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The next step
in simplifying your

D,

o
ALPINE

increasingly complex
life

Those with significant wealth sometimes feel that life
is becoming overly complicated by the demands of
growing their wealth, guiding a business, and

managing wealth transfer to the next generation.

Alpine Financial Services Group LLC is dedicated
in simplifying the complex issues that face business
owners by delivering guidance as a full-service

financial firm.

We give you the flexibility to build a team of specialists
coordinated by your advisor, that can include your own
trusted advisors, along with the best professional talent for

every aspect of your wealth management strategy.

RETIREMENT Alpine Financial Services Group, LLC
Head Quarters
- Qualified Plan Design and Implementation

- Non-Qualified Deferred Compensation 45 Fisenhower Drive Suite 220
- Hybrid Plan Design and Implementation Paramus, NJ 07652

201-482-8282 ext. 201

WEALTH TRANSFER www.AlpineFSG.com

- International Wealth Transfer Strategies c . q . .
-International Asset Aquisition Strategies Our Office Locations in Partnership with

- Leveraged Asset Transfer Strategies National Financial Network, LLC

7 Hanover Square - Suite 8A, New York, New York 10004

990 Stewart Avenue - Suite 200, Garden City, New York 11530
261 Madison Avenue - Suite 1503, New York, New York 10016
109 Sanford Street, Hamden, CT 06443

1291 Boston Post Road, Suite 207, Madison, CT 06443
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2018 KASCPA Conference Schedule

Date Time Agenda
6:00-7:00 pm Registration & Cocktail
Sunday. Nov 4
7:00-10:00 pm Dinner & General Assembly
7:00-8:00 am Breakfast
8:00-11:00am Seminar
) ) Group Lunch For Golfers and
Mon. Nov 5 U R el Tour Participants
12:00- 6:00 pm Golf (Shot-Gun)/ Group Tour
6:00 pm and On Dinner (Free Time)
7:00-8:00 am Breakfast
8:00-11:00 am Seminar
11:00-12:00 am Group Lunch For Golfers
Tues. Nov 6
12:00-6:00 pm Golf (Shot-Gun)
6:00-8:30 pm Dinner (Free Time)
8:30-11:30 pm Farewell Party
Wed. Nov 7 7:00-8:00 am Breakfast and Dismiss
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Accounting Update
New Revenue Recognition - ASC 606
"Revenue from Contracts with Customers"

LA
Young Oh, CPA
cpaoh@yahoo.com

The new revenue recognition standard - ASC 606, is
to be effective in calendar year 2019 for the non-public
entities, the majority of KASCPA customers, and not
much times left and CPA firms are not only in a position to
fully understand the new “single revenue recognition
model” to all contracts with customers, but also in
a position to inform and educate the customers with
the changes in revenue recognitions as well as
required implementation procedures in processes,
controls, and capture and monitor management’s
judgements, data, estimates, and even to the extent
of adjustments to tax accounting and planning.

In adopting the new standard, companies can
select from two transition alternatives, a “full
retrospective adoption” or a “modified retrospective
adoption”; companies can select either one of the
method. The full retrospective adoption method
applies to each period presented (e.g., 2016, 2017
and 2018) whereas the latter method applies to
existing and future contracts as of the effective date.
Entities electing “full retrospective adoption” can make
elections

(1) not to restate contracts that begin and are
completed within the same annual period presented,

Accounting Update

(2) for completed contracts that have variable
consideration, the transaction price at the date
the contract was completed be used rather than
estimating variable consideration amounts, and (3)
for all reporting periods presented before the date of
initial application, an entity need not disclose the
amount of the transaction price allocated to the
remaining performance obligations and no need for
explanation when the remaining performance would
berecognized as revenue. The entity adopting “modified
retrospective adoption” method recognizes the
cumulative effect of initially applying the revenue
standard as an adjustment to the opening
balance of retained earnings at the date of
initial application. Therefore, contracts that are not
completed before the date of initial adoption would
have to be evaluated as if the entity had applied the
new standard to them since inception. Adoption of
either method requires disclosures with respect to
(@) the selective expedients that have been used
under the case of “full” method, and (b) with the case
of “modified” method, the amount by which each
financial statements line item is affected in the current
year as a result of applying the new standard.




1. THE MAIN PROVISIONS

The core principle requires an entity to recognize
revenue at an amount that reflects the consideration
to which the entity expects to be entitled in exchange
for transferring goods or services to a customer.

The principles are applied in the following 5 steps:

«  Step 1: Identify the contract,

- Step 2: Identify performance obligations,
. Step 3: Determine transaction price,

«  Step 4: Allocate transaction price, and

+  Step 5: Recognize revenue.

As contrast to ASC 605 (“Old Revenue Recognition
Standard”) in which only persuasive evidence
was required in order to recognize revenue,
such as goods or services are being provided or
delivery has occurred, and amounts to be received
are fixed or determinable, and collection is reasonably
assured, the new standard ASC 606 focuses on
the enforceability of rights and obligations, and
payment terms only need to be identifiable for
an entity to estimate variable consideration, such
as discounts, refunds, credits, price concessions,
performance bonuses, penalties,and royalties, rather
than being fixed or determinable. Therefore, for
entities which rely on the purchase orders and sale
invoices as main forms of contracts with customers
rather than a legal contract, reevaluations of the
provisions and terms printed in the forms are
required especially in the areas of (A) approval and
commitment of the contracts by all parties, (B) all
parties’ rights are clearly identified in the document,
and (C) payment terms exist.

Contract Modifications - A change to an existing
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contract is a modification, such as change order,
amendment, scope of the contract, the price of the
contract or both. There should be mutual agreement
to the modification and approval thereof. If the parties
have approved a change in scope of the contract
but have not yet determined the corresponding
change in price, an entity should estimate the
change to the transaction price. When the addition
goods or services included in the modification
are distinct from the goods and services of original
contract, and the amount of consideration expected
for the goods or services is standalone price, the
modificatioon is accounted for as a separate
contract. If contract modification does not meet the
two criteria, (a) distinct from the goods of original
contract, and (b) the standalone selling price
of the goods, the contract modification is not
accounted for as a separate contract. When contract
modification is not accounted for as a separate
contract, then, the revenue recognized to date on
the original contract is not adjusted. The remaining
portion of the original contract and the modification
are accounted for together on a prospective basis
by allocating the remaining consideration to the
remainingperformance obligation. The word ‘distinct’ is
defined as ( 1) capable of being distinct - customer
can benefit from the goods or service either on
its own or together with other resources readily
available to the customer, and as ( 2 ) distinct within
the context of contract - the promise to transfer
the goods or service is separately identifiable from
other promises in the contract.

Identify the Performance Obligations
in the Contract

At contract inception, an entity will need to assess the
goods or services promised in the contract with a
customer and identify performance obligations
associated with the promise to transfer to the customer
a goods or service that is disinct, and a series of distinct
goods or services that are substantially same and have
the same pattern of transfer to the customer. Under ASC
606, entity need to consider at contract inception
whether each goods in the contract is a separate
performance obligation or whether they have promised

11




12

a series of distinct goods that is a single performance
obligation. The immaterial in the context of a contract
is not required to be assessed as performance
obligation. Various administrative tasks and setup

Accounting Update

In determining transaction price, an entity should
consider the effects of all of the following: variable
consideration, the existence of a financing component

activities associated with service delivery are the
examples of the goods or services that are not considered
as performance obligations. When an entity acts as an
agent of another party, performance obligation
include a service of arranging for another party to
transfer goods or services to a customer. Under
ASC 605, shipping and handling charges incurred
by seller on behalf of buyer’s request are recorded as com-
ponent of sales. Under ASC606, anentity is to makeelec-
tion to account for shipping and handling activities that
occur after the customer has obtained control of a
goods as a fulfilment cost rather than promised service
because they are provided to a customer after the
customer obtains control of the related goods. If
shipping and handling activities are performed before
the customer obtains control of the goods, the shipping
and handling activities are not promised service to the
customer.

For example, a software company signs an agreement
for software license including 12 month employee
training at total contract price of $100,000. Normally,
such training service is charged at $10,000. This
software company has two separate performance
obligations of $90,000 for the software and $10,000
for the training.

m Determine the Transaction Price

ASC 606 requires that an entity to consider the
terms of the contract and its customary business
practices in determining the transaction price. The
transaction price is the amount that an entity allocates
to the performance obligations identified in the
contract, and therefore, the amount of revenue is
recognized as those performance obligations are
satisfied. The transaction price excludes amounts
collected on behalf of third parties such as sales taxes.
An entity is permited to make an accounting policy
election to exclude from the transaction price all other
taxes collected for government taxing authorities.

in the contract, noncash consideration, and
consideration payable to a customer. Variable
consideration is common, such as discounts,

rebates, refunds, credits, price concessions, penalties
and royalties. The entity determines the total
transaction price including an estimate of any
variable consideration, even using all reasonably
available information. ASC 606 recommends
the use of more predictive of either of the two
methods, (1) the expected value, or (2) the most

likely amount. The expective value is the sum
of probability-weighted amounts in a range of

possible consideration amount, or an appropriate
estimate derived from a large number of contracts
with similar characteristics. The most likely amount
is the single most likely amount in a range of
possible outcome of the contract. This likely
amount applies to only when entity has a contract
of two possible outcomes, such as an entity
achieves a performance bonus or not. For example,
a builder has contract to build a house for $150,000
in 6 months. If the contractor complete it in 5
months, he will receive a $10,000 bonus. If he
builds in 7 months or more, his payment will be
reduced by $5,000 for every month late. The builder
concludes based on his experience that he would
complete the house in 7 months. Then, his transaction
price is $145,000, the most likely amount. To be
reminded is the fact that when the financial reporting
uses estimates, this may very likely have impact
on tax reporting due to different timing of revenue
recognition. ASC 606-10-55-23 illustrates accounting
entries associated with a right of return as follows:

Revenue- measured at the gross transaction price,
less the expected level of returns calculated using the
guidance on estimating variable consideration;

Refund liability- measured at the expected level of
returns, difference between the cash or receivable
amount and the revenue as measured above;

Asset- measured by the carrying amount of the
products expected to be returned, less the expected




recovery costs;

Cost of goods sold - measured as the carrying amount
of the products sold, less the asset as measured above;

Reduction of inventory- measured as the carrying
amount of the products transferred to the customer. For
example, a company sold 100 products to customer A,
who returned 3 units of products. Each unit’s sale price
is $100 and cost is $60. For this transaction, accounting
entry would be as follows -

Accounts receivable 9,700.00

Asset - returned products 180.00

Sale 9,700.00
Cost of sale 5,820.00

Inventory 6,000.00

m Allocate the Transaction Price to the

Performance Obligations in the Con-

tract
The transaction price indicated in contract should
be allocated to each separate performance obligations
(generally each distinct goods or service) in
proportion to its standalone selling price determined
at contract inception so that revenue is recorded
at the right time with the right amount in proportion
to the completed performance. When standalone
selling price of product is not directly observable,
then, the entity uses estimated price, based on such
methods as adjusted market assessment approach,
expected cost plus a margin approach, or residual

KASCPA 18th Annual Conference

of the observable standalone selling prices.
Allocation of Discount to different performance
obligation may vary depending upon whether the
discounts are being offered to all of the performance
obligations, i.e. each sales invoice, or certain specific
sales invoices as volume discount. Performance
obligations under these situations would be relatively
simple because the shipment of goods associated
with each invoice would be satisfied performance
including the discount specified in the invoice as
reduction of revenue.

Change in Transaction Price after contract inception

-ASC 606-10-32-43 states that the entity should
allocate to the performance obligations in the contract
any subsequent changes in the transaction price
on the same basis as at contract inception. Amounts
allocated to a satisfied performance obligation
should be recognized as revenue, or as a reduction of
revenue, in the period in which the transaction price
changes.

mRecognize Revenue When the Entity

Satisfies a Performance Obligation

An entity should recognize revenue when it satisfies
a performance obligation by transferring a promised
goods or service to a customer. A goods or service
is transferred when the customer obtains control of
that goods or service. For each performance
obligation, an entity should determine whether it
satisfies the performance obligation over time, or it
satisfies the performance obligation at a point in time.

When performance obligation is satisfied over
time, then, appropriate methods of measuring

progress should be applied, using either “output method"

approach. ASC 606-10-32-34 explains that “Adjusted
Market Assessment Approach” is considering the
market in which the goods or services are sold, the
estimated price that customers in that market would be
willing to pay; “Expected Cost Plus a Margin Approach”
is the estimate based on forecasted expected costs of
satisfying a performance obligation, plus appropriate
margin added; and “Residual Approach” is the
estimate derived from subtracting the sum

or ‘input method’. Examples of performance
obligations satisfied over time would be (a) routine or
recurring services (cleaning services under contract),
(b) building a warehouse for customer, (c) monthly
payroll services. In this situation, the entity recognizes
revenue over time by measuring the service provided
relative to the remaining services under the contract.
Output methods refer to units produced or delivered,
or contract milestones performed. Disadvantage of this
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method is that the outputs used to measure progress
may not be directly observable. Input methods refer
to costs incurred, labor hours expended or machine
hours used. If entity’s inputs are expended evenly
throughout the performance period, the entity
can recognize revenue on a straight-line basis. A
shortcoming of input methods is that there may not
be a direct relationship between an entity’s inputs
and the transfer of control of goods or services to a
customer. Therefore, the entity should exclude from
an input method the effects of any inputs that do
not depict the entity’s performance in transferring
control of goods or services to the customer.
Performance obligations satisfied at a point in time
refer to all performance obligations other than the
performance obligations satisfied over time. To
determine the point in time at which a customer
obtains control of a promised goods and the entity
satisfies a performance obligation, the entity should
consider such indicators of the transfer of control as
(a) the entity has a present right to payment for the
transferred goods, (b) the customer has legal title
to the goods, © the entity has transferred physical
possession of the goods, and (d) the customer has
accepted the goods.

There are so many other topics to cover in
connection with ASC 606, but limited pages of this
article would not allow me to cover them all. And | have
to conclude with the following important reminders.
The changes in revenue recognition under ASC
605 and 606 are much more diverse and complex,
especially in putting the new standard into
practice. Conferences and discussions are necessary
with customers to analyze existing contracts and to
determine performance obligations. A gap analysis
of accounting policies may need to be performed,
and changes in the timing and amounts of
revenue and expenses may require adjustments to tax
accountingand planning, along with systems update
or upgrade to capture data for the additional
judgements, estimates and disclosures. A CPA firms
should familiar with the filing of Form
3115 -Application for Change in Accounting
Method indicating automatic change in accounting
method as a result of adopting ASC 606 effective
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January 1, 2019. It is recommended that the staff
of a CPA firm either take continuing educations for
the subject of ASC 606 or attend seminars to keep
abreast of the details of the new revenue recognition
standard because without knowing them, you cannot
sit down with your customers, not to say of

complying with the new standard in preparing the
financial statements. Also recommended is the book
published by AICPA with title: Revenue Recognition -
Audit and Accounting Guide” with price tag of $239.00
(Currently this book is all sold out, and in process of
republication.)
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How to Successfully Resolve IRS Debt & IRS Audit

How to Successfully Resolve IRS
Debt & IRS Audit

srels

Paul Park, CPA
paulpark18@gmail.com

1. General IRS Collection Process

a. How to manage collections

2. How to deal with IRS Tax Debt

a. Offer in compromise - Pros and Con
b. Uncollectible status - Pros and Con
c. Bankruptcy - Pros and Con

d. Installment payment - Pros and Con

3. How to manage IRS Tax audit - discussion

4. Q&A

The IRS is the largest collection agency in the country
and by far the strongest, empowered by Congress to take
actions necessary to collect taxes owed to the federal
government. Suchawide-ranging power can easily create
some fear among those who do not know the procedures
the IRS follows in its collections process.

The IRS has a straightforward automated collection
process. If a client owes taxes, the first letter he
or she receives is a CP14 notice, which informs the
recipient an income tax amount, along with any penalties

and interest, is due and explains the steps to
resolve it. (More information is available on the IRS’s
“‘Understanding Your CP14 Notice” page ).

The next notice is a CP501, which reminds the
taxpayer that he or she has a balance due with the IRS. If
the taxes remain unpaid or taxpayer will then receive
another reminder, CP503.

If the previous notices are ignored, the taxpayer will
receive CP504, “Notice of Intent to Levy,” stating that
if the amount due is not paid immediately, the IRS will
seize (levy) the taxpayer’s state income tax refund
or other funds or property and apply it toward the
amount owed. This notice must not be ignored if
the taxpayer wants to avoid levies or liens. Then,
the client may receive Letter 1058, “Final Notice
of Intent to Levy and Notice of Your Right to a Hearing.”

When notified that a client has received an IRS
notice, a CPA should discuss with the client his or
her ability to pay the taxes due in full. If the client
cannot pay in full, the next step is to have the
client sign a Form 2848, Power of Attorney and




Declaration of Representative, which must be filed
before the IRS can disclose the taxpayer’s account
information to the CPA. (Note that Form 2848 changed
in late 2011. Married clients who file joint returns must
each sign a separate Form 2848; a joint Form 2848 is
no longer acceptable.) After filing the Form 2848,
the CPA should contact the IRS immediately to try to
avoid other actions, such as the filing of a notice of
federal tax lien, a levy on assets or wages, or
offsetting of a state tax refund. However,
some taxpayers cannot immediately pay what they
owe. If so, they have several options for paying
the balance due over time.

Alternative Payment Options

The first option is to apply for an extension of up to
120 days to pay if the taxpayer can pay that amount in
full within that time. The IRS does not charge a fee for
the extension, but late payment penalties and interest
accrue until the full amount due is paid.

A second option for qualifying taxpayers is a
“streamlined installment agreement.” This plan is
available for taxpayers that owe up to $50,000. The
taxpayer is not required to submit a financial
statement to the IRS, and the repayment period for
the debt can be up to six years. Persons who owe
$25,000 or less who want a streamlined install-
ment agreement should file Form 9465, Installment
Agreement Request , and those who owe between

$25,000 and $50,000 should file
Form 9465-FS. (Form 9465-FS is fairly new
and part of the IRS's “fresh start” initiative.)

The form is attached to the front of the tax return or

submitted separately if the return has already
been filed. If it is filed separately, the taxpayer
should send the form to the address

indicated in the form instructions. The IRS will nor-
mally respond within 30 days with an acceptance or
rejection. The taxpayer must submit a $105
processing fee ($52 if monthly payments will be made
through electronic transfers) with the form.

The instructions to the forms suggest that tax payers
make monthly payments as large as possible to avoid
additional interest and penalties. However, some
practitioners multiply the balance due by 1.13 (use
a 13% simple interest rate), divide by 60 months,
and round up. While not exact, this formula results in
frequent acceptances. Clients can pay more than
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required under the agreement as funds are available.

As an alternative to completing the appropriate form
on paper and submitting it to the IRS, a taxpayer also can
complete and submit the forms online at irs.gov or may
call the IRS to arrange an installment agreement. These
options are much quicker, and the taxpayer receives
immediate notification of approval. (See IRS, “How the
Installment Agreement Works,” in the Form Form 9465-
FS instructions).

Taxpayers with amounts due of more than $50,000
can apply for a traditional installment agreement that,
like a streamlined agreement, allows the taxpayer to
pay the bill in monthly increments; this is usually done
by direct deposit or payroll deductions to ensure timely
payments. However, the IRS requires the taxpayer to
provide financial information so that it can determine
the amount the taxpayer is able to pay. Individual
taxpayers must complete Form 433-A, Collection
Information Statement for Wage Earners and Self-
Employed Individuals , and, if the taxpayer owns a
business with employees, Form 433-B, Collection
Information Statement for Businesses.

A fourth option is to apply for a delay of collection if
the taxpayer is unable to pay. If the client qualifies, the
IRS places the taxpayer’s account into a “currently not
collectible” status that the IRS will review from time to
time to determine if the taxpayer’s financial conditions
have improved. The IRS generally determines the
taxpayer’s ability to pay based on theinformation
provided on Form 433-A and, if necessary, Form 433-B.

A fifth option is to submit an offer in compromise,

which allows some taxpayers to settle their bill for
less than the amount they owe. “However,” the
IRS warns, “the criteria for accepting an offer are
strict and relatively few offers are accepted each
year” (IRS, “The Collection Process” ). The taxpayer
must submit Form 656, Offer in Compromise , Form
433-A, and, if necessary, Form 433-B.

Liens vs. Levies and Seizures

A tax lien publicly notifies all creditors that the
IRS has a lien against all of the taxpayer’s property,
including property that the taxpayer may acquire
after the IRS has filed the notice of federal tax lien.
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“The lien is required by law to establish priority as a
creditor in competition with other creditors in certain
situations. Oncealienisfiled, it may appearonataxpayer’s
credit report and it may harm a taxpayer’s credit rating”
(IRS, “The Collection Process”).

The IRS actually collects delinquent taxes through
levy on any property or rights to property of the
taxpayer on which there is a lien. The term “levy”
includes the power of seizure by any means
(Sec. 6331(b)). The IRS may levy on any property
the taxpayer owns or on payments, subject
to exemptions provided in Sec. 6334. Levied assets
or payments may include wages, Social Security
benefits, and retirement income. The IRS also can
offset tax refunds, by applying to the tax balance
owed all future federal and state tax refunds
otherwise payable to the taxpayer.

A taxpayer may feel powerless when confronted
with a tax lien and the possibility of an IRS levy.
However, the IRS may release liens, such as when:

1. The IRS determines that the notice was premature
or not filed according to administrative procedures;

2. In certain cases, the taxpayer enters into an install-
ment agreement;

3. The lien withdrawal will allow taxes to be paid
more easily or quickly, perhaps by keeping a credit
rating higher and therefore interest
expenses lower; or

4. The withdrawal is in the best interest of both the
taxpayer and the government, as determined by
the National Taxpayer Advocate and the govern-
ment.

In addition, the IRS must withdraw a lien if it was filed
during the automatic stay period in a bankruptcy
proceeding.

Filing an Appeal

The taxpayer also can appeal the collection action.
The taxpayer receives Publication 1660, Collection
Appeal Rights,explaining how to request a hearing
with the Office of Appeals. Publication 1660
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notes that “[t]he Office of Appeals is separate from
and independent of the IRS Collection office that
initiated the collection action.” Publication 1660 fully
explains the rights and procedures for challenging
collection actions.

Tax practitioners should counsel their clients to
contact them as soon as they receive any sort
of collection letter from the IRS, so that the
practitioner can help them create an effective plan
of action. Practitioners should also encourage clients
to keep good records and documentation of their
finances and to be as organized as possible, so that
they can deal more easily with any tax problems.
Although taxpayers may fear the IRS and its power, the
ultimate way to stand up to it is to be educated about
its procedures and abilities.

Offer in Compromise

An offer in compromise allows you to settle your
tax debt for less than the full amount you owe. It
may be a legitimate option if you can’t pay your full
tax liability, or doing so creates a financial hardship.
We consider your unique set of facts and circumstances:

 Ability to pay
* Income

- Expenses

« Asset equity

We generally approve an offer in compromise when

the amount offered represents the most we can
expect to collect within a reasonable period of time.
Explore all other payment options before submitting
an offer in compromise. The Offer in Compromise
program is not for everyone. If you hire a tax professional
to help you file an offer, be sure to check his or her
qualifications.

Make sure you are eligible

Before we can consider your offer, you must be current
with all filing and payment requirements. You are not
eligible if you are in an open bankruptcy proceeding.
Use the Offer in Compromise Pre-Qualifier to confirm
your eligibility and prepare a preliminary proposal.




Submit your offer

You'll find step-by-step instructions and all the forms
for submitting an offer in the Offer in Compromise
Booklet Form 656-B (PDF). Your completed offer
package will include:

« Form 433-A (OIC) (individuals) or 433-B (OIC)
(businesses) and all required documentation as
specified on the forms;

« Form 656(s) - individual and business tax debt
(Corporation/ LLC/ Partnership) must be submitted
on separate Form 656;

- $186 application fee (non-refundable); and

« Initial payment (non-refundable) for each Form
656.

Select a payment option

Your initial payment will vary based on your offer and
the payment option you choose:

+ Lump Sum Cash:
Submit an initial payment of 20 percent of the total
offer amount with your application. If your offer is
accepted, you will receive writtenconfirmation. Any
remaining balance due on the offer is paid in five or
fewer payments.

* Periodic Payment
Submit your initial payment with your application.
Continue to pay the remaining balance in monthly
installments while the IRS considers your offer. If
accepted, continue to pay monthly until it is paid in
full.

If you meet the Low Income Certification guidelines,
you do not have to send the application fee or the initial
payment and you will not need to make monthly
installments during the evaluation of your offer.
See your application package for details.

Understand the process

While your offer is being evaluated:
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+ Your non-refundable payments and fees will be
applied to the tax liability (you may designate
payments to a specific tax year and tax debt)

» A Notice of Federal Tax Lien may be filed
« Other collection activities are suspended

« The legal assessment and collection period is ex-
tended

« Make all required payments associated with your
offer

« You are not required to make payments on an
existing installment agreement

And

« Your offer is automatically accepted if the IRS does
not make a determination within two years of the
IRS receipt date.

If your offer is accepted

« You must meet all the Offer Terms listed in
Section 8 of Form 656, including filing all required
tax returns and making all payments;

« Any refunds due within the calendar year in which
your offer is accepted will be applied to your tax
debt

« Federal tax liens are not released until your offer
terms are satisfied and

 Certain offer information is available for public re-
view at designated IRS offices.

If your offer is rejected

- you may appeal a rejection within 30 days using
Request for Appeal of Offer in Compromise, Form
13711(PDF).

» The online self-help tool may provide additional
assistance on appealing your rejected offer.

You can’t file Bankruptcy to discharge trust fund
recovery penalty taxes, but you can negotiate a trust
fund recovery penalty with an Offer in Compromise.
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As a general rule, there is a ten year statute of
limitations on IRS collections. This means that the
IRS can attempt to collect your unpaid taxes for
up to ten years from the date they were assessed.
Subject to some important exceptions, once the
ten years are up, the IRS has to stop its collection
efforts. Every year, the statute of limitations expires
for thousands of taxpayers who owe the IRS money. If
your Collection Statute Expiration Date (CSED) is near,
the IRS may act aggressively to get you to pay as much
as possible before the deadline or agree to extend it.

When Does the Limitations Period Begin?

The ten-year limitations period begins to run on
the date of the tax assessment. This is the date
an IRS official signs the applicable form at an IRS
Service Center. For example, if you do not pay in full
when you file your tax return, you will receive written
notice of the amount you owe, a bill. The date on
this bill starts the ten year limitations period. If
you did not file a tax return, the IRS can create a
substitute return for you and make a deficiency
assessment, which starts the ten year period.
Thus, not filing a return and hiding for ten
years accomplishes nothing.

Suspension of Limitations Period

The ten-year collection period can end up lasting
more than ten years because it can be suspended
for one or more time periods. The time during
which the statute of limitations is suspended is not
counted toward ten-year deadline. For example, the
collections period will be suspended during time
periods the IRS is legally barred from taking
collection action against you. This means that
the limitations period is suspended if you file for

bankruptcy and the bankruptcy court issues an
automatic stay preventing the IRS from taking
collection action against you--the suspension

lasts for the period of the bankruptcy case plus
six months. The period is also suspended while
the IRS is considering your request for an installment
agreement, offer in compromise, or request for
innocent spouse relief, or while you live outside the
U.S. continuously for at least six months. The IRS
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canalsoextendtheten-year period by suingyouinfederal
court; however, it rarely does this.

Voluntarily Extending the Limitations Period

The ten-year limitations period is not absolute. It can
be extended if you voluntarily agree to do so. Back in
the bad old dates (before 1998), the IRS used to put
enormous pressure on taxpayers to agree to extend the
limitations period beyond ten years--such extensions
often lasted for ten or even twenty years. If the taxpayer
refused to "voluntarily” agree to the extension, the
IRS would make threats. Fortunately, this is no longer
allowed.

Revocation or Denial of Passport in Case of
Certain Unpaid Taxes

The IRS began sending certifications of unpaid tax debt to
the State Department in February 2018. The content pre-
sented here is for informational purposes only. If you have
seriously delinquent tax debt, IRC § 7345 authorizes the IRS
to certify that debt to the State Department for action. The
State Department generally will not issue a passport to you
after receiving certification from the IRS.

Certification Of Individuals With Seriously Delinquent Tax
Debt

«  Annual Adjustment For Inflation

- Taxpayer Notification - Notice C P 508C
+Reversal Of Certification - Notice CP 508R
+Judicial Review Of Certification

«  Payment Of Taxes

» Passport Status

« Travel

Upon receiving certification, the State Department
shall deny your passport application and/or may revoke
your current passport. If your passport application is
denied or your passport revoked and you are overseas, the
State Department may issue you a limited validity passport




good only for direct return to the United States.

Certification Of Individuals With Seriously
Delinquent Tax Debt

Seriously delinquent tax debt is an individual’s unpaid,
legally enforceable federal tax debt totaling
more than $51,000 (including interest and penalties)
for which a:

« Notice of federal tax lien has been filed and all
administrative remedies under IRC § 6320 have lapsed
or been exhausted or

 Levy has been issued

Seriously delinquent tax debt is limited to liabilities
incurred under Title 26 of the UnitedStates Code
and does not include debts collected by the IRSsuch
as the FBAR Penalty and Child Support.

Some tax debt is not included in determining
seriously delinquent tax debt even if it meets the
above criteria. It includes tax debt:

Being paid timely with an IRS-approved
installment agreement

« Being paid timely with an offer in compromise
accepted by the IRS, or a settlement agreement
entered with the Justice Department

«  For which a collection due process hearing is
timely requested regarding a levy to collect the
debt

« For which collection has been suspended
because a request for innocent spouse relief

under IRC § 6015 has been made

Additionally, a passport won’t be at risk under this
program for any taxpayer:

*  Who is in bankruptcy

+ Who is identified by the IRS as a victim of
tax-related identity theft
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«  Whose account the IRS has determined is currently
not collectible due to hardship

Who is located within a federally declared
disaster area

Who has a request pending with the IRS for an
installment agreement

Who has a pending offer in compromise with the
IRS

« Who has an IRS accepted adjustment that will
satisfy the debt in full

Certification will be postponed while an individual is
serving in a designated combat zone or participating
in a contingency operation.

Before denying a passport, the State Department
will hold your application for 90 days to allow you to:

Resolve any erroneous certification issues
«  Make full payment of the tax debt

Enter a satisfactory payment arrangement with the IRS

Annual Adjustment For Inflation

The $51,000 threshold is indexed yearly for inflation

Under new Code Section 7345(f), in the case of a
calendar year beginning after 2016, the dollar amount
in new Code Section 7345 shall be increased
by an amount equal to (1) such dollar amount,
multiplied by (2) the cost-of-living adjustment
determined under Code Section 1(f)(3) for the calendar
year, determined by substituting “calendar year 2015”
for “calendar year 1992” in Code Section 1(f)(3)(B). If any
amount as adjusted under the preceding sentence is
not a multiple of $1,000, such amount shall be rounded
to the nearest multiple of $1,000.
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Taxpayer Notification - Notice CP 508C

The IRS is required to notify you in writing at the time
the IRS certifies seriously delinquent tax debt to the
State Department. The IRS is also required to notify
you in writing at the time it reverses certification. The
IRS will send written notice by regularmail to your last
known address.

Reversal Of Certification - Notice CP 508R
The IRS will reverse a certification when:

« The tax debt is fully satisfied or becomes legally
unenforceable.

- The tax debt is no longer seriously delinquent.
+ The certification is erroneous.

The IRS will make this reversal within 30 days and
provide notification to the State Department as soon as
practicable.

A previously certified debt is no longer seriously de-
linquent when:

«  You and the IRS enter into an installment agree-
ment allowing you to pay the debt over time.

« The IRS accepts an offer in compromise to satisfy
the debt.

« The Justice Department enters into a settlement
agreement to satisfy the debt.

» Collection is suspended because you request
innocent spouse relief under IRC § 6015.

+  You make a timely request for a collection due
process hearing regarding a levy to collect the
debt.

The IRS will not reverse certification where a tax-
payer requests a collection due process hearing or
innocent spouse relief on a debt that is not the basis
of the certification. Also, the IRS will not reverse the
certification because the taxpayer pays the debt
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below $50,000.
Judicial Review Of Certification

The State Department is held harmless in these
matters and cannot be sued for any erroneous
notification or failed decertification under IRC § 7345.

If the IRS certified your debt to the State Department,
you can file suit in the U.S. Tax Court or a U.S.
District Court to have the court determine
whether the certification is erroneous or the IRS failed
to reverse the certification when it was required
to do so. If the court determines the certification
is erroneous or should be reversed, it can order the IRS
to notify the State Department that the certification
was in error.

IRC § 7345 does not provide the court authority to
release a lien or levy or award money damages in a
suit to determine whether a certification is erroneous.
You are not required to file an administrative claim or
otherwise contact the IRS to resolve the erroneous
certification issue before filing suit in the U.S. Tax
Court or a U.S. District Court.

Payment of Taxes

If you can’t pay the full amount you owe, you can
make alternative payment arrangements such as an
installment agreement or an offer in compromise
to have your certification reversed.

If you disagree with the tax amount or the certifica-
tion was made in error, you should contact the phone
number listed on Notice CP 508C: 1-866- 519-4965
(International callers: 1-267-941-1004). If you’ve already
paid the tax debt, please send proof of that payment to
the address on the Notice CP 508C.

If you recently filed your tax return for the current
year and expect a refund, the IRS will apply the refund
to the debt and if the refund is sufficient to satisfy your
seriously delinquent tax debt, the account is considered
fully paid.
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Passport Status

If your U.S. passport application is denied or your U.S.
passport is revoked, the State Department will notify
you in writing.

If you need your U.S. passport to keep your job, once
your seriously delinquent tax debt is certified, you
must fully pay the balance, or make an alternative
payment arrangement to have vyour certification
reversed.

Once you've resolved your tax problem withthe
IRS, the IRS will reverse the certification within 30
days of resolution of the issue and provide notification
to the State Department as soon as practicable.

Travel

If you're leaving in a few days for international travel,
need to resolve passport issues and have a pending
application for a U.S. passport, you should call the
phone number listed on Notice CP 508C - If you already
have a U.S. passport, you can use your passport until
you're notified by the State Department that it has been
revoked.

If your passport is cancelled or revoked, after you're
certified, you must resolve the tax debt by paying the
debt in full, making alternative payment arrangements
or showing that the certification is erroneous.

The IRS will reverse your certification within 30
days of the date the tax debt is resolved and provide
notification to the State Department as soon as practi-
cable.
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. Life Insurance Basics

Life insurance is an agreement between you (the insured)
and an insurer. Under the terms of a life insurance policy,
the insurer promises to pay a certain sum to a person you
choose (your beneficiary) upon your death, in exchange for
your premium payments. Appropriate life insurance coverage
may provide you with a feeling of confidence, since you
know that those you care about should be financially
protected after you die.

. The many uses of life insurance

One of the most common reasons for buying life
insurance is to replace the loss of income that would
occur in the event of your death. When you die and your
paychecks stop, your family may be left with limited resources.
Proceeds from a life insurance policy make cash available to
support your family almost immediately upon your death. Life
insurance is also commonly used to pay any debts that you
may leave behind. Life insurance can be used to pay off
mortgages, car loans, and credit card debts, leaving other
remaining assets intact for your family. Life insurance proceeds
can also be used to pay for final expenses and estate taxes.
Finally, life insurance can create an estate for your heirs.

Life Insurance Basic

. How much life insurance do you need?

Your life insurance needs will depend on a number of
factors, including whether you're married, the size of your
family, the nature of your financial obligations, your career
stage, and your goals. For example, when you're young, you
may not have a great need for life insurance. However, as you
take on more responsibilities and your family grows, your
need for life insurance increases.

There are plenty of tools to help you determine how
much coverage you should have. Your best resource
may be a financial professional, although there is no
assurance that working with a financial professional will
improve results. At the most basic level, the amount of life
insurance coverage that you need typically corresponds to
your answers to these questions:

« Whatimmediate financial expenses (e.g.,debt repayment,
funeral expenses) would your family face upon your
death?

« How much of your salary is devoted to current
expenses and future needs?

+ How long would your dependents need support if you
were to die tomorrow?

« How much money would you want to leave for
special situations upon your death, such as funding
your children’s education, gifts to charities, or an
inheritance for your children?




Since your needs may change over time, you’ll need to con-
tinually re-evaluate your need for coverage.

- How much life insurance can you afford?

How do you balance the cost of insurance coverage
with the amount of coverage that your family needs?
Just as variables determine the
of coverage that you need, many factors determine
the cost of coverage. The type of policy that you choose,
the amount of coverage, your age, and your health all
play a part. The amount of coverage you can afford is tied to
your current and expected future financial situation,
as well. A financial professional or insurance agent could help
you select the right insurance coverage.

several amount

- What's in a life insurance contract?

A life insurance contract is made up of legal provisions,
your application (which identifies who you are and your
medical declarations), and a policy specifications page

that describes the policy you have selected, including
any options and riders that you have purchased in return
for an additional premium.
describe  the conditions, rights, and
obligations of the parties to the contract (e.g., the grace
period for payment of premiums, suicide and incontestability
clauses).

Provisions

The policy specifications page describes the amount to
be paid upon your death and the amount of premiums
required to keep the policy in effect. Also stated are any
options added to the standard policy.
Some riders include the waiver of premium rider, which allows
you to skip premium payments during periods of disability;
the guaranteed insurability rider, which permits you to raise
the amount of your insurance without a further medical
exam; and accidental death benefits. The insurer may add an
endorsement to the policy at the time of issue to amend a
provision of the standard contract.

riders and

Note: Appropriate life insurance coverage may provide you with a
feeling of confidence, you care about should be financially protected
after you die.
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. Types of life insurance policies

The two basic types of life insurance are term life and
permanent (cash value) life. Term policies provide
life insurance protection for a specific period of time
(subject to the claims-paying ability of the insurer). If you die
during the coverage period, your beneficiary receives
the policy death benefit. If you live to the end of the term, the
policy simply terminates, unless it automatically renews
for a new period. Term policies are available for periods
of 1to 30 years or more and may, in some cases, be renewed
until you reach age 95. Premium payments may be increasing,
as with annually renewable 1-year (period) term, or level
(equal) for up to 30-year term periods.

Permanent insurance policies provide protection for
your entire life, provided you pay the premium to
keep the policy in force (subject to the claims-pay-
ing ability and financial strength of the insurer).

Premium payments are greater than necessary to provide
the life insurance benefit in the early years of the policy, so
that a reserve can be accumulated to make up the
shortfall in premiums necessary to provide the insurance
in the later years. Should the policyowner discontinue
the policy, this reserve, known as the cash
returned to the policy owner, subject to applicable
surrender or early withdrawal charges. Permanent life
insurance can be further broken down into the following
basic categories;

value, is

+ Whole life: You generally make level (equal) premium
payments for life. The death benefit and minimum
cash value are predetermined and guaranteed. Any
guarantees a sociated with payment of death benefits,
income options, or rates of return are based on the
claims-paying ability and financial strength of the insurer.

« Universal life: You may pay premiums at any time,
in any amount (subject to certain limits), as long as
policy expenses and the cost of insurance coverage are
met. The amount of insurance coverage can bechanged,
and the cash value will grow at a declared interest rate,
which may vary over time.

- Variable life: As with whole life, you pay a
level premium for life. However, the death benefit and
cash value fluctuate depending on the performance
of investments in what are known as subaccounts.
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A subaccount is a pool of investor funds professionally
managed to pursue a stated investment objective.
The policyowner selects the subaccounts in which
the cash value should be invested.

+ Variable universal life: A combination of universal
and variable life. You may pay premiums at any time,
in any amount (subject to limits), as long as policy
expenses and the cost of insurance coverage are
met. The amount of insurance coverage can be
changed, and the cash value goes up or down
based on the performance of investments in the
subaccounts.

. Your beneficiaries

You must name a primary beneficiary to receive the
proceeds of your insurance policy. You may name a contingent
beneficiary to receive the  proceeds if your primary
beneficiary dies before the insured. Your beneficiary may
be a person, corporation, or other legal entity. You
may name multiple beneficiaries and specify what
percentage of the net death benefit each is to receive.
You should carefully consider the ramifications of your
beneficiary designations to ensure that your wishes
are carried out as you intend.

Generally, you can change your beneficiary at any time.
Changing your beneficiary usually requires nothing more than
signing a new designation form and sending it to
your insurance company. If you have name someone
as an irrevocable (permanent) beneficiary, however,
youwill need that person’s permission to adjust any of the
policy’s provisions.

. Where can you buy life insurance?

You can often get insurance coverage from your employer
(i.e., through a group life insurance plan offered by your
employer) or through an association to which you belong
(which may also offer group life insurance). You can also
buy insurance through a licensed life insurance agent or
broker, or directly from an insurance company.

Any policy that you buy is only as good as the company

Life Insurance

that issues it, so investigate the company offering you the
insurance. Ratings services, such as A. M. Best, Moody’s, and
Standard & Poor’s, evaluate an insurer’s financial strength.
The company offering you coverage should provide you
with this information.

Note: Variable life and variable universal life insurance policies are
offered by prospectus, which you can obtain from your financial
professional or the insurance company. The prospectus contains
detailed information about investment objectives, risks, charges, and
expenses, as well as the underlying investment options. You should
read the prospectus and consider this information carefully before
purchasing a variable life or varable universal life insurance policy.

Life insurance products are not guaranteed by the FDIC or any other
government agency; they are not deposits of, nor are they guaranteed
by, any bank or savings association.
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- Comparison of Type of Life Insurance

5 9 N . 9 Variable

Premiums increase at

Level Flexible Level Flexible
each renewal
Usually renewable
Coverage until at least age 70; for For life For life For life For life
some policies,up to age 95
Guaranteed May be guaranteed, Guaranteed May be guaranteed,

depending on policy depending on policy

Guaranteed . .
. ] ) Can be increased or decreased;
B P « . Canbeincreased or Varies relative to cash } ’
May increase with dividends - varies relative to cash value
decreased value investment returns -
investment returns
Guaranteed Not Not
Guaranteed minimum
interest rate guaranteed guaranteed
Cash value None ) .
Varies based Fluctuates with Fluctuates with
May increase with dividends* ) subaccount subaccount
on interest rates
performance performance
Yes Yes Yes Yes

Policy loans
allowed?

Not applicable

May be able to borrow up to
100% of total cash surrender
value less annual loan interest

Same as whole life, but

usually available at low-

er net interest rate (i.e.,
pay the interest rate

Same as whole life, but
usually available at lower
net interest rate (i.e., pay

the interest rate and

Same as whole life, but usually
available at lower net interest rate
(i.e., pay the interest rate and get

rate and get a credit back to i get a credit back to the a credit back to the policy)
the policy) policy)
Not applicable No Yes No Yes

Insurer determines
guaranteed cash value and
declares divdends based on

performance of its

general investment
portfolio*

Insurer determines
cash value interest
crediting rates based
oncurrent interest rate
returns to the company

Cash value account
growth depends upon
the investment
performance of the
subaccounts you choose

Cash value account
growth depends upon
the investment
performance of the
subaccounts you choose

Cash value account

growth No cash value account

Note: Any guarantees associated with payment of death
benefits, income options, or rates of return are subject to the
claims-paying ability and financial strength of the insurer. Policy
loans and withdrawals will reduce the policy’s cash value and
death benefit and may cause the policy to lapse. Withdrawals
may be subject to surrender charges and income tax, and a 10%
penalty may apply to withdrawals from a modified endowment
contract if made under age 59%.

Note: Variable life and variable universal life insurance
policies are offered by prospectus, which you can obtain from your
financial professional or the insurance company. The prospectus
contains detailed information about investment objectives,
risks, charges, and expenses, as well as the underlying invest-
ment options. You should read the prospectus and consider this
information carefully before purchasing a variable life or variable
universal life insurance policy.

*Dividends are not guaranteed.
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. How Traditional Whole Life Insurance Works

£ Premisms

B Policy
Arnaumnl

ENCradil

1. The premium you “pour in” is fixed for the life of the
policy. As you age, the cost of insuring your life increases.
However, your premium stays the same, because the
company projects this expense in advance and factors it into
the premium at the onset.

2. As you pay your premium, the insurance company
deducts all of its expenses, premium taxes, and the cost of pure
insurance (net amount of risk coverage), or mortality cost.

3. The remainder of your premium represents a portion of the
insurance company’s investment portfolio. Your cash value
account is credited with a fixed amount (predetermined by your
contract) at the end of each premium period.

4. Like water in a tank, the level of your cash value rises over
time.

- Life Insurance

Insurance Company
Gaviral Acsouind

B Campany Expansas
ard Cost of Punz
I ranoe

5. As the cash value increases, the amount of risk coverage (or

pure insurance) in the policy decreases.

6. When you die, your beneficiary receives the “full tank” of the
policy amount, which is the sum of the cash value and the pure

insurance.

7. You may take a policy loan in an amount not to exceed the
policy’s cash surrender value less the annual loan interest.
Repayment replenishes your cash value, but there may be a tax
liability if the policy terminates before the death of the insured.
Any loan balance outstanding (plus interest due) at the time of

your death would be deducted from the policy amount.




. How Variable Life Insurance Works

& Premisms

B Cradis

Cash Value
Bizcaniant

Sub-Accoisnt
Invesbments

1. The premium you “pour in” is fixed for the life of the policy.
As you age, the cost of insuring your life increases. However,
your premium stays the same, because the company projects
this expense in advance and factors it into the premium at the
onset.

2. As you pay your premium, the insurance company
deducts all of its expenses, premium taxes, and the cost of pure
insurance (net amount of risk coverage), or mortality cost.

3. The remainder of your premium is credited to your cash value
account.

4. You choose the subaccounts in which your cash value is
invested. These accounts are securities-based, though many
policies offer a fixed account option.

5. Growth in your subaccount investments can “pump up” your
cash value.
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6. With the potential for growth comes the possibility
of loss. If your investment choices perform poorly, much
of your cash value could go “down the drain.”

7. However, as long as you pay your premium, your policy
amount will be guaranteed for the minimum amount (stated in
your policy), regardless of the investment performance of your
cash value account.

8. You may take policy loans in an amount not to exceed the
policy’s cash surrender value less the annual loan interest. Re-
payment replenishes your cash value, but there may be a tax
liability if the policy terminates before the death of the insured.
Any loan balance outstanding (plus interest due) at your death
is deducted from the policy amount paid to your beneficiary.

Note: Variable life insurance policies are offered by prospectus,
which you can obtain from your financial professional or the
insurance company. The prospectus contains detailed information
about investment objectives, risks, charges, and expenses,
as well as the underlying investment options. You should read
the prospectus and consider this information carefully before
purchasing a variable life insurance policy.
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. How Universal Life Insurance Works

30

) Pramiums

) Sales Expense
and Prémium Tax

EVDriher Expansas
aned Cost of Pune
(TR e

1. You decide (up to limits regulated by federal tax law) when
and how much premium payment to “pour in.” The minimum
premium is based on insurance company expenses, premium
taxes, and the cost of pure insurance for your policy.

2. As you pay your premium, the insurance company deducts
its sales expenses and premium taxes.

3. The remainder of your premium is credited to your cash
value account. Each month, the company charges this account
for its other expenses and the cost of pure insurance (net
amount of risk coverage), or mortality cost.

4. Your cash value earns interest at a rate that fluctuates
based on the rates earned by a segregated portfolio within the
insurance company’s general account. A minimum (guarateed)
interest rate will be stated in your policy.

Life Insurance

Insurancs Company
Gamnsral Aocount

Podicy Aimaisnt

(@ Reduscad Policy
Amount

Poalicy
Lo

5. If the company’s portfolio earns more than the guaranteed
interest rate, the company credits the excess interest to your
policy.

6. If your remaining cash value is not sufficient to cover
expenses and the cost of pure insurance, and you do not
pour in more premium, the policy amount may then have to
be reduced, or your policy will lapse. This would be similar to
crushing the container at the top.

7. You may take a policy loan in an amount not to exceed the
policy’s cash surrender value less the annual loan interest.
Repayment replenishes your cash value, but there may be a
tax liability if the policy terminates before the death of the
insured. Any loan balance outstanding (plus interest due) at
your death is deducted from the policy amount paid to your
beneficiary.




. How Variable Life Insurance Works

) Premiums

€} Zales Expense
anel Praimaum Tax

E) Orther Expenses
and Cost of Pure
ImEurance

O Sub-Account
Invesiments

1. You decide (up to limits regulated by federal tax law) when
and how much premium payment to “pour in.” The minimum
premium is based on insurance company sales expenses,
premium taxes, and the cost of pure insurance for your policy.

2. As you pay your premium, the insurance company
deducts its sales expenses and premium taxes.

3. The remainder of your premium is credited to your cash
value account. Each month, the company charges this account
for its other expenses and the cost of pure insurance (net
amount of risk coverage), or mortality cost.

4. You choose the subaccounts in which your cash value is
invested. These accounts are securities-based, though many
policies offer a fixed account option.

5. Growth in your subaccount investments can “pump up” your
cash value.
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6. With the potential for growth comes the possibility of loss. If
your investment choices perform poorly, your cash value could
go “down the drain.”

7. If your remaining cash value is not sufficient to cover
expenses and the cost of pure insurance, and you do not pour
in more premium, the policy amount may then have to be
reduced, or your policy will lapse. This would be similar to
crushing the container at the top.

8. You may take a policy loan in an amount not to exceed the
policy’s cash surrender value less the annual loan interest.
Repayment replenishes your cash value, but there may be a
tax liability if the policy terminates before the death of the
insured. Any loan balance outstanding (plus interest due) at
your death is deducted from the policy amount paid to your
beneficiary.

Note: Variable life insurance policies are offered by prospectus,
which you can obtain from your financial professional or the
insurance  company. The prospectus contains detailed
information about investment objectives, risks, charges, and
expenses, as well as the underlying investment options. You should

read the prospectus and consider this information carefully before
purchasing a variable life insurance policy.
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Pass Through Entity Deduction

Pass through Entity Deduction

ZE| HES US| AIAL

Bruce B. Choi, CPA
703-256-7600,
brucechoi@hotmail.com

- L7} 199A deduction & g4 =7}

Section 199A

(a) In general - In the case of a taxpayer other than a corporation,
there shall be allowed as a deduction for any taxable year an
amount equal to the sum of -

“Taxpayer’ means any person subject to a tax under the applicable
revenue law (7701(a)(14). “Corporation” includes associations,
joint-stock companies, and insurance companies.

Corporation 2 H|Q[gt 2E HMXIES deduction 2 EH24 UC
Corporation O|2} &tX[2t= pass- through entities & Z<0]|
199A deduction 2 224 QUCt TI2{L} wage income O|L}
corporation income £ 199A deduction € B2 QiCt

JLL

A rr

B 0itt deduct w84 it

199A(a)
(1) The lessor of -
(A) the combined qualified business income amount of the

taxpayer, or (B) an amount equal to 20 percent of the excess
(if any) of—

(i) the taxable income of the taxpayer for the taxable year, over

(ii)the sum of any net capital gain (as defined in section 1(h)),
plus the aggregate amount of the qualified cooperative
dividends, of the taxpayer for the taxable year, plus

(2) the lesser of—

(A) 20 percent of the aggregate amount of the qualified
cooperative dividends of the taxpayer for the taxable year, or

(B) taxable income (reduced by the net capital gain (as so
defined)) of the taxpayer for the taxable year.

The amount determined under the preceding sentence shall not
exceed the taxable income (reduced by the net capital gain (as
so defined)) of the taxpayer for the taxable year.

?le| LS CHA| dYstH Ch3at 2Tt
Combined Qualified Business Income (QBI)

OR

20% of (taxable income-(net capital gain + aggregate of qualified
cooperative dividends + (lesser of 20% of aggregate of qualified
cooperative dividends OR (taxable income-net capital gain))))
(CHEE2| A= taxable income - net capital gain ¥Zdo=z
Ol &HEICh




$100,000 qualified business income
$100,000 long-term capital gain $ 30,000 deduction
199A deduction 2 $14,000 O|C}t

20% of $100,000 = $20,000 > 20% of $70,000 ($170,000 -
$100,000) = $14,000

O QBI ZAUA Lt Y AYOL| S HE2

- What is combined qualified business income?

199A

(b)COMBINED QUALIFIED BUSINESS INCOME AMOUNT
For purposes of this section—

(1IN GENERAL The term “combined qualified business income
amount” means, with respect to any taxable year, an amount
equal to—

«  (A) The sum of the amounts determined under paragraph
(2) for each qualified trade or business carried on by the
taxpayer, plus

«  (B) 20 percent of the aggregate amount of the qualified
REIT dividends and qualified publicly traded partnership
income of the taxpayer for the taxable year.

(c)QUALIFIED BUSINESS INCOME For purposes of this
section—

(1IN GENERAL

The term “qualified business income” means, for any taxable
year, the net amount of qualified items of income, gain,
deduction, and loss with respect to any qualified trade or
business of the taxpayer. Such term shall not include any
qualified REIT dividends, qualified cooperative dividends, or
qualified publicly traded partnership income.

Combined qualified business income = QBlI + 20% of
aggregate amount of qualified REIT dividends and qualified
publicly traded partnership income O|LC} .
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. Modifications to Limit Based on Taxable Income

(b)(3)(B)Phase-in of limit for certain taxpayers
()In general If—

+ (1) the taxable income of a taxpayer for any taxable year
exceeds the threshold amount, but does not exceed the
sum of the threshold amount plus $50,000 ($100,000 in
the case of a joint return), and

(I the amount determined under paragraph (2)(B)
(determined without regard to this subparagraph) with
respect to any qualified trade or business carried on by
the taxpayer is less than the amount determined under
paragraph (2)(A) with respect such trade or business

Taxable Income O] $157,500- $207,500 (MFJ £ $315,000-
$415,000) 2! A< phase-in limitation 0] M &&IC}.

(b)(3)(B)(ii) Amount of reduction the amount determined
under this subparagraph is the amount which bears the same
ratio to the excess amount as—

(I) the amount by which the taxpayer’s taxable income for
the taxable year exceeds the threshold amount, bears to

(11) $50,000 ($100,000 in the case of a joint return).

(iii)Excess amount For purposes of clause (ii), the excess
amount is the excess of—

« (I) the amount determined under paragraph (2)(A)
(determined without regard to this paragraph), over

« (II) the amount determined under paragraph (2)(B)
(determined without regard to this paragraph)

Limitation 2 (b)(2)(A) 2t (b)(2)(B) HC} ZSHolgt
HMEE|0 limitation amount £ ((b)(2)(A) - (b)(2)(B)) multiplied
by Ratio calculated from (b),(3),(B),(ii)O|LC}.
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. Limitation Based on Wages and Capital

Combined QBI £ 7|Atst & deduction £ dtoz{™ It 5fLto| 2t
=0| Q.

(b)(2)DETERMINATION OF DEDUCTIBLE AMOUNT FOR
EACH TRADE OR BUSINESS

The amount determined under this paragraph with re-
spect to any qualified trade or business is the lesser of—

(A) 20 percent of the taxpayer's qualified business
income with respect to the qualified trade or business

or

(B) The greater of—

+ (i) 50 percent of the W-2 wages with respect to the qual-
ified trade or business,

or

+ (ii)The sum of 25 percent of the W-2 wages with respect
to the qualified trade or business, plus 2.5 percent

of the unadjusted basis immediately after acquisition

of all qualified property.

Deduction 2 4= Q= 22 each qualified trade or business
HE A ==, 212 199A(b)(2)(A) 2F 199A(2)(B)E
H|wal| M2 ZMU0| deductible amount O|C}. 199A(b)(2)(A) =
QoA MR 199A(2)(B) = W-2 2| 50% L} &Z2| 25%
+ 2.5% 9| acquisition of qualified property & I 2 Z°oH0|C}.

O: A = HUEHEZ LLC 0|E2=2 7IX|1L ULt 2018 HGHE A
ol A= $800,000 0|11
W-2 =¢in

ZA=9| unadjusted basis = $10,000,000 O|C}

017|M deductible amount = $160,000 O|C}

25% of W-2 + 2.5% of $10M =$250,000 > 50% of W-2 = $0
OR 20% of $800,000 = $160,000

Pass Through Entity Deduction

. Qualified Trade or Business

O|Xl= qualified trade of business 7} £ QIX| 20t X}

(d)QUALIFIEDTRADEORBUSINESSForpurposesofthissection—

(DIN GENERAL The term “qualified trade or business” means
any trade or business other than—

« (A) a specified service trade or business, or

(B) the trade or business of performing services as an
employee.

(2)SPECIFIED SERVICE TRADE OR BUSINESS The term
“specified service trade or business” means any trade or
business—

+ (A) which is described in section 1202(e)(3)(A) (applied
without regard to the words “engineering, architecture,”)
or which would be so described if the term “employees
or owners” were substituted for “employees” therein, or

(B) which involves the performance of services that con-
sist of investing and investment management, trading,
or dealing in securities (as defined in section 475(c)(2)),
partnership interests, or commodities (as defined in sec-
tion 475(e)(2)).

UHMoZ BE MYUXME SE5HK|Dt a specified service trade
or business 2} performing services as an employee & A=
ZEE[X| b=Ct

0i7|M 2|7t Folsfo} &2 “specified service” O|Ct.
Section 1202(e)(3)(A) off HA|El 742, services in the fields of
health, law, engineering, architecture, accounting, actuarial
science, performing arts, consulting, athletics, financial
services, brokerage services or any trade or
where the principal asset of such trade or business is the
reputation or skill of 1 or more of its employees O|C}

business

J2iLt 0] list Ol engineering 2} architecture 2 199A(d)(2)
(A) Ol MA|SCHZ of|2|Ct. =, engineering I} architecture 2
qualified trade or business O|LC}.

A - S0| specified service trade or business 0| 0f[2]=
C|

30 0%

.

(d)(3) EXCEPTION FOR SPECIFIED SERVICE BUSINESSES
BASED ON TAXPAYER’S INCOME




(A) IN GENERAL If, for any taxable year, the taxable income
of any taxpayer is less than the sum of the threshold amount
plus $50,000 ($100,000 in the case of a joint return), then—

(B) APPLICABLE PERCENTAGE For purposes of subparagraph
(A), the term “applicable percentage”, means, with respect to
any taxable year, 100 percent reduced (not below zero) by the
percentage equal to the ratio of—

(i) The taxable income of the taxpayer for the
taxable year in excess of the threshold amount, bears
to

+ (ii) $50,000 ($100,000 in the case of a joint return).

SPECIFIED SERVICE TRADE OR BUSINESS €X[2t=
TAXABLE INCOME (199A DEDUCTION £ = &tsiX| 42 =)

O] THRESHOLD AMOUNT £ EX| &2™ 199A DEDUCTION 2
Hi2A  QICt THRESHOLD AMOUNT = 199A(E)(2)(A) Of

YA|Z|RAR0| $1575000] ZF0|A| HEE[H{ JOINT FILING
ZA=0{2t $315,000 0| MEEIC}

okl 199A DEDUCTION £ Z3&5HX|2%2 TAXABLE INCOME O]
$157,500 - $207,500 JOINT FILING ¥ Z< $315,000 - $415,000
0|™ PHASE-IN LIMITATION O] M&EIC},

(e) OTHER DEFINITIONS For purposes of this section—

(1) TAXABLE INCOME Taxable income shall be computed with-
out regard to the deduction allowable under this section.

(2) THRESHOLD AMOUNT

(A)IN GENERAL The term “threshold amount” means $157,500
(200 percent of such amount in the case of a joint return).

Ir 3H7}X| 2ofof etZd2 “Qualified property” O|C}

(6)QUALIFIED PROPERTY For purposes of this section:

(A) In general The term “qualified property” means, with
respect to any qualified trade or business for a taxable year,
tangible property of a character subject to the allowance for
depreciation under section 167—

« (i) which is held by, and available for use in, the qualified
trade or business at the close of the taxable year,
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+  (ii) which is used at any point during the taxable year in
the production of qualified business income, and

(iii) the depreciable period for which has not ended
before the close of the taxable year.

(B)Depreciable period The term “depreciable period” means,
with respect to qualified property of a taxpayer, the period
beginning on the date the property was first placed in service
by the taxpayer and ending on the later of—

+ (i) the date that is 10 years after such date, or

« (i) the last day of the last full year in the applicable
recovery period that would apply to the property under
section 168 (determined without regard to subsection (g)
thereof).

Qualified property = qualified trade of business O|A AL23}
£ tangible property 0|0 199A S% 9| depreciable 7|Zt2 10 &
0|11 2k recovery 7|Zt0] 10 1A 0| & ZAL0]l= Section 168 2|
recovery period Of 7|Zt0fl 2715t%| the last day of the last full
year 77}X|O|L}.

- Limitation to Wages attributable to qualified business income

(b)(4) WAGES, ETC

(A) In general The term “W-2 wages” means, with respect to
any person for any taxable year of such person, the amounts
described in paragraphs (3) and (8) of section 6051(a) paid
by such person with respect to employment of employees
by such person during the calendar year ending during such
taxable year.

(B)Limitation to wages attributable to qualified business
income Such term shall not include any amount which is not
properly allocable to qualified business income for purposes
of subsection (c)(1).

Wage limitation 2 qualified business income Y7t HK0|

Elo 2 specified service trade or business = wage limitation
2 AMSHR| =Lt
199A deduction 2 income tax U7X 2k Hk=2 4~ QI

(f)(3) DEDUCTION LIMITED TO INCOME TAXES

The deduction under subsection (a) shall only be allowed
for purposes of this chapter .
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OrX|2k o 2 199A deduction € 2025 H 12

HE0|
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ot X2 of2gez HdES H=dl Bz

chart & BH&0 EULCL

otz chart 7} =20 E|Qlomstic}

Pass Through Entity Deduction

QUALIFIED TRADE OF BUSINESS

Is taxable income over
the $157,5001/$315,0002 threshold?

Is taxable income over
the $157,5001/
$315,0002 threshold?

Phase in
Limits
on Deduction

Deduction = Lesser of:

. QBI x 20%

*  The greater of:
-W2 wages x 50%
-W2 wages x 25%

+2.5% of unadjusted

basis

Is taxable income over
the $157,5001/$315,0002 threshold?

Is taxable income over
$207,5001/$415,0002
threshold?

NO DEDUCTION

pepucTion [ PHASED
out

Deduction = Lesser of:
° QBI x 20%
° 20% of

(taxable income less net capital gains)




The next step
in simplifying your

A,

A
ALPINE

increasingly complex
life

Those with significant wealth sometimes feel that life
is becoming overly complicated by the demands of
growing their wealth, guiding a business, and

managing wealth transfer to the next generation.

Alpine Financial Services Group LLC is dedicated
in simplifying the complex issues that face business
owners by delivering guidance as a full-service

financial firm.

We give you the flexibility to build a team of specialists
coordinated by your advisor, that can include your own
trusted advisors, along with the best professional talent for

every aspect of your wealth management strategy.

RETIREMENT Alpine Financial Services Group, LLC

Head Quarters
- Qualified Plan Design and Implementation

- Non-Qualified Deferred Compensation 45 Fisenhower Drive Suite 220
- Hybrid Plan Design and Implementation Paramus, NJ 07652
201-482-8282 ext. 201

WEALTH TRANSFER

www.AlpineFSG.com

- International Wealth Transfer Strategies - . o : .
-International Asset Aquisition Strategies Our Office Locations in Partnership with

-Leveraged Asset Transfer Strategies National Financial Network, LLC

7 Hanover Square - Suite 8A, New York, New York 10004

990 Stewart Avenue - Suite 200, Garden City, New York 11530
261 Madison Avenue - Suite 1503, New York, New York 10016
109 Sanford Street, Hamden, CT 06443

1291 Boston Post Road, Suite 207, Madison, CT 06443



Pension And Investment

Business Owners, Section 199A Deduction

and Qualified Retirement Plans

Michael Rhee, CLTC ®

President

Alpine Financial Services Group LLC
Michael.Rhee@alpinefsg.com

Victor Ngai J.D., CLU ®, ChFC ®, RICP ®
Vice President Advanced Planning
President, VERTEX Advanced Planning
Solutions LLC

vngail@gmail.com

Disclosure

The information in this presentation is designed to
be general in nature and for educational purposes
only. The intended audience is financial service
professionals, CPAs and life insurance agents and
brokers. VERTEX Advanced Planning Solutions LLC,
its subsidiaries, agents, and employees do not give
tax or legal advice. The general public and clients
should consult their own tax or legal advisors regarding
their individual situations.

Tax Cuts and Jobs Act
-Legislation fast-tracked

+ House version introduced November 2 - passed
November 16

- Senate version introduced December 1 - passed
December 2

« Conference committee revision on December 15

 House passes bill on December 19; Senate on
December 20 on partisan basis

-Signed into law on December 22, 2017

Pension And Investment

-Effective date of January 1, 2018 (for most provisions)

-Many tax changes sunset December 31, 2025

Section 199A Deduction

-New Internal Revenue Code Section 199A (“QBI
Deduction”)

-20% income tax deduction on “qualified business
income” for owners of a pass-through entity (i.e.,
S corporation, partnership, limited liability company,
sole proprietorships)

« QBI is domestic business income and excludes in-
vestment interest, capital gains, commodities gains

« QBI includes rental and royalty income plus REIT
dividends and qualified publicly traded partnership
income

-Very complex provision and contains numerous re-
quirements and limitations

-“Sunsets” in 2026

-Two limitations to QBI Deduction




Tax Reform Summary - Business Taxes

First Limitation

- “Specified service trade or businesses (SSTB)” are

generally NOT eligible unless income limits are not exceeded

« SSTB is a business that performs services in the fields
of health, law, accounting, performing arts, consult-
ing, financial services, brokerage services, athletics and
actual sciences where the principal asset of the business is
the reputation or skill of its employees or owners.

- Specifically excluded from SSTB are engineers and
architects

- Some or all of the deduction may be available
to SSTB owners if total taxable income from all sources
does not exceed certain limits - $157,500/$315,000 (single/
married joint filer) phasing out at $207,500 /$415,000

Section 199A Example #1:

$100,000 of
proprietorship. Her  husband
combined total of $150,000

income from her sole
$50,000 for

-Jane makes
makes

We ignore standard deduction and other deductions.
-Jane has 199A deduction of $20,000 (20% x $100,000)
-Total taxable income is now $130,000.

-199A provides an effective top marginal rate of 29.6% [37% x
(1-20%)1

Section 199A Example #2:

-Jane is a lawyer and operates as a professional limited
liability company (PLLC)

+ Single member LLC is a disregarded tax entity
and she files a Schedule C for her business income

-Jane's business is classified as a "Specified service trade or
business.

-Jane files jointly with her spouse and their taxable income in
2018 will be exactly $415,000, consisting of $515,000 of net
profits from her PLLC and $100,000 of deductions on her Form
1040

* Includes standard deduction and other deductions

-With taxable income of $415,000, they cannot claim any
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qualified business income deduction under the rules of
Section 199A

-Jane and her husband are “at the $415,000 threshold”

Section 199A Example #3:

-Jane is a 50% partner in a law firm that generated
$500,000 in net profits. She receives her $250,000
share. Jane’s husband works as a salesman for widgets and
makes a $100,000 salary.

-They also have $40,000 of interest and dividends from their
investments.

-Their combined AGI is $390,000, assuming no other
deductions. They claim the $24,000 Standard Deduction, which
reduces their tentative taxable income to $366,000.

-As a lawyer, Jane’s business is a SSTB so she is not entitled
to take the 20% QBI deduction (which would have been
$50,000 - 20% of $250,000) unless income limits are met.

-The couple’s tentative taxable income is $366,000 which is
51% of the way through the SSTB phaseout zone ($366,000
minus $315,000 = $51,000) + $100,000 = 51%) for married
couples). As a result, they only keep 49% (49% of $50,000 =
$24,500) of their QBI deduction, which ultimately reduces their
taxable income to $366,000 - $24,500 =$341,500.

Second Limitation

-QBI deduction is limited to the greater of (i) 50% of W-2 wag-
es paid with respect to qualified trade or business or (ii) sum
of 25% of W-2 wages plus 2.5% of the “‘unadjusted basis” of
“qualified property”

Unadjusted basis of qualified property is full acquisition
cost of depreciable tangible property used in the qualified
trade or business.

-Reductions for “reasonable compensation”
« W-2salary for S corporation shareholders

“Guaranteed payments” for partners of partnerships
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Example #1

-Jane is an investor in commercial real estate and owns
and rents the properties.

-She purchased several properties for $3 million which
generates total profit to her of $400,000. She does not
pay herself a salary.

-She employs 3 people to administer the properties at a
total salary of $200,000.

-Her QBI deduction would normally be $80,000 (20%
of $400,000) before the wages limitation.

-The limitation would be the greater of $100,000 (50%
of W-2 wages); or $125,000 (25% of W-2 = $50,000)
plus (2.5% of depreciable assets = $75,000)

-The QBI deduction is limited to the lesser of 20% of QBI
or the wages limitation - or $80,000 in this case.

Planning Opportunities - Business

-Does it make sense to fractionalize your business into
more than one entity to take advantage of the Section 199A
deduction?

-Example: Manufacturing company owns plant as well
as trucks and equipment for distributing products

- Spin off plant into separate S corporation or LLC and
lease back real estate.

- Spin off trucks and equipment into separate S
corporation or LLC and contract back for services

« Fractionalization of business should be considered
anyway for asset protection purposes.

-Proposed regulations issued August 8, 2018 puts that
strategy in doubt

-Solution for SSTB owner - reduce taxable income to
meet income threshold of Section 199A.

« Purchase new equipment to take advantage of bonus
depreciation rules (does NOT apply to all businesses

Pension And Investment

+ Install a qualified retirement plan (does apply to all
businesses)-In particular, a profit sharing and/or
defined benefit pension plan

Remember This Example?

-Section 199A Example #2:

« Jane is a lawyer and operates as a professional
limited liability company (PLLC)-Single member LLC
is a disregarded tax entity and she files a Schedule C
for her business income

« Jane’s business is classified as a “specified service
trade or business”

- Jane files jointly with her spouse and their taxable
income in 2018 will be exactly $415,000,
consisting of $515,000 of net profits from her PLLC
and $100,000 of deductions on her Form 1040.

+  With taxable income of $415000, they cannot
claim any qualified business income deduction under
the rules of Section 199A

« Janeis “at the $415,000 threshold”
- Section 199A Example #2 (cont’d):

-Jane establishes a qualified retirement plan and makes
a tax-deductible plan contribution of $100,000.

-The couple’s taxable income will now be $315,000,
putting them below the threshold and Jane’s
service business income is now eligible for the 20%
deduction

-20% of $315,000 of taxable income = $63,000
deduction

Common Retirement Plans
-403(b) Plans
Also called a tax-sheltered annuity or TSA plan

+ Retirement plan offered by public schools and
certain 501(c)(3) tax-exempt organizations

« Employees save for retirement by contributing to
individual accounts




+  Maximum deferral is $18,500 for 2018 plus $6,000
catch-up for participants 50 and over

-457(b) Plan

« Available for certain state and local governments
andnon-governmental entities tax exempt under
IRC Section 501

« Employees can defer income taxation on retirement
savings into future years

«  Maximum deferral is $18,500 for 2018 plus $6,000
catch-up for participants 50 and over

SIMPLE IRA

» Savings Incentive Match PLan for Employees, allows
employees and employers to contribute to tradition-
al IRAs set up for employees.

« It is ideally suited as a start-up retirement savings
plan for small employers not currently sponsoring a
retirement plan.

+  Maximum contribution is $12,500 with $3,000
catch-up for those 50 and over.

SEP

« Simplified Employee Pension plan can provide
a significant source of income at retirement by
allowing employers to set aside money in retirement
accounts for themselves and their employees

- Funded solely by employer.

« A SEP does not have the start-up and operating
costs of a conventional retirement plan and allows
for a contribution of up to 25 percent of each
employee’s pay up to $55,000 for 2018.

403(b) Plans, 457(b) Plans, SEPs, SIMPLEs

« NOT designed for small business owners and highly
compensated employees

« Greater limitations on contributions
+ Designed for rank-and-file

« Designed for start-ups and very small businesses
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«  Few or no common law employees

« Low or fluctuating profits

- Willing to cover part-time employees

- Willing to have employer contributions 100% vested

+ Minimal administrative and maintenance expenses

Retirement Plans for Business Owners
-Profit Sharing / 401(k) Plan
-Defined Benefit Plans

* Traditional DB Plan
« Cash Balance Plan

* Fully Insured Plan
Profit Sharing / 401(k) Plan
Profit Sharing

-A profit sharing plan accepts discretionary employer
contributions.

« Allows different methods for determining each
participant’s allocation.

+ Prorata percentage of compensation

« Points based on compensation and years of service
- Integrated with Social Security

« Age based

« Cross tested

-Maximum contribution of 25% of eligible compensation
(up to $55,000 per individual)

-Maximum compensation to be considered $275,000

-Profit Sharing Plan with a Cash or Deferred
Arrangement (401(k))
« Allows employees to elect to defer compensation on

a pre-tax basis.

« May also allow employees to elect to contribute
compensation on an after-tax basis (Roth feature)
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+ May contribute up to $18,500 for 2018

+ May also contribute an additional catch-up of $6,000
(for those age 50 or older)

Candidates
« Small to moderate size businesses

» Flexible discretionary contributions

« @Goal to favor certain classes of employees

- Goal to incentivize employees via a matching
formula or through discretionary a profit sharing
formula

« Vesting schedule for employer discretionary

contributions
« Plan budget of 25% of compensation or less

- May provide higher contributions for those earning
over the Social Security Taxable Wage Base($128,400)

Defined Benefit Pension Plans - Generally

-Provides a benefit based on a fixed formula

» Fixed dollar amount
« Certain amount for each year of service

« Percentage of final average pay (e.g., highest 3 years)

-Employer assumes performance risk

+ Guarantees benefits to plan participants

-No contribution limits

» Actuarially determined
«  Must maintain minimum funding limits

«  Contributions solved for maximum benefits
allowed (i.e., $220,000 per year for 2018)

+  Maximum compensation considered is $275,000
(for 2018)

Pension And Investment

-Candidates

Older business owners (usually within 5 to 10
years of retirement)

Sole practitioners or small
operated businesses

family owned and

Few, if any, employees; employees much younger

Side businesses (e.g., consulting, independent Board
fees, speaking fees, royalties, residuals, etc.)
with

High income earners with

self-employment income

spouses

High income; income greater than needed for
lifestyle expenses

Well established business with stable profits

Willing to budget more than 25% of eligible
compensation

Looking to play catch up with retirement planning
Commitment to contribute to the plan

Can have other retirement plans (e.g., layer on top of
profit sharing/401(k) plan)

Substantial benefits can be provided and accrued
within a short time - even with early retirement (re-
sulting in greater deductions)

Employers can contribute (and deduct) more than
other retirement plans

Plan provides a predictable benefit

Vesting can follow a variety of schedules from im-
mediate to spread out over seven years

Benefits are not dependent on asset returns

Plan can be used to promote certain business strat-
egies by offering subsidized early retirement ben-
efits

Most costly type of plan

Most administratively complex plan
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Types of Defined Benefit Pension Plans

-Traditional

« Expresses the pension as a monthly single life
annuity commencing at Normal Retirement Age
(NRA)

« Tends to have higher contributions as the
participant nears NRA

 Contributions typically invested in equities and
employer contributions can vary dramatically

+ Some of the contributions can be invested in
cash value life insurance

-Cash Balance

- Expresses the pension as a hypothetical account
balance or lump sum amount

« Contributions are wusually based upon a
percentage of salary plus an interest credit

+ Benefits can be segregated based upon job
classification

-Fully Insured

+ Funded exclusively with annuities or a combination
of annuities and cash value life insurance contracts

« Uses the guarantees of the annuity and insurance
contracts and therefore no market risk

« More conservative assumptions typically result in
larger contributions to fund benefit

Comparison lllustrated contributions for a single participant plan

Current Age Retirement Age Salary* Profit Sharing Defined Benefit

45 65 $275,000 $55,000 $93,889
50 65 $275,000 $61,000 $142,465
55 65 $275,000 $61,000 $238,843
60 65 $275,000 $61,000 $269,073

*Max compensation that can be considered is $275,000
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Pension And Investment
Putting it Together - Example 1

Assumptions:

* Johnisa CPA

+ Single, Age 50

« Sole Proprietor

* No full-time employees

* Annual earnings of $250,000

* No formal retirement plan

Income $250,000 $250,000
Contribution $0 $97,500
Quialified Business Income $250,000* $275,000
8199A Deduction (20%) $0 $30,500
Net Income $250,000 $122,000
Tax $63,190 $23,570
Tax Savings $0 $39,620

* Exceeds income threshold of $157,500 and phaseout limit of $207,500 (for single filer)

**Below income threshold of $157,500

Putting it Together - Example 2

Assumptions:

* Johnis a physician

*  Married, Age 62

+ Owns practice as a S corporation
* Has 4 full-time employees

« Annual earnings of $620,000

* Has a profit sharing plan
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Profit Sharing Cash Balance Total

Compensation S S —
Contribution | DB Plan Contributions Contributions

Dr. John 62 $275,000 $14,876 $283,261 $298,137
EMPLOYEES 65 $275,000 $61,000
#1 27 $20,000 $1,480 $550 $2,030
#2 34 $39,000 $2,886 $550 $3,214
#3 25 $21,000 $21,000 $550 $2,104
#4 30 $36,000 $2,664 $550 $3,436
TOTAL FOR
$116,000 $8,584 $2,200 $10,784
EMPLOYEES
TOTAL COMPANY $391,000 $23,460 $285,461 $308,921
“ No Defined Benefit PlanPlan With Defined Benefit Plan
Income $620,000 $620,000
Contribution $23,460 $308,921
Qualified Business Income $596,540* $311,079*%*
§199A Deduction (20%) $0 $62,216
Net Income $596,540 $248,863
Tax $162,393 $48,306
Tax Savings $0 $114,087

* Exceeds income threshold of $315,00 and phaseout limit of $415,000 (for married filing jointly)

**Below income threshold of $315,000

Conclusion

* You help your client qualify for the §199A deduction and save on current income taxes

* You help your client save for future retirement
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Business Valuation Approaches and Challenges

Business Valuation Approaches and Challenges

Andrew M. Park

)
"

=y © CPA/CFF/CGMA, CFE, CVA,

N Certified Forensic Accountant
Andrew M. Park, CPA, P.C.
212-804-6277
apark@andrewparkcpa.com

DISCLAIMER

Views expressed in these written materials and in the related
live presentation do not necessarily reflect the professional
opinions or positions that the presenters would take in an
actual assignment, or in providing litigation support services
in connection with an actual litigation matter.

Nothing contained in these written materials, or as orally
expressed in the related presentation, shall be construed to
constitute the rendering of appraisal advice; the rendering of
legal advice; the rendering of an expert opinion; the rendering
of an opinion as to the propriety of taking a particular
position; the rendering of any other professional opinion or
service; or the creation of any attorney-client relationship.

Litigation support services are necessarily fact-sensitive.
Therefore, the presenters urge participants to apply their
expertise to particular fact patterns that they encounter, or
to seek competent professional assistance as warranted in the
circumstances.

- Estate and gift tax Sale/Purchase of a business
« Litigation setting (ie: shareholder dispute, divorce, etc.)
- Planning (ie: estate, potential sale of a business)

« Stock transfer

THREE COMMON VALUATION APPROACHES

1. Income
2. Market
3. Cost

APPROACHES

The Asset approach methods seek to determine the business
value based on the value of its assets. The idea is to determine
the business value based on the fair market value of its assets
less its liabilities.

@ bacall |

"This really is an innevative approach, but I'm afraid
we can't consider it. I's never been done before.”

« Based on the cost to replace or re-create the asset

«  Businessis worth more onit’s net assets than the earnings




+ Common for investment holdings companies

« Under a going concern premise, which method is
appropriate?

« Can an asset approach be greater than an income
approach or a market approach?

« Asset values might be overstated?
» Check your normalizations

How do you deal with real estate which is owned by
the business?

« Operating v. Non-Operating
+ ldentify normalization adjustments
« Use of a real estate appraiser

+ Use of outside experts

Identification of excess or non-operating assets
« Cash
+ Accounts receivable
* Inventory
« Related Party Loans
* Investments

+ Cash Surrender Value of Life Insurance

INCOME APPROACH

+ The business is valued based on the net cash flows
generated discounted to present value

» Business financial projections
- Capital expenditures
« Capitalization rate

»  Growth rate
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« Terminal growth rate

A dollar received in the future is worth less than a dollar

received today
Discounted cash flows (“DCF”)
period capitalization of (“cCCF)

« Single earnings

DISCOUNTED CASH FLOWS USE OF PROJECTIONS

«  When is it appropriate to use?
« Common mistakes made by valuators in a DCF?
+ Management’s projections and forecasts

« Challenges in litigation

CAPITALIZATION OF HISTORICAL EARNINGS
Normalizing ongoing cash flow and EBITDA

« Cash flows v. Net income
- Estimating capitalization rate

« Estimating long term terminal growth rate

COST OF CAPITAL

»  Build-up method

«  Duff and Phelps

+ Risk Free rate

+ Equity Risk Premium

+ Size Premium

* Industry Risk Premium

« Company Specific Risk
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MARKET APPROACH

The Market approach based valuation methods
establish the business value in comparison to
historic sales involving similar businesses

Based on arms-length transactions of comparable
businesses

An asset is worth what other, similar assets are
worth

Similar descriptions, size, profitability, EBITDA,
sales, discretionary earnings

Benefits: Easy to understand, real estate

Weaknesses: Historical sales, management infor-
mation unknown

VALUATION 1

Litigation setting - Shareholder dispute
Shareholder buy-out - 15% equitable interest

Company provides entertainment and
recreational services

Company was formed 25 years ago
Management's forecast available
Forensic work required

Real estate - Land

VALUATION 2

Non-litigation setting

Buy - sell purpose

Wholesale / retail business

51% interest

25 - 30 year historical numbers available

Management forecasts available - How reliable are
they?

* The Company had positive historical earnings. Is
the past indicative of the future?

Business Valuation Approaches and Challenges

VALUATION 3

+ Estate tax purpose
« Laboratory facility

* Business has significantly declined in the year of
death

+ Management's projections are gloomy - Are they
biased?

*  How reliable are management's forecasts?

+ Historical numbers indicate above average growth
rate. Recent year was their worst year.

« Validate!

VALUATION 4

+ Divorce litigation

*  Physical fitness facility

+  50% interest

* Management's forecasts not available

« Historical numbers indicate positive earnings
+ Expensive equipments

* Market approach considerations?
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A bank you can trust w

CERTIFICATE OF DEPOSIT...:5w,
v

Bankrate.com and

Bauer-financial have rated
New Millennium Bank

5 Star Bank

“Superior”

Based on Profitability &
Asset Quality

on their
2018 Bank Survey
222 Bridge Plaza South Suite 400 1620 Lemoine Avenue 209-25 Northern Blvd 312Fifth Avenue 3rd Floor 57 Livingston Avenue 136 Broad Avenue 3235 Satellite Blvd., Bldg. 400, Suite 300
Fort Lee, N 07024 Fort Lee, N) 07024 Bayside, NY 11361 New York, NY 10001 New Brunswick, NJ 08901 | Palisades Park, N) 07650 | Duluth, GA 30096
201-585-6090 201-944-1110 347-836-4914 212-239-1023 732-729-1100 201-944-1983 770-291-2198
** Super £ n " ‘ time with fter. The Minimum daily balance required to dvertised APY i5$10,000.00 but th ily balance $100.00is required to avoid
assnmdys‘avhemamﬂm emir foraccounts with daﬂyba(maofsmwmamammwsmummm&mmmummmm StperSavhgsAmmmdnmthavedebitwdsord\edt

wtﬁ'sg ) Wmms&&»ﬁaﬁmﬂqﬂeﬂm limits. As1smmdum -applies for each withdrawal or transfer out in exceed of six, We use the daily collected balance method to calculate interest on the account. This method applies a daily periodic rate
) ipal in the accou discontinued without notice and other restrictions may apply. Fee may reduce earnings.
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408-315-1720

Mobile

Email
jkim1720@yahoo.com

mycpacha@gmail.com

g3l ZE4Y
San Francisco  #7|&t John Kim 408-245-6636
Los Angeles X} M2 James Cha 213-383-1127 213-234-5580
Georgia 0|&®  SDamianLee 770-232-1864 404-388-5801 sang.leesangcpa@gmail.com
Washington, D.C. 228  JosephY.Kwak  703-354-1115 703-624-3331 kwakemail@gmail.com
Michigan Z|5d Daniel D Choi 248-946-4042 734-392-4477 vitnari2013@gmail.com
North Carolina =5&  Andrew Hong 336-218-7000 336-740-0600 andrew.hong@hongcpa.com
Seattle ol o= £ Sam Ahn 253-528-0040 425-443-5848 samahnsm@gmail.com
Philadelphia A5H  Seungbum Shin  215-885-6900 267-984-7973 ssshin@bradvisor.com
Dallas H2M Steve Pak 214-366-3413 508-246-7694 swoonpak@yahoo.com
New York AMP Eric S Kang 212-714-2370 201-638-0587 eric@eycpafirm.com
£=MEZ  SunghoonSon  773-463-0700 773-732-9752 sohncpa@usataxsaving.com

Chicago
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Platinum Sponsor

oo
ALPINE

Alpine Financial Service Group

Gold Sponsor
F MassMutual - Consultants Inc
‘FINAICIA[GROUP‘ .
Fraser Financial Group
Silver Sponsor

IA Hanmi Bank

Bronze Sponsor

N4

New Millennium
B A N K

Membership Sponsor

South California &38| | Greater Washington DC &3] | lllinois 2| | Greater New York &3]
| ZEQMCPA | ZAMIEICPA | ZRSCPA | LESICPA | MRIECPA | SMMCPA | AT CPA
| O|SZCPA | O|AIZICPA | ZHEHCPA | Z|SQICPA | Z[HZCPA | Z|EH5|CPA
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- 434 (Jon Kim)

X}I%iﬂfﬂl g % l/ SEARE == A QiU

P 2EAIE » HEAE ralY EAE TS I HILIT i?lﬂi (401K. Pension Plan)
PRTY He £Xt 3 22| P UEEY » 7| USEY ) EHAS

»UZES pH|F2| Tl 715UCRT) N EMAE! ) CHE} SixEE *é?il

»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
https:/fadvisors.massmutual.com/fjong-kim
HE4
Jongsik (Jon) Kim, FSCP, LUTCF, FSS, CLTC
F MassMutual Financlal Services Certified Professional
‘ Investment Advisor Representative
FINANCIAL GROUP® Certified In Long-Term Care

Fraser Financial Group Special Care Planner
CA Lic.#0638640

Fraser Financial Group M3 29 CIA8E 0lR+= 28 Hul2 2B Masachusetts Mutual Life Insurance 2| 202 F.4-82)2) 0| MALRA LHAN ABYS A My~
EE §ei2f A EdC 0iARA Y2 2N S0E AYAR A B B2 SRR 7, |9, 397 E DU FR] T TR0l CHITH SN0 1YY HUHE 2R

S| FAURO| SIS HULCH ORAFAE MRS AHNA 2RSS YN STE R e S AT slsUd
*MassMutual Financlal Group |s a marketing name for Massachusatts Mutual Life insurance Company (MassMutuaf) and its affilated companias and sales reprasentatives.
B383 Wilshire Bivd., Suite 600, Beverly Hills, CA B0211, (32319658300 Insurance offered fhwough MassMutual and other fine companies.



Consultants Inc.sss

Technolo onsultants for Tax &Accounting Professionals

ledge You Can Trust
e

-

N\ THOMSON REUTERS <
\\ ) Vo . LRSS
'V Ve 3 SN - \i

UltraTax= 41€H0| Ofl TipQlL|C}

UltraTax is The Highest Rated Professional Tax Software 2009-2015

(according to the tax software survey conducted by the Journal of Accountancy and Tax Advisors)

* Used by over 93% of all practicing Korean CPAs and EAs in greater NY area
* Used by over 180 practicing Korean CPAs in California
* Used by 7 out of 10 largest Korean CPA firms in the US

- Consultants Inc. & £3t0] UltraTax Program 3115t 22 A5t 712 3|8 woi 4 qiaLct

©

Seamless
Integration

Easy
Data Sharing

Smooth
Transition

7=

PN -

i \ A N

‘Q@ i)
N,

- Consultants Inc.

333 Sylvan Ave., Suite 210 Englewood Cliffs, NJ 07632 Tel: 201-568-2928  Fax:201-399-2850  Mitchell Kang (O] Z}) Direct: 201-232-0394




The next step
in simplifying your

D,

o
ALPINE

increasingly complex
life

Those with significant wealth sometimes feel that life
is becoming overly complicated by the demands of
growing their wealth, guiding a business, and

managing wealth transfer to the next generation.

Alpine Financial Services Group LLC is dedicated
in simplifying the complex issues that face business
owners by delivering guidance as a full-service

financial firm.

We give you the flexibility to build a team of specialists
coordinated by your advisor, that can include your own
trusted advisors, along with the best professional talent for

every aspect of your wealth management strategy.

RETIREMENT Alpine Financial Services Group, LLC
Head Quarters
- Qualified Plan Design and Implementation

- Non-Qualified Deferred Compensation 45 Fisenhower Drive Suite 220
- Hybrid Plan Design and Implementation Paramus, NJ 07652

201-482-8282 ext. 201

WEALTH TRANSFER www.AlpineFSG.com

- International Wealth Transfer Strategies c . q . .
-International Asset Aquisition Strategies Our Office Locations in Partnership with

- Leveraged Asset Transfer Strategies National Financial Network, LLC

7 Hanover Square - Suite 8A, New York, New York 10004

990 Stewart Avenue - Suite 200, Garden City, New York 11530
261 Madison Avenue - Suite 1503, New York, New York 10016
109 Sanford Street, Hamden, CT 06443

1291 Boston Post Road, Suite 207, Madison, CT 06443



