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From the Attorney’s Pen... 
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LIFE ESTATE PLANNING

Have you ever thought about giving your home property 
to your children or heirs while you are alive but would like 
to maintain control and live there for the rest of your life?  

Life Estate Planning is a way of transferring your residence 
to your heirs while still retaining a right to live in the 
home.  You own a life interest in your residence and the 

value of your life interest is determined by your age and your life expectancy based on an actuarial table .  Your 
heirs will own the rest of the interest (remainder interest).  As you get older, your life interest decreases; and when 
you die, you own no interest at all and your children will own the property.  Your name is on title of the property 
and you own the right to live in the home as long as you are alive.  You also own the right to any rental income 
if you rent out your residence.  Basically, there are no changes to the payment of the bills since the life interest 
owner is responsible for all the living expenses, such as the utilities and the annual real property taxes.  There are 
no changes to the real property taxes since you are still an owner occupant and no changes to forms when you file 
your annual income taxes.  You are still in control of living in the home and paying all the bills related to the home.  

One of the biggest concerns is that when you transfer your real property to your children, your property will be 
subject to your children’s liabilities.  If you have a child that is not financially responsible or in debt, transferring 
property to this child would not be wise.  One way to solve this problem is to create an irrevocable trust and 
transfer your remainder interest to the irrevocable trust.  The property will be protected from that child’s creditors.  
Once you transfer your remainder interest in your home property to an irrevocable trust and retain a life interest, 
you have given your property away and will not be able to take it back.  It is an irrevocable transfer and you have 
given away your remainder interest in your home property and have determined who will receive your property 
upon your death.  

When you transfer your remainder interest in your residence to your children or to an irrevocable trust, under the 
federal tax law, you are making a gift and will need to file a gift tax return in the year you made the gift.  

If you sell your property while you are alive, there could be significant capital gain taxes to the remainder interest 
holders.  Therefore, Life Estate Planning works best if the property is not sold until the life tenant has died.   

Life Estate Planning is a very common strategy used to plan for long-term care.  Many people are worried that the 
State will take their homes.  If you transfer your property now and do not anticipate the need for Medicaid long-
term care in the next 5 years, you may escape a lien on your property.  For additonal detailed information, see our 
flyer on page 7 of this newsletter. 

TAKE ACTION NOW BEFORE THE END OF THE YEAR
If you are interested in taking advantage of the Estate and Gift Tax Exemption of $5.12 million in 2012 and 
would like to make a gift before the end of the year, please call our office for a free 
consultation with your attorney.  Likewise, if you did Life Estate Planning but did not 
file a Gift Tax Return, please contact us at (808)531-5391 to make an appointment 
with me.
 

                                      With Much Aloha,  
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Another year is flying by, yet there is much to be settled in the next couple of months.  With the upcoming 
elections, the pending expiration of the Bush tax cuts and other provisions and the health care laws taking 
effect in 2013, uncertainty abounds.

How do we plan in such an uncertain state?  Here are some recommendations and reminders that will not 
be impacted by the above changes:  

Take Your Required Minimum Distributions (RMDs) from retirement plans by December 31 if you are age 
70½ or older to avoid the 50% penalty.  If you reached age 70½ in 2012, you can choose to postpone your 
RMD until April 1, 2013.  However, you will have two RMDs in 2013, your postponed 2012 RMD and your 
2013 RMD.

Fund Your Retirement – Consider maximizing your 401(k) or 403(b) contribution by December 31, 2012.  
The 2012 limit is $17,000 or $22,500 for ages 50 and over.  IRA contributions for 2012 are due by April 15, 
2013 and have a limit of $5,000 or $6,000 for ages 50 and over.

Donate to Charities – Donations made by check must be mailed or delivered by December 31, 2012 to be 
deducted in 2012.  Donations by credit card are deductible as of the date the charge is made, even if you pay 
your credit card bill in 2013.  

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 ac-
count information as this will be needed by your investment advisor.  

To check on a charitable organization, search the IRS online tool Exempt Organizations Select Check at 
http://www.irs.gov/Charities-&-Non-Profits/Exempt-Organizations-Select-Check.

Note the ability to make charitable distributions from your IRA expired in 2011.

Consider Making Tax-free Gifts limited to $13,000 per person in 2012.  Gifts of tuition paid directly to the 
school are not considered gifts for the $13,000 limit.  You can make a tuition gift and still give up to $13,000 
to a recipient without causing a taxable gift.

Review Your Investment 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 2012.  Selling 
a declining stock can help to offset a capital gain.  Deductions for net capital losses are limited to $3,000 or 
$1,500 if you are married filing separately. 

Adjust Tax Withholdings or Estimates - If you expect to owe tax for 2012, consider increasing your year-
end tax withholdings or increase your 4th quarter estimated tax payment.  To avoid underpayment penal-
ties, you should pay in the lesser of 90% of your 2012 tax or 100% of your 2011 tax.  If your adjusted gross 
income was over $150,000 in 2011 (or $75,000 if married filing separately), you should pay the lower of 90% 
of your 2012 tax or 110% of your 2011 tax.

Consider Business Property Purchases - Businesses can claim a 50% bonus depreciation deduction for 
qualified property placed in service during 2012.  Business owners can also deduct under Internal Revenue 
Code Section 179 up to $139,000 of the cost of qualifying depreciable property placed in service in 2012.  Be 
advised however that a Section 179 deduction will be deferred if the business is reporting a loss.

by Laurie Young-Kagamida, CPAYear-End Tax Planning

Continued on Page 3
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Hawaii Filing Changes for 2012 - Remember that civil union partners can file joint Hawaii income tax re-
turns for 2012.  However, civil union partners will still file separate returns for federal income taxes.

Consider Timing of Roth Conversions - If you are considering a Roth conversion, converting in 2012 rather 
than 2013 will cause an earlier tax.  However, a 2013 conversion will increase your 2013 AGI and may make 
you subject to the new 3.8% Medicare surtax (see below).  To maximize the conversion amount, be sure you 
have sufficient funds to pay the tax without using your IRA funds.  Remember if you deferred income from a 
2010 Roth IRA conversion, you are taxed on the remaining 50% of conversion income in 2012.

Planning for 2013 - The expiration of the Bush tax cuts and current health care laws will result in higher 
income taxes so the usual adage of accelerating deductions and deferring income may not be the best tax 
strategy.  As discussed in our September/October issue, higher income individuals will face higher taxes on 
compensation, self-employment income and investment income under the the Patient Protection and Af-
fordable Care Act (PPACA) and the Health Care and Education Reconciliation Act (HCERA).  

•   3.8% Medicare Tax on Investment Income
Higher income individuals (those with modified AGI more than $200,000 for single filers, $250,000 for mar-
ried filing joint filers and $125,000 for married filing separate filers)  will be taxed an additional 3.8% Medi-
care Contribution Tax on net investment income, including interest, dividends, capital gains, annuities, royal-
ties, rents and passive business activities.  

•   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.  

•   Higher Threshold for Medical Expense Deduction
The 7.5% of AGI threshold for itemized medical deductions will 
increase to 10%.  Individuals and spouses age 65 or older in 2013 will 
continue to use the 7.5% through 2016, after which their threshold 
will also increase to 10%.

•   Flexible Spending Cap
The flexible spending accounts (FSAs) will be capped at $2,500 
beginning in 2013.  Prior to PPACA there was no tax-law maximum 
although FSAs may have set their own limits.  

•   Bush tax cuts expire in 2012
Unless Congress acts, income and capital gains tax rates will increase in 2013.  Income tax rates, currently at 
10, 15, 25, 28, 33 and 35 percent, will revert to 15, 28, 31, 36 and 39.6 percent.  The 0% and 15% long-term 
capital gains tax rate will revert to 10% and 20%.  As the qualified dividend rules sunset, all dividends will be 
taxed as ordinary income at marginal tax rates.  The marriage penalty relief will end and credits for families 
with children will decrease.  Unless Congress acts, education incentives will also end or be reduced in 2013.  
For daily tax news updates, please check our website http://www.cpasofhawaii.com/ .

2012 tax organizers for our Sterling & Tucker tax clients will be mailed in January 2013.  Those of you using 
online organizers will be contacted in January 2013 with your online access information.  If you are interest-
ed in becoming a client of Sterling & Tucker CPAs, please call Courtney Phillips, our Tax Administrative Assis-
tant, at 531-5391, extension 353 to schedule a meeting with one of our CPAs.

Year-End Tax Planning - Continued from Page 2
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What You Don’t Know Can Hurt You

Client Appreciation Seminar
January 26,2013 - 9:00 am

Ala Moana Hotel 

Entertainment
The Newly Dead Game

             Taiko

         Door Prizes

Updates on:
• Income Tax Laws
• Estate Tax Laws (Federal & State)
• Social Security Planning
• Tenancy by the Entirety
• Asset Protection Trusts
• Payable on Death Trusts

Save the Date
More details to follow in Jan/Feb newsletter

Savvy Social Security Planning
What Baby Boomers Need to Know to Maximize Retirement Income

Seating is limited. 
Call now to reserve 

your seat.
To Reserve On Oahu Call: 

(808) 531-5391 ext. 344

Haseko Center
820 Mililani St, 4th Floor
Honolulu, HI  

Michelle H. Tucker
CFP®, JD, CPA/PFS

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 benefi ts?

At this workshop you will learn:
•  5 factors to consider when applying for benefi ts
•  How to minimize taxes on Social Security benefi ts
•  How to estimate your benefi ts
•  How to coordinate SSI with other retirement income

Thurs, Nov. 15, 2012
10:00 AM - 11:30 AM



Attend one of these seminars and you’ll 
receive a FREE, one-hour, private 

consultation (up to a $300 value) to 
answer any questions you have about 
setting up your personal Living Trust.  
All attendees will also receive a FREE 
Living Trust booklet fi lled with valuable 

information, yours to keep.

Free Living Trust Seminar

SEATING IS LIMITED 
Call now or register online 

for reservations 
(808) 531-5391

ext. 330

www.sterlingandtucker.com

Serving Hawaii’s Families Since 1991.
We will be here for you and your

future generations.

Client Appreciation Seminar
January 26,2013 - 9:00 am

Ala Moana Hotel 

Does Your Family KnowYour WishesAboutLife Support?

Michelle H.
 Tucker, JD

Michelle Scully
Hobus, JD

Carlos
Di Ponio, JD

Wendy Miki
Glaus, JD

Richard J. 
Sakoda, JD

Planning Your Estate Is About Love, Not Death
HONOLULU 

Wed. Nov. 7, 2012
10:00 AM - 11:30 AM

 Sat. Nov. 10, 2012
10:00 AM - 11:30 AM

Ala Moana Hotel
Carnation Room

410 Atkinson Drive

WAIKELE
Thurs. Nov. 8, 2012

 10:00 AM - 11:30 AM
7:00 PM - 8:30 PM

Waikele Country Club
Dining Room

94-200 Paioa Place

     
     With Proper Planning                 
 Your estate will transfer quickly to 

your family upon your death without 
the expense of probate.

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

 You’ll avoid a conservatorship if 
you become incapacitated - so your 
estate will be run as you see fi t.

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

 If you’re married without proper 
tax planning, your family may owe 
federal estate taxes of 35%.

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

     Without Proper Planning                 

Please 

pass this on 

to som
eone 

you love

Free Parking
Light Refreshments Served

at All Seminar Locations



Life Changes and Laws Change. Is your trust keeping up with the times?

A Seminar for Trustees, Executors and Personal Representatives

HONOLULU
Trust Administration

Thursday, Nov. 29
7:00 PM

Blaisdell Exhibition Hall 
Maui Suite - 2nd Floor

777 Ward Avenue
(Validated Parking)

Preserving Your Legacy, Protecting     
Your Wealth Since 1991

HONOLULU
Trust Administration

Saturday, Dec. 1
10:00 AM

Sterling & Tucker 
Haseko Center 4th Floor

820 Mililani Street
(parking entrance from Halekauwila)

Have You Had Your Trust Reviewed Lately?

What To Do When A Loved One Passes...

In This Seminar Learn How To: 
 Protect your assets from nursing home
    costs.
 Protect your assets for your loved ones 
    from creditors,or in the event of a 
    divorce or lawsuit.
 Have the fl exibility you need with 
    changing tax laws.
 Avoid the frustration and unnecessary
   expenses that come with probate.

HONOLULU
Trust Review

Wednesday, Nov. 28
10:00 AM

Blaisdell Exhibition Hall 
Maui Suite - 2nd Floor

777 Ward Avenue
(Validated Parking)

MILILANI
Trust Review

Thursday, Nov. 29
10:00 AM

University of Phoenix
Mililani Town Center

95-1249 Meheula Pkwy
University of Phoenix is a trade name and registered trade-
mark of the Apollo Group, Inc.  Its use herein by Sterling & 

Tucker to identify the event location is not intended to imply 
a�  liation with, sponsorship or endorsement of the event by 

the University of Phoenix or the Apollo Group.

In This Seminar Learn: 
 How to make sure different types of  
    property pass to heirs completely.
 When and how estate taxes need to be paid.
 If you can sell the residence and how soon. 
    Must you go through Probate?
 Who is in charge; who has the authority 
    to cash checks, pay bills, make decisions
    and transfer assets.
 Your responsibility as Trustee or Personal
    Representative in someone else’s Living
    Trust or Will.

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

SEMINARS
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Tax Alert

Planning Opportunities for Remainder of 2012 Only - for Larger Estates!

USE IT OR LOSE IT!
Special Gifting Opportunity

Only in 2012!
Unless Congress Acts Before Year-End, 

the Amount You Can Pass Free of Gift Tax or
Estate Tax Will Drop Signifi cantly!

Even though you’ve worked hard your entire life and saved some-
thing to pass on to your family, they may end up with signifi cantly 
less than you imagine, without proper planning. 

The Internal Revenue Code allows each taxpayer a Gift and Estate 
Tax Exemption of which they can use by either 1) making gifts dur-
ing their life or 2) transferring assets upon death.  Under current 
law, there is no Federal Estate Tax until your estate exceeds $5.12 
million. On January 1, 2013, the Estate Tax will aff ect every estate 
over $1 million. This exemption is in addition to the annual gift 
exclusion of $13,000 to each person each year.  In order for the gift 
to qualify for the annual gift exclusion, the gift must be a “present 
interest” meaning the person receiving the gift can use the money 
or property right away.  If the gift is over $13,000 to a single person 
or if the gift does not qualify as a “present interest,” the amount of 
the gift will be deducted from the Gift and Estate Tax Exemption.  
If you give away more than the Gift and Estate Tax Exemption, you 
will be taxed a gift tax of 55% in 2013.   

The truth is, nobody knows what will happen with the tax laws. 
The good news is we can “gift” up to $5.12 million only this year 
without gift taxes, in order to reduce or minimize the risk of estate 
taxes in the future. Many are taking advantage of this huge oppor-
tunity and gifting this year to minimize their exposure to estate 
taxes. 

Don’t wait! Take steps to “lock-in” this historically high exemption 
amount before it disappears. But, you must act now! Failure to 
have a plan in place before December 31st will subject your family 
to whatever Congress dreams up in years to come. 

Meet with us and discover how you can avoid planning mistakes 
and take advantage of the current law!

ARE YOU AT RISK?

Is your estate over $1 Million?  If so, 
you have a huge planning opportunity 
available to you now! 

Could your estate be subject to high 
estate taxes?  Based on the current law 
it could, come fi nd out how!

Are you aware of changes in estate 
taxation which will aff ect large estates 
in 2013?  Whether you have a large es-
tate or not, you need to be aware of how 
this will aff ect you!

Did you know that next year estates 
will be subject to an eff ective top tax 
rate of 55%?  Find out why and how to 
avoid it!

Would you like to know how to protect 
your estate? Failure to take advantage 
of planning strategies before year end 
may well result in substantial loss of tax 
savings in the future!

Many people with larger estates are us-
ing strategies this year to protect them 
from higher death taxes in the future. 
You can too, fi nd out how!

CALL US TODAY (808)531-5391



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

Neighbor Island Trust Review Seminars

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

x330

or REGISTER ONLINE

www.sterlingandtucker.com

 Off er any protection from nursing home costs?
 Protect assets for your heirs from creditors, or in the event of a 

divorce or lawsuit?

 Protect assets for heirs with disabilities?

 Have the fl exibility you need with changing tax laws? 

 Avoid the frustration and unnecessary expenses that come with 
probate? 

Michelle Scully 
Hobus, JD

MAUI
Thurs. Dec. 6, 2012

10:00 AM - 11:30 AM

Maui Arts & Cultural Center
  Haynes Meeting Room

One Cameron Way

HILO
Wed. Nov. 14, 2012

10:00 AM - 11:30 AM
Uncle Billy’s Hilo Bay Hotel

 Leilani Room
87 Banyan Drive Carlos

Di Ponio, JD

If you have a revocable living trust, you’ve already made a 
responsible decision to protect your family, but will your trust:


