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From the CPA’s Pen...
by Laurie Young-Kagamida, CPA

Dear Friends,
We hope 2016 has been a year of good health and good
fortune for you. Before the busy holiday season begins,
we encourage you to give some thought to tax planning.
Have you taken your retirement distributions or made your
retirement contributions? Are you managing your income
and maximizing your deductions and credits? Whether
Photo taken by Terri Owada
you are retired or working, drawing from retirement funds
or contributing to it, the final quarter of the year is an excellent time to review your tax status and avoid
April surprises.
Please read our year-end tax planning article in this issue of Imi A Loa a for 2016 tax tips and reminders.
If you haven’t already done so, take your required minimum distributions, review your expected
investment income, and check the status of your pension contributions, charitable contributions or gifts.
Please contact your CPA if you have questions about tax-saving strategies available to you. We welcome
your questions and are glad to hear from you outside of the tax season rush.
In mid-January, we will be mailing our beloved tax organizers in the familiar green and white envelopes.
We would like to be greener and encourage you to use Tax Notebook, our online organizer, which will also
be available in mid-January. The online organizer is customized with prior year info for returning clients,
and new activities can be easily added. Each online page also has a “notes” feature for you to include notes
or questions with your organizer. If you would like to try using the online organizer for your 2016 tax
information, please contact Cristell Juan at (808) 531-5391 extension 353 by December 31.
There will be a few changes to filing deadlines for the 2017 tax season. The 2016 partnership tax return
filing deadline will be a month earlier, moving from April 15 to March 15 so that partners can receive
their partnership Schedule K-1s earlier. The filing deadline for 2016 C corporations will be a month later,
moving from March 15 to April 15. The FBAR (Report of Foreign Bank and Financial Accounts) due date
will be moved up to April 15, to be aligned with the individual tax return due date.
Warning! The IRS has reported that scammers have been emailing fraudulent CP2000 notices claiming
the recipient has tax due related to the Affordable Care Act. The notices appear to be issued from an
Austin, Texas address and include a request that the recipient mail a check payable to “I.R.S.” to a P.O. Box
address. Please know that the IRS will not contact you by email or through social media platforms. If you
receive a suspicious email claiming to be from the IRS, please forward it to phishing@irs.gov and then
delete it without clicking on any enclosed links or attachments. Please keep
your identity and information safe!
With Aloha,
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It’s that time of year again to think about tax planning. Here are some helpful tax strategies and updates for
2016.
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 2016, you can choose
to postpone your RMD until April 1, 2017. However, you will then have two RMDs in 2017, your postponed
2016 RMD and your 2017 RMD. Proper planning will prevent the additional income from being taxed at a
higher rate.
Make Retirement Plan Contributions – Consider maximizing your 401(k), 403(b) or 457 plan contribution
by December 31, 2016. The 2016 limit is $18,000 (or $24,000 for ages 50 and over). IRA contributions for
2016 are due by April 17, 2017 and have a limit of $5,500 (or $6,500 for ages 50 and over). Ensure you understand the difference between tax-deferred (Traditional) and tax-free (Roth) retirement options.
Donate to Charities – Donations made by check must be mailed or delivered by December 31 to be deducted in 2016. Donations by credit card are deductible as of the date the charge is made, even if you pay your
credit card bill in 2016.
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 by early December to obtain its
investment account information, as this will be needed by your investment advisor.
To check on the deductibility of a donation, search for the organization using the IRS online tool Exempt Organizations Select Check at http://www.irs.gov/Charities-&-Non-Profits/Exempt-Organizations-Select-Check.
Another resource is GuideStar (www.guidestar.org).
The Protecting Americans from Tax Hikes Act (PATH Act) signed in December 2015 permanently extended
the provision allowing taxpayers age 70 ½ and older to make tax-free distributions of up to $100,000 from
their IRAs to a qualified charity.
Make Tax-free Gifts – Gifts are limited to $14,000 per person in 2016. 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 recipient without causing a taxable gift. There is a similar exclusion for medical expenses paid directly
to a care provider. 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 2016. Selling a losing investment can help offset a capital gain. Deductions
for net capital losses are limited to $3,000 per tax return (or $1,500 if you are married filing separately). Taxpayers in the 10% and 15% tax brackets are subject to a federal tax rate of 0% (yes, zero!) on qualified dividends and long-term capital gains.
Adjust Tax Withholdings or Estimates – If you expect to owe tax for 2016, consider increasing your tax
withholding or increase your 4th quarter estimated tax payment. To avoid underpayment penalties, you
must pay the lesser of 90% of your 2016 tax or 100% of your 2015 tax. If your adjusted gross income (AGI)
exceeded $150,000 in 2015 (or $75,000, if married filing separately), you must pay the lesser of 90% of your
2016 tax or 110% of your 2015 tax. Consider paying your 4th quarter state estimated tax payment before
the end of the year, as you may be able to deduct it this year, rather than next year.
Continued on Page 3
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Continued from Page 2
Consider Business Property Purchases – The PATH Act permanently set the Internal Revenue Code Section
179 deduction limit at $500,000 with a $2 million investment limit. Prior to this Act, businesses would have
been limited to deducting only up to $25,000 of the cost of qualifying depreciable property placed in service in 2016. Please note, however, that a Section 179 deduction will be deferred if the business is reporting
a loss.
Use Your Flexible Spending Account - The flexible spending account (FSA) annual contribution limit is
$2,550 for 2016. Unless the plan allows a carryover or grace period, the use-it-or-lose-it rule applies. Review
your medical expense to determine how much to set aside for your 2017 FSA.
Higher Threshold for Medical Expense Deduction Coming Soon – Taxpayers age 65 or older are allowed to
use the 7.5% of AGI threshold for itemized medical deductions, however the threshold will increase to 10%
in 2017.
For daily tax news updates, please visit our website: http://www.cpasofhawaii.com/
If you are interested in becoming a client of Sterling & Tucker, Inc. (CPAs), please call Cristell Juan, our Tax
Paraprofessional, at 531-5391 extension 353, to schedule an appointment.
In mid-January 2017, we are mailing the 2016 tax organizers for Sterling & Tucker tax clients and contacting
everyone using the online organizers with your online access information. Please help us to be greener and
save some trees by considering the online organizer for your 2016 tax information. Contact Cristell Juan by
December 31 to request an online organizer.

Building Better Retirement Portfolios
AND Savvy Social Security Planning
Understand Why Today’s Retirees May Need New Retirement
Strategies to Meet Their Retirement Needs
At this workshop you will learn about:
•
•

Retirement risks and challenges
Traditional retirement approaches
•

•

A “Total Return” strategy
Managing cash flow and emotions

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?

•

•

•

•

At this workshop you will learn:

Thursday, Dec. 1
10:00 AM - 11:30 AM
City Financial Tower
201 Merchant St Suite 909
Honolulu, HI

Seating is limited.
Call now to
reserve
your seat.

5 factors to consider when applying for benefits
To Reserve Call: (808) 791-1444
How to minimize taxes on Social Security benefits
How to estimate your benefits
Michelle H. Tucker
How to coordinate SS with other retirement income
CFP®, JD, CPA/PFS

to
se on
a
e
le is n
P th eo ve
o
ss m l
a so ou
p
y

FREE Living Trust Seminar
Planning Your Estate Is About Love, Not Death

LIMITED SEATS
Call Today!
HONOLULU
Saturday, Nov. 5
10:00 AM - 11:30 AM
Wednesday, Nov. 9
10:00 AM - 11:30 AM
Ala Moana Hotel
Carnation Room
410 Atkinson Drive

MILILANI
Thursday, Nov. 10
10:00 AM - 11:30 AM
7:00 PM - 8:30 PM
Wayland Baptist University
Mililani Mauka
Room 1
95-1091 Ainamakua Drive
Free Parking and
Light Refreshments
at all seminar locations

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.

With Proper Planning

Without Proper Planning

l Your estate will transfer quickly to l Your estate may go through probate,
taking months or even years, and
your family upon your death without
probate fees could be substantial.
the expense of probate.
l If you’re married, proper planning
can shield twice as much from
federal estate taxes.

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

l If you become incapacitated, or
l You’ll avoid a conservatorship if
unable to sign documents, a court
you become incapacitated - so your
may assign a conservator to run
estate will be run as you see fit.
your estate as he or she sees fit.

SEATING IS LIMITED
Call now or register online
for reservations

Richard J.
Sakoda, JD

Wendy Miki
Glaus, JD

(808) 531-5391
ext. 322

Kanani
Michelle Scully
Makaimoku, JD
Hobus, JD

Preserving Your Legacy, Protecting
Your Wealth Since 1991

SEATS ARE LIMITED. CALL TODAY (808)531-5391 ext. 322
or REGISTER ONLINE www.sterlingandtucker.com
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In This Seminar Learn How To:
w Protect your assets from nursing home costs.
w Protect your assets for your loved ones from creditors, or in the event of a divorce or lawsuit.
w Have the flexibility you need with changing tax laws.
w Avoid the frustration and unnecessary expenses that come with probate.
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KAPOLEI

HONOLULU

TRUST REVIEW

TRUST REVIEW
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Thursday, December 8
10:00-11:30 AM
Kapolei Golf Club
Tee Room
91-701 Farrington Hwy
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Saturday, December 10
9:00-10:30 AM
Ala Moana Hotel
Carnation Room
410 Atkinson Drive

What To Do When A Loved One Passes...
A Seminar for Trustees, Executors and Personal Representatives
If you are a Successor Trustee of a trust for a decedent or anticipate filling these shoes in the very near
future, this upcoming seminar is for you. Rich or poor, when someone dies, they leave behind an estate.

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

KAPOLEI

HONOLULU

TRUST ADMINISTRATION
PROBATE

TRUST ADMINISTRATION
PROBATE

Thursday, December 8
7:00-8:30 PM
Kapolei Golf Club
Tee Room
91-701 Farrington Hwy

Tuesday, December 6
10:00-11:30 AM
Ala Moana Hotel
Carnation Room
410 Atkinson Drive

SEATS ARE LIMITED. CALL TODAY (808)531-5391 ext. 322
or REGISTER ONLINE www.sterlingandtucker.com

Financial Matters

November
December

2016

Page 6

Play By The Rules to Avoid Penalties With Your IRA
Part 1
As people change jobs or retire, most of the 50+ million people
contributing to their 401(k) plan and other plans at work will roll
their retirement benefits into IRAs. With fewer companies offering
pension plans, your retirement security may rest in your hands and
in the IRA.

An Update by
Michelle H. Tucker
CFP®, JD, CPA/PFS
3D Wealth Advisors, Inc.
201 Merchant St Suite 909
Honolulu, HI 96813
(808) 791-1444

It is important to know the rules that apply to IRAs. There are different stages in the life of your IRA account,
corresponding to different age brackets, and for each stage there are distinct rules and penalties. You’ll want
to know the rules to avoid unnecessary penalties and premature taxation. In this article, I will focus on the
first time stage, the period during which you are making contributions to your IRA and are under the normal
retirement age.
PENALTIES TO AVOID WHILE YOU ARE UNDER AGE 59 ½
Contributing your retirement savings to an IRA allows you to save for retirement with pre-tax dollars – in
other words, your contribution qualifies you for a tax deduction in the amount of the contribution. In
addition, the growth of your savings in the IRA – interest, dividends and appreciation - will not be taxed until
you take the money out of the IRA. Rolling your account balance over from an employer sponsored plan to
an IRA allows you more complete control over the IRA and postpones taxation of the account until you take
money from the IRA.
Because the government wants you to save for retirement, you will pay a 10% penalty if you withdraw
money from your IRA before you reach retirement age, and you will pay tax on the distribution as well.
Retirement age for this purpose is 59 ½. Since life does not always work out as planned, financial priorities
may arise that necessitate a pre-age 59 withdrawal. Let’s take a look at different situations and whether the
10% penalty applies. Remember that if any of these events occur in your life, to avoid the penalty you should
look closely into the rules before you take the distribution.
Changing Investments or Investment Custodians
Moving your IRA account from one investment or institution to another, or rolling your employer sponsored
plan balance into an IRA, will not subject you to tax or a penalty, provided you move it correctly. The safest
way to move investments or change custodians is to open an account with your destination custodian, and
direct your existing custodian to transfer the funds to the new account directly or to give you a check made
payable to the custodian of the new account. If instead you close the existing account and receive a check
made from your existing custodian made payable to you for the funds withdrawn, you must open the new
account and deposit the withdrawn amount within 60 days, and you can only use this 60-day grace period
once each year. In addition, if you use this 60-day grace period method, the prior custodian may be required
to withhold 10-20% for taxes, so you may have to add outside funds to your new IRA in order for the entire
withdrawn balance to meet the 60-day deadline to avoid tax and penalties. You can’t get the withheld tax
back until you file your tax return.
Higher Education
Higher education for yourself, your spouse, children and grandchildren is regarded as a high priority by
congress, and early withdrawals for this purpose can avoid the 10% penalty. Before you use this exception,
check the rules and limitations and abide by them.

Continued on Page 7
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First Time Home Ownership
Home ownership is another American tradition. The ceiling on the penalty-free withdrawal is 10,000, which
is hardly a down-payment for even your first home in Hawaii; when added to what you have else-where, this
extra boost may qualify you to purchase your dream home.
Divorce
If you need to share your IRA with your former spouse pursuant to a divorce decree, you can do so without
incurring the penalty, but be sure your attorney knows the requirements and helps you meet them.
Lawsuit
Protecting assets against lawsuits is an often-expressed concern by clients. IRAs are the cheapest and easiest
way to shelter assets from creditor claims. Unfortunately, if you do withdraw from an IRA to pay a creditor,
there is no exception from the penalty.
Loss of Employment
Although loss of employment does not relieve you from the penalty and taxes, you can avoid the penalty if
you use the installment withdrawal option below; since only the installment distributions are penalty free,
you will have to leave most of the money in your IRA.
Installment Distributions
The penalty can be avoided if you arrange to take systematic withdrawals that are calculated to last for your
lifetime, and you continue with the agreed upon withdrawal schedule until you are 59 1/2. This exception
will help you make ends meet while you are between jobs.
Loans from your IRA
If you take money out of your IRA and put it back within 60 days, no penalty will apply. The intent is to
allow you to change investments without paying the penalty or taxes. However, this exception is sometimes
used as a short term source of funds. Be careful to put the money back in time, because missing the 60-day
deadline to reinvest will subject you to the penalty, and you can only use this 60-day exception one time per
year.
Hardship
There is no general hardship exception from penalties for IRAs, but some employer sponsored plans
allow penalty free early withdrawals. So, if you change or lose your job, see if you can withdraw from your
employer plan under an exception from the penalty before you roll the balance into an IRA.
Medical Expenses and Health Insurance
Who can predict a medical emergency? Yes, this is a legitimate excuse for an early withdrawal, and
sometimes withdrawals to pay for health insurance premiums are penalty free. Check the rules, for example,
you must pay the medical expense in the year of the withdrawal.
Death and Disability
Withdrawals by reason of death and disability can be penalty free. To qualify, disability can be hard to prove
– a lot harder than death; you have to be really, really disabled.
While IRAs are a cornerstone in retirement planning, you may find yourself in need of your retirement
savings well before you retire. Take the time to investigate the rules in order to minimize penalties for preretirement withdrawals.

201 Merchant St Suite 950
Honolulu, HI 96813

Neighbor Island Seminars
Free Living Trust Seminar
Free Trust Review SeminarSeminar
KAHULUI
Thursday, Dec. 1

HILO
Wednesday, Nov. 16

10:00 AM - 11:30 AM
Sangha Hall
Conference Room
424 Kilauea Avenue

10:00 AM - 11:30 AM

Michelle Scully
Hobus, JD

Maui Arts & Cultural Center
Haynes Meeting Room
One Cameron Way

Life changes and laws
change. When did you last
review your trust?
Discover the Top Ten
Defects in most living
trusts.

•

To Reserve Your Seat Call:

(800) 807-3820
x322
or REGISTER ONLINE

www.sterlingandtucker.com

•

•

Kanani
Makaimoku, JD

Learn why in Hawaii,
a will usually isn’t
enough.
Keep your loved ones
from the expense and
humiliation of probate
court.
Make sure your last
wishes are honored

