JUSTIN C. OH, CPA
MARTIN C. PARK, CPA
KI YEON PARK, CPA
DAVID S. SHIN, CPA
GARY J. SON, CPA

JAE SUN SONG, CPA
RICHARD R. WANG, CPA
STEPHEN WHANG, CPA
JEONG SHIK YU, CPA

Korean American Certified Public Accountants Society of Southern California (KACPA)
2954 W. 8th Street, Suite 101, Los Angeles, CA 90005 / Tel. (714) 670-2000 / www.kacpa.org
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2014~2015 KACPA EXECUTIVE OFFICERS

A\

A32dl AP
THE 32ND EXECUTIVE OFFICERS

President Vice President Secretary Treasurer Seminar

Christie K. Chu, CPA Byung Chan Ahn, CPA  Martin C. Park, CPA Ann Lee, CPA Richard R. Wang, CPA

L A
Member Benefits

Seminar Publicity CH|§{= Publicity CH|§{2 Member Benefits

Kim Abe, CPA James Cha, CPA Gary J. Son, CPA & Outreach & Outreach

Jinsung Hahn, CPA Stephanie Bae, CPA

Website & Publications Bank Loan Officers Bank Loan Officers Bank Loan Officers
Communications Charles Lee, CPA Training Program Training Program Training Program

Jeong Shik Yu, CPA Kevin Chun, CPA Chester Bae, CPA Richard R. Wang, CPA

Bank Loan Officers Bank Loan Officers Bank Loan Officers Bank Loan Officers
Training Program Training Program Training Program Training Program

Kim Abe, CPA Hoon Kim, CPA Joon Soon Choi, CPA Charles Lee, CPA

2014~2015 KACPA COMMITTEE MEMBERS

Scholarship Scholarship Scholarship
Hoon Kim, CPA Sung Bum Cho, CPA Seung Yol Kim, CPA

. o

Executive Executive Executive Audit
Dongwan Chong, CPA  Kiho Choi, CPA Steven Y.C. Kang, CPA  Jun Chang, CPA
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2014 KACPA BUSINESS EVENTS

2014 H7153AF A AXE S AHHEF

1/3~1/4/14 Bank Loan Officers Training Program

1/10~1/11/14 Bank Loan Officers Training Program
1/16/14 Monthly Seminar(2hrs), SoHyang Banquet Hall
2/19/14 S XA Bl AANEY - Los Angeles A%, Oxford Palace Hotel
2/20/14 S x4 e AAEL} - Orange County 9, Wilshire Bank, Cerritos

3/6/14 Radio Seoul ¥ W44 54T

3/13/14 ©  Radio Korea 39 4 ARAT
32014 1 SERE FAREARAR
4/24/14 Monthly Seminar(1hr), SoHyang Banquet Hall
5/15/14 Monthly Seminar(4hrs), SoHyang Banquet Hall
5/31/14 A#) Bankers, CPAs & Professionals Golf Tournament 73]

- Industry Hills Golf Club

6/13/14 A32th A A3 Meeting

6/25/14 A 31 -A 320 3D o]F Y4 — Oxford Palace Hotel

7/17/14 Monthly Seminar(4hrs), JJ Grand Hotel
8/8/14 Monthly Seminar #1(8hrs), Skylinks Golf Course
8/9/14 Monthly Seminar #2(4hrs), Skylinks Golf Course
8/9/14 Golf Outing, Skylinks Golf Course

8/14/14 1st Qtr Board of Directors Meeting, JJ Grand Hotel

- Financial Report for 2013-2014, 2014-2015 Budget

8/24 ~ 8/27/14 2014 KASCPA Convention, Hyatt Regency, Bellevue, WA
9/5/14 Young CPAs Mixer, Oxford Palace Hotel
9/18/14 Monthly Seminar(4hrs), Oxford Palace Hotel
10/23/14 Monthly Seminar(4hrs), Oxford Palace Hotel
11/7/14 Professionals Mixer, Gwang Yang BBQ Banquet Hall
11/20/14 Monthly Seminar(4hrs), Oxford Palace Hotel
11/20/14 2nd Qtr Board of Directors Meeting, Oxford Palace Hotel
12/10/14 2014 KACPA Christmas Party — Oxford Palace Hotel
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1/15/15
1/15/15
1705715
1/22/15
1/27/15
2/10/15
2/25/15
3/11/15
4/23/15
5/21/15
5/21/15
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2015 KACPA BUSINESS EVENTS & SPONSORS

2014 KACPA Journal Published

Monthly Seminar(4hr), Oxford Palace Hotel

3rd Qtr Board of Directors Meeting, Oxford Palace Hotel
SEA PBAAELY - Los Angeles A9, Oxford Palace Hotel
S 2 AF e AA UL - Orange County A9, Los Coyotes CC
Radio Seoul &9 W&A| 74T

S T YSATET

Radio Korea 91 W% A 74

Monthly Seminar(4hrs), Oxford Palace Hotel, 8am~1pm
Monthly Seminar(4hrs), Oxford Palace Hotel, 8am~1pm

4th Qtr Board of Directors Meeting, Oxford Palace Hotel, 1pm~2pm
A3 Bankers, CPAs & Professionals Golf Tournament 7| 2]

- Industry Hills Golf Club, 11am

2014 KACPA Journal Vol.16 %A}

ﬁ MassMutual

FINANCIAL GROUP®

Fraser Financial Group

W 2RSS

®

PROFECTUS FINANCIAL
ACCOMPLISH. PROGRESS

s
APEX  @SYNCIS [BIBBCNBank’

Advisors
Tax Credit & Incentive Specialists

m Bank f)” YILH e-Consulting Inc.

CAL-KOR Itants for Tax & A

Commonwealth Business Bank

carvn cuwaps ERREITANT NAVYZEBRA

A PROFESSIONAL LAW CORPORATION TAX CONSULTING, INC.

R N —

3 PaciFicCirvBANK U9 unionsank: =' Hai8idg ynitibank®

Fil nanceOne

PRIME BUSINESS CREDIT INC.

H SOAII'ID'{?!R a
MERCHANT

AMSTAR l K A Coroi s  BESTREALTY

ADVISORS LEE HONG, DEGERMAN NANCY CHO

KANG & WAIMEY A%
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(Bellevue,

2014 KASCPA 3H&CH3| 2+
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\

2014 KACPA Member Seminar

= Al Slell
S 8 | =

2014 Bankers, CPAs & Professionals Golf Tournament / KACPA Golf Outing

\ ) A %

2014 Bankers, CPAs & Professionals Golf Tourname! 9 319 Industry Hills Golf Cluboll 4 7l #|s}lc. -5-912] 7 A},
oA W7l A 5ol At 3 1 o] : o] #7715l 43 Atk 201411 ¢

& 7HAlt)

Korean-American CPA Society
of Southern California

KACPA Membership

H Annual Dues
M em berSh I p Fee $ 1 0 Please make a check payable to KACPA
2954 W. 8th Street, Suite 101, Los Angeles, CA 90005 / Tel. (714) 670-2000 / www.kacpa.org
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e-Consultants Inc.

Technology Consultants for CPA Firms

333 Sylvan Ave. Suite 210 Englewood Cliffs, NJ 07632
Tel: 201-568-2928 Fax: 201-399-2850

0|3 eiol SPIe|AIAL Js

E3J Why switch to UltraTax?

For the 5th year in a row (2009~2013), Thomson-Reuter’s UltraTax has earned the highest overall rating
ahead of Intuit's Lacerte, ProSeries and CCH’s ProSystem Fx according to the 2013 tax software survey
conducted by the Journal of Accountancy (JofA) and Tax Advisors.

. Why buy UltraTax from €-Consulting Inc.?

o e-Consulting® £510{ Ultra Tax ProgramS 75} Z< Attt 7| 245]=iS WOl 4~ QELICL
- We have been supplying tax software to Korean CPAs since 1987

o 0]0] 22 8101 S| AIMLIE0| e-Consulting® E510{ Ultra TaxE AkS5tal AlRILICH
- Eight of ten KASCPA National presidents
- Five of eight current (2012-2013) KACPA chapter presidents
- Over 93% of all practicing Korean CPAs and EAs in greater NY area (NY, NJ, CT, DE, PA)
- Over 160 practicing Korean CPAs in Los Angeles

UltraTax is a trademark of Thomson Reuters Corporatio

Contact: Mitchell Kang (=] 7}) Tel: 201-232-0394 e-mail: econsultants@aol.co
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MBI S](Life Insurance)

Representing Syncis Insurance Solutions, Inc.

o 2| (Ellie) &
CA LIC. OH58731

TEL.714-773-2734

866.800.5444 | 1225 West 190th Street Suite 110, Gardena, CA 90248 | wWww.syncis.com
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» Special Needs Trust & Conservatorship

3530 Wilshire Blvd. Suite 1050, Los Angeles, CA 90010

Office: (213) 252-6222 / Cell: (213) 792-9100

Email: jonkim@financialguide.com

http://www.financialguide.com/jong-kim
FI=Al
oo 1

Jongsik(Jon) Kim, LUTCF, FSS, CLTC, RICP

MaSSMutual Retirement Income Certified Professional
Special Care Planner
FINANCIAL GROUP® Investment Advisor Representative

CA Lic.#0638640
Fraser Financial Group Cell: (213) 792-9100

Fraser Financial Group= M|Zi|2 2% C}21512 0|2 28 AfH|A 1291 Massachusetts Mutual Life Insurance 7| (0§42 8-52) 2| 0f0J-IAI= M B#e|st A

HE Za|oS ATELICH OARARC| 7| ASHE AHABI HHIAS S5 42 O8O JH9l, 7|9, 3372 T240| LR nf2) ai2of2l Cherst #elol A 2

Z7IA17| T BURIO0| HHAIBHE ZHYLICH DHARZAS BIBISH MHOIM Cl22SS AHA S2IS JHE 4 AIES S0 E2ln YSLIC,
“MassMutual Financial Group is a marketing name for Massachusetts Mutual Life Insurance Company (MassMutual) and its affiliated companies and sales representative]
8383 Wilshire Blvd., Suite 600, Beverly Hills, CA 90211. (323)965-6300 Insurance offered through MassMutual and other fine companies.






