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From the CPA’s Pen... 
by Jo Ochs, CPA

Where has the year gone?  Fall has arrived and we are 
already entering the �nal stretch.  While many of us 
have that very typical, and perfectly rational mental 
block of all things tax-related, the �nal quarter of the 
year is actually an excellent time to give taxes some 
serious thought.  So, what signi�cant issues should we 
be considering when looking ahead to the upcoming tax 
season?  Likely you have heard of the A�ordable Care Act 
by now.  But perhaps all the commentary and analysis 
has sounded more like stereo installation instructions 
translated in Latin rather than useful information we may 

easily apply to our own personal situations.  Let’s discuss what we really need to know about the A�ordable 
Care Act provisions for 2014.

The A�ordable Care Act was designed to ensure all Americans have access to a�ordable health care.  While 
the act was passed in 2010, we didn’t begin seeing the tax e�ects until 2013 when certain individuals were 
subjected to the Medicare surtax and the net investment income tax.  And it wasn’t until this year that 
Americans were required to obtain health care coverage.  Aside from calculating the Medicare surtax and 
net investment income tax, if applicable, what changes can we expect on our 2014 income tax returns?

When you �le your 2014 tax return in 2015, you will need to either (1) indicate on your return that you 
and your family had health care coverage throughout 2014, (2) claim an exemption from the health care 
coverage requirement for some or all of 2014, or (3) make a payment if you do not have coverage or an 
exemption(s) for all 12 months of 2014.  A payment may be due for individuals and dependents who do not 
have coverage each month of the year or an exemption from coverage.  Some individuals may also qualify 
for the Premium Tax Credit to help pay for their insurance coverage.  For questions about the calculation 
and whether you may be required to make a payment or may be eligible for the credit, contact the CPAs of 
Sterling & Tucker to assist you. 

In mid-January those familiar green and white envelopes will begin arriving in your mailboxes.  Ah yes, 
those pesky tax organizers; the reminder that we are indeed taxpayers.  Believe it or not, the tax organizers 
are vital to communicating with your CPA the information necessary for completing an accurate tax return.   
This year you will see questions relating speci�cally to the health insurance coverage calculations.  It is 
imperative that you take the time to answer these questions.  Let’s work together to make tax season as 
quick and painless as possible.  Then let’s do it again next year!

With Much Aloha,
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Year-End Tax Planning
Here we go again!  Another year just �ies by.  Planning for the holidays is also an opportune time to consider tax 
planning.  Act now, before the year ends.  There is little you can do to optimize your tax situation when we pre-
pare your tax returns in February.  Here are some helpful strategies.

Take Required Minimum Distributions (RMDs) – RMDs must be taken from retirement plans by December 31 if 
you are age 70½ or older to avoid the 50% penalty.  If you reached age 70½ in 2014, you can choose to postpone 
your RMD until April 1, 2015.  However, you will have two RMDs in 2015, your postponed 2014 RMD and your 
2015 RMD.  Proper planning will prevent the additional income from being taxed at a higher rate.

Make Retirement Plan Contributions – Consider maximizing your 401(k) or 403(b) contribution by December 
31, 2014.  The 2014 limit remains at $17,500 (or $23,000 for ages 50 and over).  IRA contributions for 2014 are due 
by April 15, 2015 and have a limit of $5,500 (or $6,500 for ages 50 and over).  Ensure you understand the di�er-
ence between tax-deferred and tax-free retirement options.

Donate to Charities – Donations made by check must be mailed or delivered by December 31 to be deducted in 
2014.  Donations by credit card are deductible as of the date the charge is made, even if you pay your credit card 
bill in 2015.  

Donating appreciated stock allows you to deduct the fair market value of the stock without paying tax on the 
capital gain.  If you are considering stock donations, contact the charity early to obtain its investment account 
information, as this will be needed by your investment advisor.  

For information on a charitable organization, search the IRS online tool Exempt Organizations Select Check at 
http://www.irs.gov/Charities-&-Non-Pro�ts/Exempt-Organizations-Select-Check.  Another resource is GuideStar 
(www.guidestar.org).

Make Tax-free Gifts – Gifts are limited to $14,000 per person in 2014.  Gifts of tuition paid directly to the school 
are not considered gifts for the $14,000 limit.  You can make a tuition gift and still give up to $14,000 to a recipi-
ent without causing a taxable gift.  There is a similar exclusion for medical expenses paid directly to a care provid-
er.  Gifts exceeding the annual limit that do not qualify for an education or medical exclusion must be reported 
on a gift tax return.  Please contact us if you need assistance preparing your gift tax return.

Review Your Investment Portfolio – Review your portfolio to determine your capital gain or loss status.   The 
lower long-term capital gains tax rates of 15% for federal taxes and 7.25% for Hawaii taxes are still in place for 
certain taxpayers in 2014.  Selling a losing investment can help o�set a capital gain.  Deductions for net capital 
losses are limited to $3,000 per tax return (or $1,500 if you are married �ling separately).  Taxpayers in the 10% 
and 15% tax brackets are subject to a federal tax rate of 0% (yes, zero!) on quali�ed dividends and long-term 
capital gains.

Adjust Tax Withholdings or Estimates – If you expect to owe tax for 2014, consider increasing your year-end 
tax withholdings or increase your 4th quarter estimated tax payment.  To avoid underpayment penalties, you 
must pay in the lesser of 90% of your 2014 tax or 100% of your 2013 tax.  If your adjusted gross income was over 
$150,000 in 2013 (or $75,000 if married �ling separately), you must pay the lesser of 90% of your 2014 tax or 
110% of your 2013 tax.

Consider Business Property Purchases – Businesses can no longer claim 50% bonus depreciation e�ective Jan-
uary 1, 2014.  For the 2014 tax year, Internal Revenue Code Section 179 (immediate expensing) has been restored 
to its original limit of $25,000, plus an in�ation adjustment.  Both provisions may be retroactively reinstated to 
re�ect 2013 law, though we will have to monitor federal legislation after the November 2014 elections.

by Jo Ochs, CPA

Continued on Page 3
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Tax Provisions for 2014 - The recent health care laws resulted in higher income taxes for certain taxpayers start-
ing in 2013 and this remains in e�ect for 2014.  Individuals continue to face increased taxes on compensation, 
self-employment income and investment income under the Patient Protection and A�ordable Care Act (PPACA) 
and the Health Care and Education Reconciliation Act (HCERA).  

•   3.8% Medicare Tax on Net Investment Income
Higher income individuals (those with modi�ed adjusted gross income (AGI) greater than $200,000 for single 
�lers, $250,000 for married �ling joint �lers, and $125,000 for married �ling separate �lers) will be taxed an ad-
ditional 3.8% Medicare Contribution Tax on net investment income, which consists of interest, dividends, capi-
tal gains, annuities, royalties, rents and passive business activities, net of expenses relating to those sources of 
income.  Consider tax-exempt municipal investments to avoid this surtax.

•   0.9% Additional Medicare Tax on Compensation and/or Self-Employment Income
Higher income individuals will be taxed an additional 0.9% Medicare tax on wages and/or self-employment 
income in excess of $200,000 for single �lers, and $250,000 for married �ling joint �lers.  

•   Higher Threshold for Medical Expense Deduction
The 10% of AGI threshold for itemized medical deductions remains in e�ect for 2014.  Individuals and spouses 
age 65 or older in 2014 will continue to use the 7.5% threshold through 2016, after which their threshold will also 
increase to 10%.

•   Flexible Spending Account Contribution Limit
The �exible spending account (FSA) annual contribution limit remains at $2,500 in 2014.  Prior to PPACA there 
was no tax-law maximum although FSAs may have set their own limits.  

•   Higher Marginal Tax Rate
Since 2001, income tax rates have been at 10, 15, 25, 28, 33 and 35 percent.  In 2014 there is a maximum rate of 
39.6 percent for taxable income exceeding $406,750 for single �lers, and $457,600 for married �ling joint �lers.  
Taxpayers in the 39.6% bracket are subject to a quali�ed dividends and long-term capital gains tax rate of 20% 
instead of 15%.  

•   Personal Exemption and Itemized Deduction Phase-outs
Single �lers with AGI in excess of $254,200 or married �ling joint taxpayers with AGI in excess of $305,050 may 
see a reduction in these bene�ts.

•   Same-Sex Couples
Same-sex couples are considered married taxpayers for federal tax purposes.  State law will dictate �ling eligibil-
ity.  Hawaii recognizes civil unions, so those couples’ �ling status is married �ling joint (or separately).  They may 
not use the single �ling status.

For daily tax news updates, please check our website http://www.cpasofhawaii.com/.

Your Sterling & Tucker CPA may be contacting you to discuss potential year-end tax planning opportunities spe-
ci�c to your situation.  If you do not hear from them, please feel free to contact them.

The 2014 tax organizers for Sterling & Tucker tax clients will be mailed in January 
2015.  Those of you using online organizers will be contacted in January as well 
with your online access information.  

If you are interested in becoming a client of Sterling & Tucker CPAs, please call 
Christina Whitlatch, our Tax Administrative Assistant, at 531-5391, extension 353 
to schedule a meeting with one of the CPAs.



Protect Your Wealth From Catastrophic Nursing Home Costs

Preserving Your Legacy, Protecting     
Your Wealth Since 1991

Light refreshments and free parking available 
at all seminar locations.

KANEOHE
MEDICAID/VA

Thursday, Nov. 6
7:00 PM

Koolau Ballrooms
Makai Room

45-550 Kionaole Road

Protect Your Assets For Your Loved Ones By Preparing 
For Long-Term Care With Medicaid Planning

At this FREE MEDICAID & VA Long-Term Care Benefits seminar, 
learn:
w How you can be impoverished by nursing home costs.
w How to access your veterans benefits you have earned and deserve.
w How proper planning can protect your hard earned assets for your loved 
   ones.
w If you qualify for Aid and Attendance or Housebound veterans benefits.
w What documents you need to plan for the future.
w Why “traditional” estate planning won’t help with nursing home costs.

SEATS ARE LIMITED. CALL TODAY (808)531-5391 ext. 330
or REGISTER ONLINE www.sterlingandtucker.com

Learn How to Protect Your Assets and Provide for Your Loved Ones Learn How to Protect Your Assets and Provide for Your Loved Ones

LIMITED 
SEATS

CALL TODAY!

At this FREE Living Trust Seminar, we will discuss several issues including:
w The advantages and disadvantages of Wills, Living Trusts, and Probate
w How to plan before you need long-term care
w Protecting your children’s inheritance from their future ex-spouses, lawsuits, and creditors
w Preserving your estate for your children if your surviving spouse remarries
w Protecting your estate against probate if you become disabled (Hint: Not all Powers of 
   Attorney are valid!)
w Providing for special needs children and grandchildren

HONOLULU
LIVING TRUST

Wednesday, Nov. 5
10:00 AM

Ala Moana Hotel
Carnation Room

410 Atkinson Drive

Attend 

any one of th
ese 

FREE 

Seminars and Receive a  

Complim
entary One-Hour 

 Consultation

Free Living Trust Seminar

KANEOHE
LIVING TRUST

Thursday, Nov. 6
10:00 AM

Koolau Ballrooms
Makai Room

45-550 Kionaole Road

HONOLULU
LIVING TRUST

Saturday, Nov. 8
10:00 AM

Ala Moana Hotel
Carnation Room

410 Atkinson Drive



SEATS ARE LIMITED. CALL TODAY (808)531-5391 ext. 330
or REGISTER ONLINE www.sterlingandtucker.com

Michelle H. Tucker 
CFP®, JD, CPA/PFS

Building Better Retirement Portfolios  
               AND Savvy Social Security Planning

What Baby Boomers Need to Know to Maximize Retirement Income
Learn the answers to these questions:
•   Will Social Security be there for me?
•   How much can I expect to receive?
•   When should I apply for Social Security?
•   How can I maximize my benefits?

Understand Why Today’s Retirees May Need New Retirement 
Strategies to Meet Their Retirement Needs

•   Retirement risks and challenges
•   Traditional retirement approaches

•   A “Total Return” strategy
•   Managing cash flow and emotions

At this workshop you will learn about:

Seating is limited. 
Call now to 

reserve 
your seat.

At this workshop you will learn:
•   5 factors to consider when applying for benefits
•   How to minimize taxes on Social Security benefits
•   How to estimate your benefits
•   How to coordinate SS with other retirement income
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Our o�ce building has a new name.  We say aloha to 
Haseko Center and E Komo Mai to:

THE BLOCK - Mililani Building
This is just the beginning of more changes expected with 
the acquisition and vision of our new property owner.  
Upon entering our parking entrance, you’ll no longer see 
the “Haseko Center Parking Entrance” sign on the gray 
brick wall.  In fact, the gray brick wall is newly painted 
white. For updates on changes, check out their new web-
site, www.theblockhonolulu.com, launching October 27.

No Longer Haseko Center Save The Date
Client Appreciation Seminar
Saturday, January 24, 2015

Ala Moana Hotel

Topics
Elder Abuse

Trust Administration
Tax Updates

Retirement Planning and Financial 
News and Updates

and more...

Look for our next newsletter 
for details

Thursday, Nov. 13
10:00 AM - 11:30 AM

The Block - Mililani Bldg.
820 Mililani St, 4th Floor
Honolulu, HI  

To Reserve Call: (808) 791-1444



Compliments of: 
Michelle H. Tucker
CFP®, JD, CPA/PFS 

Tucker Wealth Management, Inc. 
820 Mililani Street  Suite 401
Honolulu, HI  96813

(808) 791-1444

Greatest 

of the Great Recession

LESSON THREE  
Active Managers Do Not Consistently Outperform in Bear Markets (or Bull Markets)
Every January, USA Today asks top investment strategists to o�er up their outlook for the year ahead, including where they think the 
S&P 500 will end the year. Ahead of the calamitous market declines and economic turmoil just around the corner, all of the strategists’ 
forecasts at the beginning of 2008 were predicting an up year in the markets.

Similarly, at the end of 2007, New York newspaper Newsday sampled “eight major Wall Street Securities �rms” and came out with an 
average price target for the S&P 500 by the year-end 2008 of 1,653, representing a 12% rise on the previous year1.   

We now know the S&P 500 Index declined by 37% for the year 2008. None of USA Today’s or Newsday’s strategists even predicted 
the down direction of the market correctly. Also unforeseen, the bankruptcy or sale of many of these strategists’ own �rms.

If experts can’t even predict recessions or the direction of the markets, how can we expect active managers to successfully pick individual 
stocks whose performance is so sensitive to economic and market conditions? 

Active managers attempt to outperform an index, such as the S&P 500 Index, by actively trading individual stocks and/or engaging 
in market timing — deciding when to be in and out of the market. Many investors believe that active managers earn their keep in 
bear markets, because they avoid losses by hand-picking superior individual stocks or by shifting out of stocks altogether before steep 
market declines occur.

Standard and Poor’s has been measuring the performance of active managers against their index counterparts for several years now. 
�eir May 2009 Indices Versus Active Funds Study speci�cally focused on the bear market of 2008 and concluded that “the belief 
that bear markets favor active management is a myth.” In aggregate in 2008, actively managed funds underperformed the S&P 500 
Index by an average of 1.67%2. 

Since 2008, these same studies continue to show that the majority of active managers fail to beat their benchmarks. As you can see 
from the chart below, from 2008 – 2012, the S&P 500 Index outperformed 78% of actively managed large cap mutual funds, and 
the S&P Small Cap 600 Index outperformed 80% of actively managed small cap funds. 

Percentage of
Active Funds
that Failed to
Beat Their Index
2008-2012

continued on page 7
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Financial Matters

�is is the third in our series on �e Great Lessons of the Great Reces-
sion.  I will be sharing with you the details of these lessons, as articulated 
by Joni Clark, CFA, CFP®, Chief Investment O�cer at Loring Ward, with 
insightful illustrations. I hope you can learn something useful from these 
insights and can apply them in some way to your personal life. I invite you to share with me your thoughts and 
questions that you have. My website, www.tuckerwealth.com, contains much more helpful information about pre-
paring and planning for retirement.
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Financial (cont’d)

Source: Standard & Poor’s Indices Versus Active Funds Scorecard (SPIVA), year end 2012. Index used for comparison: U.S. Large Cap – S&P 500 Index; U.S. Mid 
Cap – S&P MidCap 400 Index; U.S. Small Cap – S&P SmallCap 600 Index; Global Funds – S&P Global 1200 Index; International – S&P 700 Index; Emerging 
Markets – S&P/IFCI Composite; Short-Term Inv. Grade Fixed Income – Barclays 1-3 Year Government/Credit Index. Outperformance is based upon equal 
weight fund counts. For illustrative purposes only. Index returns do not include payment of any sales charges or fees an investor would pay to purchase the 
securities they represent. Such costs would lower performance. Past performance is not an indication of future results. Standard & Poor’s®, S&P®, S&P 500®, S&P 
MidCap 400®, S&P SmallCap 600® and SPIVA® are registered trademarks of Standard & Poor’s Financial Services LLC.

Active managers are further challenged by the fact that while overall the stock market historically delivers positive 
returns over the long run, it is actually a small group of stocks that is responsible for that positive return.
As the following chart illustrates, of the total U.S. stock market database from 1926 – 2012, only the top-performing 25% 
of stocks were responsible for the market’s gain. �e remaining 75% of the stocks collectively generated a loss of -0.6%. 
�is example demonstrates the di�culty in selecting the individual stocks that will perform better — or even in-line with 
— the broad stock market. 

The Impact on Returns
of Missing the Top-
Performing Stocks
1926-2012

Source: Results based on the CRSP 1-10 Index. CRSP data provided by the Center for Research in Security Prices, University of Chicago. Past performance is not 
indicative of future results. Indexes are unmanaged baskets of securities in which investors cannot directly invest. The data assume reinvestment of all dividend 
and capital gain distributions; they do not include the effect of any taxes, transaction costs or fees charged by an investment advisor or other service provider 
to an individual account. The risks associated with stocks potentially include increased volatility (up and down movement in the value of your assets) and loss 
of principal. Small company stocks may be subject to a higher degree of market risk than the securities of more established companies because they tend to be 
more volatile and less liquid.

Attempting to enhance your returns by seeking out the needles in the haystack introduces an additional layer of active risk 
and the potential for increased volatility. A portfolio of even the most carefully chosen stocks could easily wind up with 
none of the best-performing stocks in the market — and thus could possibly produce �at or negative returns for many 
years. As the historical performance of active managers demonstrates, very few of them are accomplished stock pickers.
Hedge funds, run by some of the smartest �nancial minds in the world, have had an abysmal track record — and they invest 
in almost anything in an attempt to make money in up and down markets: stocks, commodities, derivatives, mortgage 
backed securities, timber forests, insurance contracts, etc. In 9 of the last 10 years, hedge funds (as measured by the HFRX 
index) were beaten by the S&P 500.3 
If the best �nancial minds with maximum �exibility can’t beat the market, what hope is there for the rest of us? Not 
surprisingly, investors are increasingly pulling their money out of actively managed investments. �ey are tired of paying 
high fees for investments that year after year just don’t perform very well.

12008 Outlook for Investors’, Newsday, (December 31, 2007)
2Standard and Poor’s May 2009 Indices Versus Active Funds Study
3h t t p : / /www.economi s t . com/news / f i n ance - and -economic s / 21568741 -hedge - f unds -h ave -had - ano the r- l ou s y - yea r- c ap -
 disappointing-decade-going



Haseko Center
820 Mililani Street, 4th Floor
Honolulu, HI 96813

Neighbor Island Seminar

Kanani 
Makaimoku, JD

To Reserve Your Seat Call:
(800) 807-3820 

x330

or REGISTER ONLINE

www.sterlingandtucker.com

 HILO
Wednesday, Nov. 12

10:00 AM - 11:30 AM

Uncle Billy’s Hilo Bay Hotel
  Leilani Room

87 Banyan Drive

Free Living Trust Seminar

     
     With Proper Planning                 
l Your estate will transfer quickly to 

your family upon your death without 
the expense of probate.

l If you’re married, proper planning 
can shield twice as much from 
federal estate taxes.

l You’ll avoid a conservatorship if 
you become incapacitated - so your 
estate will be run as you see fit.

l Your estate may go through probate, 
taking months or even years, and 
probate fees could be substantial.

l If you’re married without proper 
tax planning, your family may owe 
federal estate taxes of 40%.

l If you become incapacitated, or 
unable to sign documents, a court 
may assign a conservator to run 
your estate as he or she sees fit.

     Without Proper Planning                 

www.sterlingandtucker.com

