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LETTER FROM THE

MANAGING PARTNER

Dear Friends,
It is a pleasure to present to you Sensiba San Filippo’s (SSF) 2019 Spotlight Magazine. Before you peruse
some of our most influential articles of the year, I would like to take this moment to share with you some of
the highlights and milestones that have blessed the Firm in 2018.
2018 marked a year of political and economic uncertainty — particularly in the tax world. The passing of
the Tax Cuts and Jobs Act (TCJA) resulted in many questions, a lot of research, and most importantly, a
commitment to bringing clarity and insight to our clients. Education has been a pillar of SSF culture since
its founding, and in the wake of tax reform our staff seized the opportunity to learn and understand the
multitude of ways these new rules would affect our clients, our Firm, and our community. As we enter
2019 and the first full post-TCJA tax year, we are eager to help our clients utilize these new rules to their
fullest benefit.
In May 2018, SSF reached a significant milestone in our cultural identity when we became the first
accounting firm in California to become a certified B Corp. This coveted designation places SSF among a
vetted group of companies committed to being a force for good in the world of business. The certification
process required a rigorous assessment of the Firm’s values, mission, practices, governance, social
impact and environmental stewardship. Through our service to others, our commitment to integrity, and
our dedication to sustainability, we exist to better the lives of those we touch directly. Indirectly, we strive
to be a positive catalyst for good in the global community. Becoming a B Corp reaffirms our fundamental
values and helps us better assess how our core values align with our daily operations while always
looking for areas of improvement. As we continue to grow, this certification is a promise to ourselves and
the community that we will incrementally increase our commitment to the community while continuing to
decrease our environmental footprint.
Operationally, I am pleased to report that SSF has continued its path of organic growth, including the
addition of Suki Mann and Brandon Scripps to the Partner group in May. Suki joined the Firm as an
associate in 2006 and has since grown to become the leader of the Firm’s Employee Benefit Plan Audit
practice. Suki also works with the Firm’s venture-backed technology clients on revenue recognition and
other industry-specific needs. Also having joined SSF as an associate in 2006, Brandon rapidly grew his
career and found his stride as the leader of the Firm’s Wine and Craft Brew practice. Brandon specializes
in financial reporting for manufacturing, distribution, agriculture and construction companies. We are thrilled
to have both of these outstanding professionals join the Partner group and we all look forward to watching
them take this next step in their careers.

Corp and S Corp taxation. Monic has proven herself an invaluable leader and asset to the Firm and we look
forward to seeing her flourish in this new capacity.
In addition to reaching our growth goals, we are also proud to have been recognized for several awards in
2018. We were named one of the Greater Bay Area’s Healthiest Employers by HealthiestEmployers.com
for the eighth year in a row, and, thanks to our clients, won Inavero’s Best of Accounting Award for excellent
client service for the second consecutive year. We were also honored with the California Society of CPAs
Public Service Award. We are eternally grateful and humbled to be recognized for upholding our values and
mission of creating a better workplace and community.
While 2018 brought many momentous milestones for the Firm, it was also a year of great sadness when
we unexpectedly lost our devoted friend and Founder, Steve San Filippo. Every quality that has shaped the
Firm’s success is a direct reflection of Steve’s leadership, values, unapparelled friendship and philanthropy.
40 years ago, SSF was born in Steve’s home, and it is because of his exceptional nature and extraordinary
legacy that we stand where we are today. There will forever be a part of the Firm missing, however, we vow
to honor his memory every day in the way we serve our families, communities and clients. We dedicate this
edition of Spotlight Magazine to our dear friend and mentor.
On behalf of SSF, thank you for the continued role you have played in our story. We look forward to the
growth 2019 has in store for us all. We welcome your feedback, so please do not hesitate to contact me
with questions, comments, or ways in which we can better serve you and our community.

Warmest Regards,
John Sensiba

Additionally, in June we were pleased to announce the appointment of Partner, Monic Ramirez, to Tax
Partner-in-Charge. Monic has spent more than fifteen years working with closely-held businesses of all
sizes and has built her expertise in multi-state taxation, consolidated and foreign operations, as well as C
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WHO WE ARE
and what makes us a DIFFERENT kind of accounting firm

At Sensiba San Filippo (SSF), we believe in providing our clients with more than just a tax strategy or
compliance report — we believe in helping people reach their goals and rest better knowing that they have
someone on their side. We help families plan for their financial future, assist businesses in reaching their
revenue goals, and we support CEOs and business owners with backend tasks so they can focus on their
passion. When our clients worry less about their financial and tax matters, they have more time to do the
things they love — that’s when we know we have done our job.
Our firm includes 16 partners and approximately 170 additional professionals across the Bay Area,
including: Pleasanton, San Francisco, San Jose, San Mateo, Fresno and Morgan Hill. Our size ensures
that each office maintains the nimbleness to offer specialized services designed for our clients and their
industries while creating meaningful relationships within the community they work and serve.
A Certified B Corp

Proactive Communication

To put it simply, SSF exists to help people. We aim to use our
professional and personal skills to better the lives of our families,
our communities, our clients and our colleagues. Similarly, we are
also dedicated to constantly improving our Firm’s practices to create
a more positive impact on our social and environmental footprint.
That’s why we have become a Certified B Corporation, a new type of
business dedicated to being a force for good in the business world.
The certification required a rigorous assessment of the Firm’s social
and environmental performance, accountability, and transparency. Not
only does the B Corp certification help us better assess how our core
values are aligned with our daily operations, it also helps us ensure
that we are constantly improving the way we serve our local and global
community.

We believe that the key to ensuring our clients are well prepared for
future growth starts with collaboration and communication. We find
that having proactive discussions and planning strategy meetings
enhances our ability to help our clients reach their fullest potential while
actively seeking ways to maintain future success and navigate potential
hurdles. Our proactive approach means that we do not wait to solve
problems; we work to prevent them.

Commitment to a Long-Term Relationship

An International Reach

We are proud to say that SSF has one of the highest client retention
rates in the industry. In fact, 35% of our clients have remained with
us for over 10 years. Over the years we have helped entrepreneurs
grow their start-ups into flourishing businesses, worked with families
to plan and create a healthy financial future, and we have helped
multi-generational businesses successfully transition their cherished
business to the next generation. We believe that trust is earned, and
we value the opportunity to prove to our clients that we are ready to
serve them for years, and oftentimes generations, to come.

In order to better serve our clients with international business
endeavors, SSF maintains an active role in Morison KSi, a global
network of professional service firms with a presence in over 80
countries. Morison KSi was formed to offer its members a network
of trusted resources for accounting, consulting, legal, and taxation
services as well as referrals to local service providers. SSF has
cultivated strong relationships with member firms around the world
so that we can support our client’s global needs on an immediate
basis. Additionally, SSF Tax Partner, Bill Norwalk, is our dedicated
global liaison within the Morison KSi network and serves as the North
American Director to Morison KSi’s international board.
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WHAT WE DO

SSF CONSULTING (Client Accounting Services “CAS”)

ASSURANCE
SSF’s assurance team provides compilation, review and audit services for the benefit of company
management as well as to provide the reliable, standardized, accurate reports to interested stakeholders
— its creditors, investors, vendors, or even potential acquirers. Our professionals will help you to prepare
and proactively anticipate what stakeholders will need as they assess your company, and to best prepare a
response to any questions or feedback.
		
Risk Assurance Services
Our Risk Assurance Services group assists clients in increasing the reliability and consistency of
information produced by their business processes and IT systems. Our practice assists companies in
establishing processes and controls necessary for assurance of information reported to both internal and
external stakeholders. Services include:
•
•

SSAE 16 (SOC 1)
SOC 2 & 3

•
•

WebTrust
HIPAA Compliance

•
•

ISO/IEC 27018 Compliance
GDPR Compliance

TAX
SSF’s tax team works with clients to find appropriate solutions to maximize their tax benefits and savings.
When it comes to tax planning, clients need more than technical guidance from their service advisors. Our
firm takes a combined approach of delivering specialized technical expertise in our client’s industry as well
as a deep understanding of our client’s specific circumstances. Services include:
• Business Tax Planning & Compliance			
– Multi-State Tax
– Research & Development and Government Incentives
– Exit Strategy Development and Implementation
– Domestic & Foreign Entity Structuring
• Private Wealth Planning & Compliance
– Estate Tax Planning & Compliance
– Real Estate Transactions
– Stock Option Planning
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Our CAS teams support small and medium sized businesses and not-for-profits in variety of verticals,
including software, consumer products, healthcare and not for profits. We use best in class cloud software
solutions to produce accurate and timely financial information for decision making. We focus on your goals
and design solutions to help you achieve them. From transaction level processing to virtual controllership
and virtual CFO, we provide a flexible, customized solution to meet your specific business needs today and
in the future. Our onboarding process begins with an assessment of your current state, remediation and
clean-up of historical data, documentation of policies and procedures and transitioning to ongoing monthly
support. Services include:
•

•
•

Full outsourcing of the accounting function,
including transaction level processing and
payroll
Cash flow forecasting and budgeting
Cost accounting review/support

•
•
•
•

Chart of accounts review
Virtual CFO and virtual Controller
Technical accounting consultations
Preparation of financial statements

Family Office
Our family office services range from planning and administration, to monitoring and compliance. We
function as your personal Chief Financial Officer, overseeing the many aspects of their personal financial
world, while also assisting with more targeted goals such as succession planning and philanthropic
strategies. Services include:
•
•
•
•

Tax planning, advisory and compliance
coordination
Financial analysis monitoring (including bill pay)
Cash flow planning, management and opportunity
Consolidated online investment performance
reporting

•
•
•
•
•

Implementation of trust, estate and gift strategies
Organizing estate planning
Managing multiple advisors
Philanthropic planning and organization
Family governance and coaching

Risk Advisory Services
SSF’s Risk Advisory Services group delivers a wide range of integrated services to help clients meet their
compliance needs. We can augment or fully outsource your internal audit function and Sarbanes-Oxley
(SOX) compliance efforts, working directly with management and your auditors. We provide practical and
realistic solutions to mitigate risks and enhance the overall quality of your system of internal controls.
From risk assessments and selection of controls, to audits, testing, remediation and reporting, we have
you covered every step of the way. Our approach and documentation has passed the scrutiny of the Big 4.
Services include:
•
•
•
•
•

SOX compliance
Outsourced Internal Audit
Internal control assessments
IPO preparation
Financial close assessments

•
•
•
•

Royalty/CAM compliance
Enterprise risk assessments
Loan compliance
Process improvement assessments
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Technology Solutions
Growing businesses are built on solid financial management. Accounting systems that produce timely and
accurate information and that can integrate with other software packages that you use in your business are
the cornerstone to achieving efficiency in your finance organization and preparing you for growth. When
coupled with a cloud-based software package that can streamline your financial close, enhance internal
controls and provide visibility to management, you have a recipe for sound management of your finance
organization. That is why we have teamed up with Sage Intacct, LimeLight and Blackline.

•
•
•
•
•

Cloud based accounting system
Only accounting system to receive seal of approval from the AICPA
One source of the truth
Access to information when you need it and how you want it with secure cloud accounting
Unparalleled Dashboard and reporting capabilities

•

This cloud based platform gives you real-time planning, forecasting and reporting with your
existing ERP
Easy to learn, LimeLight looks and feels like Excel, but with the added critical features you
need: Dashboards, workflow, change control and much, much more
ERP Agnostic, this software can be integrated with your current systems
Moves what you previously managed in Excel into a single workspace that automatically
consolidates financial and operational data for immediate analysis
Collaborate across departments in real time, forecast as needed and track planning progress

•
•
•
•

•
•
•
•

Cloud based platform for accounting and financial close automation
Recognized by Gartner as a Leader
Streamlines the financial close process through the automation of workflows and streamlining
the management of period end accounting and financial reporting activities
Standardizes and automates the reconciliation process, minimizing the risk of material errors
and misstatements

We continue to evaluate the cloud base technology that we bring to clients. Current offerings include bill.
com, Avalara, Expensify, and Nexonia.
Strategic and Advisory
SSF Consulting has a group of seasoned CFO advisors available to assist companies across a wide
range of transactions, including M&A on both the buy and sell side of the transaction. SSF Consulting can
advise you through the process ensuring that decisions are made with your best interests in mind. Services
include:
•
•
•
•
•
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Business plan preparation
Forecasting / Modeling
Quality of Earnings analysis
Due diligence / Target assessment
Offer evaluation

•
•
•
•

Integration
NOL leverage / planning
System selection
Transaction negotiation
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HOW TAX REFORM AFFECTS
INDIVIDUAL FILERS
Monic Ramirez

N

ow that the Tax Cuts and Jobs Act has
officially been passed, it’s time to start thinking
about how these tax changes will affect taxpayers.
Below is a brief overview of what’s in the tax bill
and how individual taxpayers may be affected by
the changes. It’s important to note that although
these changes go into effect in 2018, they are set to
sunset (or expire) in the year 2026.
Income Tax Rates and Brackets
The new reform preserves seven brackets of tax
rates for individuals: 10%, 12%, 22%, 24%, 32%,
35%, and 37%. If we were to compare the old and
new tax brackets, it is clear that most taxpayers
will be able to enjoy lower tax rates. High earners
(those over $500,000 for single and over $600,000
for married couples filing jointly) will cap out at 37%
under the new law as opposed to 39.6% under the
old law. While that’s good news for a lot of folks,
remember that these new tax rates are set to expire
as of December 31, 2025.
Some middle class taxpayers may experience their
tax rate going up under the new law — this mostly
affects single taxpayers in the range of $157,000
- $200,000 income, whose rate will go up to 32%
(previously 28%).
Note that the “marriage penalty” is still present in
the new tax law. Single taxpayer’s top rate of 37%
starts at $500,000, but for married taxpayers filing
jointly, it starts at only $600,000 (rather than $1M,
which, like all other tax brackets, would be double
that of single taxpayers).
Standard Deduction
The standard deductions are increased to:
•
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$12,000 for single individuals and married
individuals filing separately

•
•

$18,000 for heads of household
$24,000 for married individuals filing jointly
(including surviving spouses)

No change under the new law to the additional
standard deduction for elderly or blind
The rule remains the same that the taxpayer
can choose to deduct the greater of the above
mentioned standard deduction or the sum of
itemized deductions.
Under the new law, more of the low-income
taxpayers will benefit by falling into a 0% bracket.
The increased standard deduction will “bump” more
taxpayers into claiming the standard deduction
rather than itemizing, which creates less record
keeping burden on taxpayers.
Personal Exemptions
Personal exemptions are eliminated under the
new law. As a tradeoff, the Child Tax Credit was
increased as well as the refundable portion of the
credit was increased to offset the elimination of the
personal exemption.
Note that taxpayers earning more than $200,000
(single) and $400,000 (married filing jointly) do not
get to enjoy the benefit of the offset as they are
unable to claim these credits due to high income.
Kiddie Tax
The tax on certain children with unearned income
(the “kiddie tax”) is carried out as follows: the child’s
taxable income attributable to earned income is
taxed under the rates for single individuals, and the
child’s taxable income attributable to net unearned
income is taxed according to the brackets applicable
to trusts and estates. This rule applies to the child’s
ordinary income and his or her income taxed at
preferential rates. In a nutshell, under the new

law, the child’s tax is no longer affected by the tax
situations of the child’s parent(s).
Carried Interests
Beginning 2018, the Act effectively imposes a 3
year holding period requirement in order for certain
partnership interests received in connection with
the performance of services (”carried interests”)
to be taxed as long-term capital gain. If the 3
year holding period is not met with respect to an
applicable partnership interest held by the taxpayer,
the taxpayer’s gain will be treated as short-term gain
taxed at the ordinary income rates.
This affects General Partners and Managers of
Venture Capital, Private Equity, and/or Hedge
Funds, etc. who are actively participating
in investment activity of Funds and receive
compensation in the form of greater capital gain
allocation on investment, which is linked to the
success of those investments.
The purpose of this provision is to close the
“loophole” on carried interest (which is the percent
of investment gains) that is arguably considered
compensation for services and for assuming certain
risks associated with investment management. As
such, carried interest will be subject to a 3 year
holding period, in which case some of the gains
would be reclassified as short term gains and taxed
at ordinary tax rates.
Gambling Loss
The limitation on wagering losses has been modified
to provide that all deductions for expenses incurred
in carrying out wagering transactions (including
travel), and not just gambling losses, are limited
to the extent of gambling winnings. Previously,
there was no limit and individuals were allowed to
generate a new loss.
State and Local Tax (SALT) Deduction
The state and local tax deduction (SALT) is limited
to $10,000 when combined with the property tax
deduction. Taxes for foreign real property are not
deductible.
Prepayment provisions prevent a taxpayer from

advance payment of income taxes. The payment
will be deductible in the year the income tax was
imposed. Simply put, a taxpayer can no longer
benefit from paying income taxes accessed for
2019 in 2018. This provision does not apply to
prepayment of property taxes but is still subject to
the $10,000 limitation. This will mostly impact high
earning taxpayers living in high-tax states as there
are very few offsets that are available to them.
Mortgage Interest Deduction
The deduction for home mortgage interest is limited
to interest up to $750,000 ($375,000 for married
taxpayers filing separately) of home mortgages and
no deduction is allowed for interest on home equity
debt.
This lower limit will not apply to home loans incurred
before December 15, 2017, these home loans (not
including home equity loans) will be grandfathered.
This means that there is a “binding contract”
exception wherein the taxpayer who entered the
contract before December 15, 2017 to close on the
residence before April 1, 2018, is subject to the old
rule of mortgage interest on a loan of up to $1M.
Medical Expense Deduction
As of January 1, 2018, medical expenses will be
subject to 7.5% of adjusted gross income (AGI) until
December 31, 2018 for all taxpayers, not just 65
years or older. After December 31, 2018, the rules
revert back to a 10% floor.
Alimony Deduction
Alimony is no longer deductible by the paying
spouse and will no longer be includible in income
of the spouse receiving the payment. This is
likely to benefit the spouse receiving alimony, and
there will be no benefit for the spouse paying the
alimony. This provision only applies to divorces after
December 31, 2018 and will not affect taxpayers
already divorced or those whose divorce will be
finalized by the end of the year.
Individual AMT
Alternative Minimum Tax (AMT) remains in effect
as of January 1, 2018, but with higher exemption
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amounts that are set to expire as of December 31,
2025. Bottom line is that AMT will apply to less
people and kick in at higher income levels.
Personal Casualty and Theft Losses
This deduction has changed in that taxpayers may
still deduct losses (fire, flood, or similar) only if the
loss occurred during an event that the President
declares to be a disaster.
Charitable Contributions
For charitable
contributions made
after December 31,
2017 and before
January 1, 2026,
the 50% limitation
for an individual’s
cash contributions
to charities is
increased to 60%.
Contributions
exceeding the
60% limitation are
generally allowed to
be carried forward
and deducted for up
to five years, subject
to the later year’s
ceiling.
Child Tax Credit
The child tax credit
is increased from $1,000 to $2,000. The income
levels at which the credit phases out has increased
to $400,000 for married taxpayers filing jointly and
$200,000 for all other taxpayers. The amount of
the credit that is refundable has also increased to
$1,400 per qualifying child. The earned income
threshold for the refundable portion of the credit
is decreased from $3,000 to $2,500. In addition, a
$500 nonrefundable credit is provided for qualified
non-child dependents.

qualifying health insurance plan or be subject to a
penalty (unless they qualify for an exemption). The
new law reduces the penalty to zero, theoretically
reducing the amount of healthy individuals signing
up for coverage. This is expected to result in higher
premiums for those who do not qualify for premium
subsidies.

also known as 529 accounts) may be rolled over to
an ABLE account without penalty. The rolled-over
amounts are counted towards the overall limitation
on amounts that can be contributed to an ABLE
account within a tax year, and any amount rolled
over in excess of this limitation is includible in the
gross income of the distributor.

Moving Expenses

Qualified Bicycle Commuting Exclusion

The deduction for moving expenses has been
suspended, with the exception of select members
of the Armed
Forces. Additionally,
the exclusion
for qualified
moving expense
reimbursements is
also suspended,
except for members
of the Armed Forces
on active duty (and
their spouses and
dependents).

Under new tax law, the exclusion from gross
income and wages for qualified bicycle commuting
reimbursements is suspended.

Estate and Gift Tax
The Act doubles
the base estate and
gift tax exemption
amount from $5M
to $10M. The $10M
amount is indexed
for inflation occurring
after 2011 and is
expected to be
approximately $11.2M in 2018 ($22.4M per married
couple).
ABLE Account

College Athletic Seating Rights
For contributions made after December 31, 2017,
no charitable deduction is allowed for any payment
to an institution of higher education in exchange for
the right to purchase tickets or seating at an athletic
event.
Combat Zone Treatment Extended to Egypt’s
Sinai Peninsula
Members of the Armed Forces serving in combat
zones are granted a number of tax benefits,
including exclusion of certain pay and estate tax
rules. Under new tax law, the Sinai Peninsula of
Egypt is defined as a “qualified hazardous duty
area” and any member of the U.S. Armed Forces
in that combat zone is entitled to special pay under
section 310 of title 37. This benefit lasts only during
the period the entitlement is in effect.
Miscellaneous Itemized Deductions

Claiming Head of Household
Beginning in 2018, the Act expands the due
diligence requirements for paid preparers to cover
determining eligibility for a taxpayer to file as head
of household. A penalty of $500 (adjusted for
inflation) is imposed for each failure to meet these
requirements.
Student Loan Discharged on Death or Disability
For discharges of indebtedness after December 31,
2017 and before January 1, 2026, certain student
loans that are discharged on account of death or
permanent disability of the student are excluded
from gross income.
Certain Self-Created Property Not Treated as
Capital Asset
For dispositions after December 31, 2017, patents,
inventions, models or designs (whether or not
patented), and secret formulas or processes, which
are held either by the taxpayer who created the
property or by a taxpayer with a substituted or
transferred basis from the taxpayer who created the
property (or for whom the property was created), are
specifically excluded from the definition of a “capital
asset.”

The deduction for miscellaneous itemized
deductions that are subject to the 2%-of-AGI floor is
suspended.
Living Expenses for Members of Congress

ACA Individual Mandate

Achieving a Better Life Experience (ABLE) accounts
allow people with disabilities and their families
to open a tax-free savings account for qualifying
expenses. The amount that can be deposited into
an ABLE account is related to the federal gift tax
exclusion, which has been raised from $14,000 to
$15,000.

Previously, the Affordable Care Act (ACA or
Obamacare) required individuals to have a

For distributions made after December 22, 2017,
amounts from qualified tuition programs (QTPs,

For levies made after December 22, 2017 and for
certain levies made before December 23, 2017, the
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nine-month period during which the IRS may return
the monetary proceeds from the sale of property
that has been wrongfully levied upon is extended to
two years. The period for bringing a civil action for
wrongful levy is similarly extended from nine months
to two years.

For tax years beginning after December 22,
2017, members of Congress cannot deduct living
expenses when they are away from home.
Time to Contest IRS Levy

AUTHOR

Monic Ramirez

Tax Partner-In-Charge
office: 408.776.8900
email: mramirez@ssfllp.com
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TAX REFORM FOR REAL ESTATE
Gary Price

I

n December of 2017, President
Trump signed the Tax Cuts and
Jobs Act (TCJA) into law. As a
result, many Americans have
questions about how the new
tax laws are going to affect real
estate and their personal income
tax. Below is a summary of what’s
changed under the new law and
how this may affect taxpayers.
Mortgage Interest – $750K
Limitation
Under the pre-TCJA rules, you
could deduct interest on up to
a total of $1 million ($500,000
for married filing separately) of
mortgage debt used to acquire
your principal residence and a
second home (i.e., acquisition
debt and improvements debt).
You could also deduct interest
on home equity debt (i.e.,
debt secured by the qualifying
homes). Qualifying home equity
debt was limited to the lesser of
$100,000 ($50,000 for married
taxpayers filing separately), or the
taxpayer’s equity in the home or
homes.
Starting in 2018, the limit on
qualifying acquisition debt is
reduced to $750,000 ($375,000
for married taxpayers filing
separately). However, for
acquisition debt incurred before
December 15, 2017, the higher
pre-TCJA limit of $1 million
applies. The higher pre-TCJA
limit of $1 million also applies to
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debt arising from refinancing preDecember 15, 2017 acquisition
debt, to the extent that the debt
resulting from the refinancing
does not exceed the original debt
amount. This means you can
still deduct mortgage interest
up to a total of $1 million if you
acquired a mortgage acquisition/
improvement debt before
December 15, 2017 of that much.
Importantly, starting in 2018,
there is no longer a deduction for
interest on home equity debt. This
applies regardless of when the
home equity debt was incurred.
Both of these changes will last
for eight years from 2018 through
2025. Beginning in 2026, interest
on home equity loans will be
deductible again, and the limit
on qualifying acquisition debt
will be raised back to $1 million
($500,000 for married separate
filers).
Exclusion Amount on Sale of
Primary Residence
The rules for sale of principal
residence has not changed. If
you sell your primary home with
a gain, you can still exclude
$500,000 for a couple ($250,000
for single or married filing
separately) of gain from your
gross income as long as you own
and use the residence for 2 out of
a 5-year time period.

Itemized Deduction is Limited
to $10,000 for State and Local
Taxes (SALT)
Under the pre-TCJA rules,
you were permitted to claim
the following types of taxes as
itemized deductions, even if they
were not business related:
1. State, local, and foreign real
property taxes
2. State and local personal
property taxes
3. State, local, and foreign
income taxes
You could elect to deduct state
and local general sales taxes in
lieu of the itemized deduction for
state and local income taxes.
For tax years 2018 through 2025,
the new law limits deductions for
taxes paid by individual taxpayers
if the taxes are not paid or
accrued in carrying on a trade or
business. It limits the aggregate
deduction to $10,000 ($5,000 for
married filing separately). The
aggregate deduction includes the
following:
1. State and local real property
taxes
2. State and local personal
property taxes
3. State and local, and foreign,
income tax
4. General sales taxes (if
elected)

The new law completely
eliminates the deduction for
foreign real property taxes unless
they are paid or accrued in
carrying on a trade or business or
in a for profit activity.
Miscellaneous Itemized
Deduction
For tax years 2018 to 2025,
miscellaneous itemized
deductions are not allowed.
Thus, you cannot deduct
investment expenses, tax
preparation fees and legal fees
for protection of investments. If
you have Schedule C, E, or F
filings, you can work with your
CPAs/Attorneys to have them
separate their bill by personal,
rental and business. Then, you
can deduct the rental or business
fees through Schedule C, E or F.
Alternative Minimum Tax (AMT)
The alternative minimum tax
(AMT) is a tax system separate
from the regular tax that is
intended to
prevent a
taxpayer with
substantial
income from
avoiding tax liability by
using various exclusions,
deductions, and credits.
Under it, AMT rates are
applied to AMT income
determined after the
taxpayer “gives back”
an assortment of tax
benefits. If the tax
determined under these
calculations exceeds the
regular tax, the larger
amount is owed.
For tax years 2018 through
2025, the new law increases

the AMT exemption amounts
for individuals. For example,
the new exemption amount for
married filing jointly or surviving
spouses is increased to $109,400
(previously $86,200). The new
exemption amount for singles
is increased to $70,300 from
$55,400 under old law. When
the alternative minimum taxable
income (AMTI) exceeds the
exemption amount, the exemption
amount will be reduced, but not
below zero. When the AMTI
exceeds $1 million for joint
returns and $500,000 for other
taxpayers, the AMT exemption will
be zero.
This means that fewer taxpayers
will incur AMT because of an
increased AMT exemption. And,
there are no addback adjustments
for items that were major
contributions to AMT:
1. State and local tax deduction
2. Miscellaneous itemized
deductions
3. Personal exemption

seven brackets of tax rates for
individuals: 10%, 12%, 22%,
24%, 32%, 35%, and 37%. By
comparing the old and new tax
brackets, most taxpayers are able
to enjoy lower tax rates. High
net worth individuals with over
$500,000 for single filers and over
$600,000 for married couples
filing jointly will be taxed at the
maximum rate of 37% under the
new law as opposed to 39.6%
under the old law.
However, some middle bracket
taxpayers may experience their
tax rate increased. For example,
single taxpayers who have
taxable income in the range of
$157,000 to $200,000 will be
taxed at 32% (28% under old
law). If they have taxable income
from $200,000 to $400,000, they
will be taxed at 35% (33% under
old law).
Like-Kind Exchange
For exchanges completed after
December 31, 2017, the new
law eliminates all Section 1031
tax free exchanges
except for those of
real property that
is not held primarily
for sale. Thus, exchanges
of personal property and
intangible property can’t
qualify as tax-free like-kind
exchanges. However, you still
have those real estate Starker
1031 exchanges for rental
property.
Flow-Through Entity – 20%
Deduction

Individual Income Tax
Rates and Brackets
The new law retains

Under the new tax law, there is
a significant new tax deduction
that will be in effect from
2018 to 2025. It provides
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leasehold improvement property,
qualified restaurant property
and qualified retail improvement
property are eliminated and called
qualified improvement property.
Under the old rules, qualified
leasehold improvements, qualified
restaurant improvements,
and qualified retail property
improvements must have been
done at least three years after the
building was placed in service.
Now, this three year rule is
repealed.

a substantial tax benefit to
individuals with qualified business
income from a pass-through entity
(i.e. partnership, S corporation,
LLC, or sole proprietorship).
The new tax deduction is 20% of
your “qualified business income
(QBI)” from a pass-through entity
of a trade or business that is
not a “specified service trade or
business.” The maximum 20%
deduction is allowed to reduce
your personal taxable income
whether you are itemizing
deductions or taking the standard
deduction.
This new tax deduction for flowthrough income will also apply
to real property rental activity
when there is net rental income
in excess of passive activity loss
and at risk loss.
Here is the general deduction
calculation, the lesser of (A) or
(B) where:
1. Is 20% of the taxpayer’s
“qualified business income” or
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2. The deduction amount is
limited to the greater of (1) or
(2) below:
3. 50% of the W-2 wages in
connection with qualified trade
or business, or
4. The sum of 25% of the W-2
wages plus 2.5% of the
unadjusted depreciable basis
immediately after acquisition
of all qualified property (this is
the one that will be used most
for real estate)
For example, assume that the
only flow-through entity that you
have is an LLC that has net rental
income of $200,000. Your share
of interest in the LLC is 50%.
And, the unadjusted basis of your
rental building is $2 million (land
is not depreciable so it is not
included). In this example, you
do not have any employees with
W-2 wages in the LLC. You will
need to do the “A” and “B” test to
see what your deduction is.
•

“A” test: You will have passthrough rental income of
$100,000 ($200,000 x 50%
interest = $100,000). The 20%

•

deduction of the flow-through
income is $20,000 ($100,000
flow-through income x 20% =
$20,000).
“B” test: The B(1) part is
zero –> W-2 wages are $0 x
50% = $0. The B(2) amount
is $25,000 (W-2 wages $0 x
25% = $0 plus $2,000,000 x
50% x 2.5% = $25,000). The
larger of B(1) or B(2) is B(2)’s
$25,000. Since the “A” test
amount of $20,000 is less
than the “B” test amount of
$25,000, you can reduce your
personal taxable income by
$20,000.

Rental Property
The new tax law has effectively
lowered the cost of acquiring
capital assets by making
substantial changes to the income
tax rules for bonus depreciation
and other “cost recovery”
deductions.
Effective for tax years beginning
after December 31, 2017, the
existing categories for qualified

Under the new tax law, if you
make an improvement to an
interior portion of a nonresidential
building and that improvement is
done after the date the building
was first placed in service,
the improvement is a qualified
improvement property and is
depreciated over 15 years with
straight-line method. Now, you
do not need to figure out whether
the commercial building is a
leasehold situation or not. And,
you do not need to wait for three
years after the building is placed
in service in order to take the
15 years depreciable life. In the
past, if the improvement did not
fall in the above three categories,
you had to depreciate such
improvement over 39 years.
Bonus depreciation means you
can deduct a percentage of
the purchased cost of qualified
property in the first year in
which the property was placed
in service. The qualified
property includes residential and
nonresidential property that has
a recovery period of 20 years or
less, or off-the-shelf computer
software, etc.
For property placed in service
and acquired after September 27,

2017, the new law raised the 50%
bonus depreciation rate (under
old rules) to 100%. It means
that you can write off the whole
amount of property as expense
in the first year whether it is new
or used property. The bonus
depreciation is not limited by the
business or rental taxable income
or loss. The 100% deduction
will begin to phase-out starting in
2023, with a full phase-out to 0%
in 2027.
For tax years beginning after
2017, the new law expands
the Section 179 deduction to
$1 million, and the phase-out
is increased to $2.5 million.
The following improvements to
nonresidential real property are
also now qualified for Section
179 deduction: roofs, heating,
ventilation and air conditioning
property, fire protection and alarm
systems, and security systems.
Under the old rules, these
properties were required to be
capitalized.
If you use a passenger vehicle
in your rental activity, the
depreciation limitation for the
vehicle is increased as follows:
1. First year – $3,160 (old) to
$10,000 (new) in the first year
2. Second year – $5,100 (old) to
$16,000 (new)
3. Third year – $3,050 (old) to
$9,600 (new)
4. Fourth and later years –
$1,875 (old) to $5,760 (new)
Limits on Deduction of
Business Interest
The new tax law limits the
deduction for business net
interest expense for the tax year
to the sum of:

Business interest income
30% of the adjusted taxable
income, plus
Floor plan financing interest
(certain inventory), such as car
dealership
Adjusted taxable income includes
business taxable income without
regard to interest expense,
depreciation, amortization,
depletion, net operating loss, 20%
qualified business deduction.
There is an exemption from
this limitation if a business has
average gross receipts for the
previous three taxable years that
are $25 million or less (so small
businesses and small rentals
will be exempt). Real property
and farming businesses can
elect out of this rule if they use
certain depreciation methods (i.e.
ADS) to depreciate applicable
real property used in the rental
business.
The disallowed business interest
deduction amount is carried
forward to the following tax
year and becomes a part of net
operating loss carryovers.
The limits on deduction of
business interest is effective for
tax years beginning after 2017
and does not have a suspension
date. Thus, this rule is now
permanent.
Net Operating Loss
Modifications
For tax years beginning after
2017, a net operating loss is
carried forward indefinitely. You
can deduct the net operating loss
carryover from prior year but it is
limited to 80% of taxable income
in a tax year. The two-year
carryback rule under the old law
is repealed.
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New “Excess Business Loss”
Limitation
Effective for tax years beginning
after 2017, certain business
losses are no longer allowed
to be deducted in full and are
subject to limitation. This rule only
applies to pass-through entities
(i.e. S corporation, partnership/
LLC and sole proprietor), and
the limitation applies at partner,
S corporation shareholder level,
or sole proprietor level. The new
rules prevent excess business
losses from being used against
other sources of income (such
as salaries, interest, dividends,
capital gains, retirement
distributions, etc.).
The maximum excess business
loss is $500,000 for married filing
jointly taxpayers and $250,000 for
single filers. An excess business
loss is disallowed and carried
over as a net operating loss to
the following year with no carry
back allowed. This rule is now
permanent.
For example, if you sell a rental
property with a loss of $900,000,
you are only allowed to deduct
$500,000 (married filing jointly)
to reduce your other income. The
remaining $400,000 is treated
as net operating loss and carried
over to the following year.
Entity Selection – for Real
Estate
For tax years after 2017, the new
tax rate for C corporations is a
flat rate of 21%. If you have a
pass-through business, all the
flow-through income is taxed at
your personal tax rate which is
a maximum of 37%. However,
if you could qualify for the 20%

20

flow-through deduction it could
be beneficial. You will need to
do some calculations in order to
figure out which route would be
most beneficial for you.

•

Estate and Gift Tax Exemption

•

Beginning in 2018, many estates
will not be subject to 40% tax, and
the large estates will owe less tax.
The new law temporarily doubles
the amount that can be excluded
from these transfer taxes. For
decedents dying and gifts made
from 2018 through 2025, the new
laws double the base estate and
gift tax exemption amount from
$5 million to $10 million. Indexing
for post-2011 inflation, brings this
amount to approximately $11.2
million for 2018, and $22.4 million
per married couple, with some
basic portability techniques.

The State of California will
feel budget pressure because
state tax is no longer partially
subsidized by federal government
through the State and Local Tax
(SALT) deduction. California is
considering changes that will
circumvent the repeal of the SALT
deduction.

Since the exemption is
temporarily increased from 2018
through 2025, you may want
to plan to gift more real estate
during this period of time to
receive greater estate planning
benefits.
State Tax Ramifications of
Federal Tax Reform Legislation

$750,000 limit and no
deductibility of home equity
and second home mortgage
interest
Miscellaneous itemized
deductions
AMT revisions

Final Comments and Take
Aways
Provisions of TCJA are complex
and unclear in some areas:
•

•
•
•

Some provisions require
technical corrections to fix
errors
Some provisions require IRS
guidance to apply
There are many questions that
practitioners are asking
We expect some clarity over
the coming months

The State of California does not
automatically conform to the
provisions of the Tax Cuts and
Jobs Act.
California income and resulting
tax begins with federal income
and is modified for changes
or nonconformity. California
nonconformity differences
currently include (among others):
•
•

Real and personal property
tax deduction limitation
Mortgage interest limitation:
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CHARITABLE CONTRIBUTIONS ARE OVER...
OR ARE THEY?

W

Jerry Krause

ith the recent changes in the tax law, you may
hear your friends saying “well, I can no longer
get a tax deduction for my charitable contributions so I
guess I’ll stop.” Or maybe you have been thinking the
same thing. But we all know that what you hear from
friends, read on the internet or see in the news is not
always factual.
Under the new tax law, charitable contributions are
still allowed as an itemized deduction, just as they
have been in the past. Whether you actually get a
tax benefit from them is the purpose of this writing.
And I must add, you should seek competent advice
from your tax professional to discuss your particular
circumstances before utilizing any of these strategies.
Let’s start with a part of the new tax law that applies
to everyone – your “deductions.” On your return, you
can deduct the larger of your standard deduction or
your itemized deductions. The standard deduction is
a “no documentation required” flat amount you can
deduct on your return. Itemized deductions require
documentation to support the payments you actually
did make. For single folks, the standard deduction is
now $12,000, and for married folks filing a joint return,
it is now $24,000 (and even a bit higher for individuals
over a 65). Yes, what you have heard about your
property taxes and California income tax deductions
being limited to a total $10,000 deduction is true.
However, your mortgage interest expense (with certain
limitations) as well as your charitable contributions
are still deductible. So, if all of these items (taxes
up to the limitation, mortgage interest and charitable
contributions) add up to more than your filing status
standard deduction, you will still get a tax deduction for
the charitable contributions you make.
Let’s change the picture: maybe you no longer have
mortgage interest to deduct because you have
successfully “burned the mortgage.” Then you would
still have your limited $10,000 property and state tax
deduction, and if you have charitable contributions

(cash and non-cash) which added to that tax deduction
and exceed your standard deduction, you are still
getting the tax benefit of the contributions you make.
However, let’s change the picture again. Your property
and state taxes, mortgage interest and charitable
contributions just do not add up to get you over your
standard deduction. So any charitable contribution you
make does not save you anything in taxes. All is not
lost! Are you receiving distributions from an Individual
Retirement Account (IRA) which requires you to
withdraw a minimum amount each year? If so, by tying
your Required Minimum Distribution (RMD) to at least
equal your charitable giving, you can make your RMD
tax-free. By having your IRA make the contribution
directly (as a Qualified Charitable Distribution) to the
charitable organization (that is, you do not make it
out of your personal funds), the IRA distribution is not
considered taxable income to you and the charitable
contribution is not a tax deduction for you. But you do
not need it as a tax deduction because you are using
the standard deduction. No matter, the withdrawal
is still considered not taxable to you — that is, it is
tax free. As with most things tax related, the rules
and limitations surrounding a Qualified Charitable
Distribution can be complex. Seek professional
counsel and assistance before implementing this
strategy.
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CALIFORNIA COMPETES TAX CREDIT
DEADLINE IS APPROACHING

TAX STRATEGIES BEHIND DONATING
APPRECIATED INVESTMENTS

W

capital gains will be paid on the
appreciated value of the donated
stock.

Many nonprofits accept gifts of
stock/securities. To be eligible for
a charitable tax deduction for the
fair market value of the stock on
the date of the contribution, the
stock must be held for over one
year. This strategy also allows a
donation of pre-tax funds since no

Individuals who are 70 ½ or older
can make a tax-free qualified
charitable distribution (QCD).
You may give up to $100,000
per year from your IRA, but the
money needs to be transferred
directly from the IRA to the charity
in order to be tax-free. If you
withdraw it from the IRA first and
then give it to the charity, you can
deduct the gift as a charitable
contribution (if you itemize), but
the withdrawal will be included in
your adjusted gross income.

ith the new tax laws
and the market doing
especially well the past couple
of years, donating appreciated
investments provides a great way
to support a cause close to your
hearts with the bonus of some
nice tax advantages. A total win
win!

Many IRA administrators make
the process simple with online
forms to easily transfer the
money. You may also have the
option of signing up for check
writing privileges from your IRA
so that you can write the check
directly from your account to the
charity. That way, the charity
will see who the contribution
is from, and you can include
specific directions as to which
fund within the charity you’d like
to support. Otherwise, the IRA
administrator will cut a check
and send it directly to the charity,
but the charity won’t necessarily
be given clear information about
whose account it is from or what
the money is meant to support.
If your IRA administrator doesn’t
offer check writing and instead
transfers the money directly to
the charity, we recommend calling
the charity in advance and giving
them a heads up that it will be
getting a check from your IRA.
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Monic Ramirez

Megan McManus
What It Is and Why You Should
Act Fast
The high cost of doing business
in California can be challenging.
Lucky for California businesses,
a tax incentive is available to
businesses looking to come, stay
or grow their operations within
the state. For small and mediumsized businesses with recent
headcount increases or property
investments, or those who have
planned investments over the
next five years, the California
Competes Tax Credit will be
particularly enticing.
Overview

July 30, 2018 – August 20, 2018:
$70 million available
January 2, 2019 – January 21,
2019: Amount available TBD
March 4, 2019 – March 25, 2019:
Amount available TBD

•

The amount of the credit is
negotiated by the Governor’s
Office of Business and Economic
Development (GO-Biz) and
is ultimately approved by a
committee consisting of the
State Treasurer, the Director
of the Department of Finance,
the Director of GO-Biz, and one
appointee each by the Speaker
of the Assembly and Senate
Committee on Rules.

•

The California Competes
Tax Credit (CCTC) is open to
businesses of all sizes and
industries and aims to offset
state income tax. Applicants of
the grant may request up to 20%
of the $230 million the CCTC
Committee has to award to
California businesses. 25% of that
$230 million is reserved for small
businesses.

Application Details

The first application period will
start on July 30, 2018, with $70
million in tax credits available.
Starting July 30, the online
application can be accessed at
www.calcompetes.ca.gov. Two
additional periods are scheduled
in 2019, however the amounts
have yet to be announced.

The credit awards are based on
11 factors, including:
• Number of jobs created or
retained
• Compensation paid to
employees
• Amount of investment
• Duration of proposed project
and commitment to remain in
this state

The application process includes
an in-depth analysis of your
business operations, therefore
it’s important to begin examining
the information early. Expect the
process to take 3-6 weeks as
it will require business owners’
input (and likely consulting from
outsourced providers).

•

•

•
•
•

Extent of unemployment or
poverty in business area
Extent the benefit to the state
exceeds the amount of the tax
credit
Incentives available in other
states
Opportunity for future growth
and expansion
Other incentives available in
California
Overall economic impact
Strategic importance to the
state, region, or locality

Once a business applies for the
credit, GO-Biz will calculate and
compare the cost-benefit ratio
of each applicant, followed by a
more in-depth analysis of the top
applicants. From there, selected
applicants will begin negotiating
terms and conditions with GOBiz — which ultimately awards
and allocates the credit to the
businesses.
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Child support payments are not a
taxable event. The parent paying
child support will not receive a
deduction and the parent receiving
payment will not be required to pay
income tax on those payments.

DIVORCE & TAXES
Megan McManus

F

inances are the last thing you want to worry
about when going through a divorce. Splitting
assets and filing tax returns can often spur
confusion, anxiety and tension — especially when
you add newly passed tax reform into the mix. Here
are some important tax considerations heading into
2019.
Filing Status
Couples often file joint returns for the tax benefits.
Couples going through the separation process but
not yet legally divorced before the end of the year
may file jointly or separately. Once the divorce
decree becomes final, couples lose the option of
filing a joint return.

Home Sales

If the divorce is final by the end of the year, there
is the possibility of filing as head of household. In
order to qualify, the head of household must have
had a dependent living with them for more than half
the year and/or have paid for more than half the
upkeep of their home.
Dependents
Only one parent is permitted to claim a dependent
each year. Generally, the parent with custody (the
custodial parent) of the child the majority of the year
claims the dependent. The non-custodial parent
may claim the dependent exemption if the custodial
parent signs a waiver foregoing their right to claim
the dependent.

Medical
Regardless of custody, the parent that pays a child’s
medical bills after the divorce can include those
costs as a deduction on their tax return.
Tax Credits
The Tax Cuts and Jobs Act significantly increases
the child tax credit (previously $1,000 and now
$2,000). The parent claiming the dependent
exemption may be eligible to claim both the child
tax credit and the American Opportunity higher
education credit (up to $2,500), or the Lifetime
Learning higher education tax credit of up to $2,000.
For children under the age of 13, the custodial
parent may claim the child care credit for workrelated expenses. However, only the custodial
parent may claim the credit for childcare expenses,
even if the other parent claims the dependency
exemption.

Couples who sell their home
during their divorce will
likely see capital gains tax
implications. For those who have
owned and lived in their home for at least
two years out of the last five, the law generally
allows tax exemption on the first $250,000 gain on
the sale. Married couples filing jointly may exclude
up to $500,000 so long as one of the spouses
owned the residence and both resided in the home
for at least two out of the last five years. These are
referred to as the “ownership and use tests.”
Divorced couples who satisfy the ownership and
use tests may exclude up to $250,000 of the gain
on their individual tax returns. Additionally, divorced
couples who did not own or reside in the home
for more than two years may qualify for a reduced
exclusion. For example, couples who lived in the
home for one year may each exclude $125,000 of
gain.
If one spouse receives the home in the divorce
settlement and later sells the home, that person
may exclude a maximum of $250,000 gain. Any time
that the spouse owned or lived in the home prior to
divorce is included.

Payments to Ex-Spouse
Previously, alimony payments were tax deductible
by the payer spouse and includible in income by the
recipient spouse. Under new tax law, for any divorce
or separation agreement executed after December
31, 2018, alimony payments will no longer be
deductible by the payer nor be includible as income
of the payee.
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WHAT CAN AN ESTATE PLAN DO FOR YOU?
Wonsun Willey

W

hile most people know
they should consider
estate planning, it’s a topic
that often finds itself on the
backburner. A new year is a great
time to start thinking about the
future of your assets. To get you
started, here is an overview of
what an estate and trust plan can
do for you.
What is Your “Estate”?
Generally, an estate includes all
the property owned by a person
who has died (the “decedent”).
This includes not only assets,
but any outstanding liabilities
(mortgages, loans, etc.) the
decedent may have. The net

assets (what’s left after the
fulfillment of liabilities) are what
will be distributed from the estate
to your beneficiary(ies). Unless
other methods are in place, upon
death, the decedent’s estate
goes into probate — which is
the legal process that transfers
the legal title of property from
the decedent’s estate to the
beneficiaries.

Joint Ownership

Gifting

Typically joint tenancy with
rights of survivorship or, in
California and certain other
community property states,
community property with rights of
survivorship.

Gifting property and
assets out of the estate
prior to death removes the
property from the assets that
must potentially go through
probate. If gifts are numerous
or large, the donor may need to
complete a federal gift tax return
in the year of the gift.

avoids the time-consuming and
potentially costly probate process.

Probate can be both expensive
and time consuming, therefore
avoiding the probate process
can be an important component
in achieving your estate goals,
and a variety of estate planning
devices are available to assist in
achieving this effort.

Commonly available on retirement
accounts such as pension,
profit sharing, 401(k) or IRA
accounts, life insurance policies,
bank accounts, securities (stock
brokerage) accounts and vehicle
registrations.

Trusts

Other Types of Trusts

Of these commonly used vehicles,
trusts are perhaps the most talked
about, as they represent the core
of most individuals’ estate plans.
Of the trusts, the revocable living
trust is arguably the most widely
used.

A number of different (and
increasingly specialized) trusts
exist, all of which have the benefit
of keeping assets out of probate
and serve a variety of different
purposes.

Beneficiary of Payable/Transfer
on Death Designations

Revocable Living Trust
A revocable living trust is a nontaxpaying legal entity that can
hold title to property and assets
during an individual’s lifetime.
A trustee is named to manage
the trust assets according to the
trust’s terms. During his or her
lifetime, the grantor can serve
as trustee, even though the
assets belong to the trust. Upon
death of the grantor, a named
trustee can quickly settle any
liabilities of the trust and transfer
remaining trust property to the
named beneficiaries without going
through probate. In effect, the
trust functions much like a will but
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needed by the grantor
and can be set aside
permanently. Tax results
can be mixed, so check
with a qualified tax planning
professional to determine
appropriateness and impact.

Irrevocable Living Trusts
Unlike revocable living trusts,
irrevocable living trusts may not
be altered or terminated by the
grantor once the trust agreement
has been signed. Additionally,
the grantor must typically forego
ownership and control of the
trust assets and income in favor
of the trust. The benefit of this
arrangement is that the grantor
is no longer the taxable entity for
the income from the trust assets
— the trust becomes the taxable
entity. The irrevocable living trust
is often used to set aside funds
for minor children, life insurance
policies, and the like, when
trust assets are not currently

Charitable Trusts
Charitable trusts are used to set
aside assets that will ultimately
benefit charity. Some types of
charitable trusts distribute trust
assets during the grantor’s
lifetime, others are set up
to provide the grantor or the
grantor’s beneficiary(ies) with the
income stream from trust assets,
with the trust asset then reverting
to the charity upon death of
the grantor or beneficiary(ies).
Significant tax advantages can be
attained if the trusts are properly
structured. Again, consulting
with a qualified tax planning
professional is advised.
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THE KEY TO CREATING A VALUABLE
RELATIONSHIP WITH YOUR INVESTMENT ADVISER
Jerry Krause

I

t is difficult to be knowledgeable and effective in
everything we do. A very wise client once told
me, “Do what you do best, and pay someone else
to do the rest. “ That advice was true decades ago
and I believe still rings true today. Accordingly,
as investors, most of us seek the counsel and
assistance of qualified professionals in our financial
matters. In most cases, those individuals are
Investment Advisers.
On the surface, many Investment Advisers seem
similar. They list similar services, have similar
accreditations, and work in similar industries. But do
they all deliver the same value? Is one Investment
Adviser as good as the next? How can an investor
tell if he or she is truly getting the greatest value
from their service provider?
Being a truly valuable Investment Adviser requires
more than just providing specific services or
technical expertise. It requires taking the time to
understand the full picture of the investor’s personal
and financial situation. It means always doing the
right thing for the client, and hopefully in doing so,
providing that client with peace of mind. A strong
and trusting relationship is the foundation for valueadded delivery.
What are the differentiating factors you should
be looking for in a relationship with your
Investment Adviser?
• Is your Investment Adviser a true “fiduciary”?
A fiduciary is required to put your needs ahead
of any others, providing you with advice and
recommendations that are unbiased, conflictfree, and based solely on your individual needs.
If your advisor is a Registered Investment
Adviser (RIA), they are legally required to be a
fiduciary. Keep in mind that many brokers and
agents are not required to be a fiduciary and
may not be required to put your interests first.
• How is your Investment Adviser compensated?
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Typically, RIA fees are based upon a percentage
of your assets under their management, and
the percentages can vary. If financial planning
is offered, a predetermined or hourly charge
may be assessed for such services. A broker
or agent adviser will typically be compensated
by sales commissions on trading activity and/or
referring proprietary products. Because RIAs do
not generally earn anything when an investment
is bought or sold and are incentivized to have
client assets grow under their management,
they are apt to be keenly focused on costs and
utilization of lower cost investments.
What is the scope of the services offered?
• An RIA and a broker/agent adviser will create
and manage your investment portfolio. Best
practice requires that the adviser have an
initial meeting with you (and your spouse,
if applicable) to learn about your overall
financial position, family situation, goals
and objectives, as well as past and current
investment experiences before any specific
investment recommendations are made. This
should be a discussion built on an open and
continuing dialogue to ensure your goals
and the adviser’s advice are, and remain, in
alignment.
• Financial planning may be offered; however,
be wary of a planner who wants to create an
excessively thick report projecting the next
forty years with no regard to life’s inevitable
changes. Financial planning is critical, and
an affective plan should be nimble and
flexible enough to address life’s changes
and unforeseen opportunities or challenges.
This can be addressed with interactive tools
that allow you to view your investments in
real time, manage spending, set goals to
track progress toward financial objectives,
and create “what if” scenarios around future
financial decisions. The information should

•

be available to you and your adviser in real
time and in a collaborative manner.
Tax services may also be available. What
better way to understand someone’s current
financial and life situation than to actually
generate their tax compliance documents?
The process requires annual and ongoing
interaction between you and the advisory firm
and provides the opportunity for frequent,
up-to-date information. In addition, this
relationship should include an annual review
of your estate and trust matters to ensure
that your documents are in accordance with
not only current tax laws, but also adhere to
your current wishes and desires.

Aside from checking all of the above boxes,
what would make your Investment Adviser a true
“trusted adviser”? First and foremost, your trusted
adviser should be looking out for you and your
best interests. That means proactively identifying
opportunities and avoiding potential mishaps.
A trusted adviser should listen to their client’s
concerns and be creative and proactive in finding
solutions. In addition, as with any trusted friend
or cohort, a trusted adviser must be willing to
disagree with the client. A trusted adviser should
feel confident in alerting their client of any potential
mistakes or missteps — open communication is
the key to ensuring the client is presented with
a cohesive view of any situation. Finding the
perfect Investment Adviser for your needs can be
a challenging feat. It will take some research and
effort to find the right person with the right qualities.
By utilizing the thoughts above, I hope you will
succeed in establishing a long-term relationship
with a “trusted” Investment Adviser and find financial
peace of mind.

TRUST.
EXPERIENCE.
FLEXIBILITY.

Maximize
your potential.
• Life Planning
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• Financial Review
• Investment Planning
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TAX RELIEF AVAILABLE FOR CALIFORNIA
FIRE VICTIMS

RECORD RETENTION

Greg Brown

V

ictims of wildfires ravaging
parts of California in Butte,
Los Angeles and Ventura counties
can qualify for tax relief under
the federal government’s major
disaster declaration for the state,
the Internal Revenue Service.
The emergency declaration
will give residential or business
taxpayers additional time for
select tax filings due before April
30, 2019. For instance, certain
deadlines falling on or after
November 8, 2018 and before
April 30, 2019, are granted
additional time to file through
April 30, 2019. This includes 2018
individual income tax returns
and payments normally due on
April 15, 2019. It also includes
the quarterly estimated income
tax payments due on January 15,
2019 and April 15, 2019 and the

quarterly payroll and excise tax
returns normally due on January
31, 2019. It also includes taxexempt organizations that operate
on a calendar-year basis and had
an automatic extension due to run
out on November 15, 2018.
The IRS says if an affected
taxpayer receives a late filing
or late payment penalty notice
from the IRS that has an original
or extended filing, payment or
deposit due date that falls within
the postponement period, the
taxpayer should call the telephone
number on the notice to have the
IRS abate the penalty.
Affected taxpayers are
automatically identified within
the covered disaster area, but
affected taxpayers who reside or
have a business located outside

the covered disaster area must call
the IRS disaster hotline at
866-562-5227 to request this tax
relief.
Additional information about who
qualifies for disaster recovery can
be found at disasterassistance.gov.

Monic Ramirez
How Long Should You Keep Business Records?
Every business knows the importance of good record keeping, but just how long do you need to hold onto
certain documents? Maintaining adequate records of your business transactions is important for not only
tax purposes, but also to serve as a safeguard against unexpected litigation down the road. Here’s an
overview of what documents you should keep and for how long.

3 years

Property appraisals

Permanent

7 years

Property records

Permanent

Purchase orders

7 years

Permanent

Receiving sheets

3 years

end

1 year

Financial statements-other

Requisitions

7 years

Sales records

7 years

Permanent

Savings bond records-

7 years

records

7 years

Employment applications

3 years

Expense analysis &

Audit reports

Permanent

distribution schedules

Bank reconciliations

1 year

Financial statements-year

Bank statements

7 years

important

office:
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Physical inventory tags

Accident reports & claims

Canceled checks -

Tax Partner

3 years

7 years

Accounts receivable ledger 7 years
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Petty cash vouchers

Time

Accounts payable ledgers

Greg Brown

Employee benefit plan

Record Type

Canceled checks - other

Permanent
1 year

General ledgers & trial
balances-year end

Inherited property records

employees

3 years

& valuations

Permanent

Scrap & salvage records

Permanent

Insurance policies-expired

3 years

forms

Permanent

Insurance records

Permanent

Subsidiary ledgers

Contracts & leases-expired 7 years

Insurance audit reports

Permanent

Tax returns, worksheets &

Contracts & leases in

Internal reports

Permanent

Permanent

Inventory records

revenue agents’ reports

3 years

Time books

7 years

Invoices to customers

7 years

Permanent

Invoices from vendors

Trade mark registrations

7 years

Voucher registers

7 years

Permanent

Capital stock and bond
records

Permanent

Cash books
Charts of accounts

effect

Correspondence-

Permanent

customers & vendors

1 year

Correspondence-general

3 years

Journals

Correspondence-legal

Permanent

Low-income housing

Deeds, mortgages and
bills of sale

Permanent

records

Minute books of directors
& stockholders

Permanent

Permanent

Duplicate deposit slips

3 years

Notes receivable ledgers

7 years

Option records

7 years

Payroll records

7 years

records after termination

3 years

1 year
7 years

7 years

Depreciation schedules
Employee personnel

Stock room withdrawal

7 years
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WHAT BUSINESSES CAN EXPECT
FROM TAX REFORM
Monic Ramirez

N

phase-out amount is raised to $2.5 million. The
Act also expands the definition of qualified real
property eligible for Section 179 expensing. This
real property includes roofs, heating, ventilation and
air conditioning property, fire protection and alarm
systems, and security systems.

Reduced Corporate Tax Rate

Temporary 100% Cost Recovery of Qualifying
Business Assets

Under new tax law, effective January 1, 2018, the
corporate tax rate is a flat 21% rate. That means
that no matter how much you earn starting in 2018,
corporate and personal service corporations are
subject to 21% federal tax.
To maximize the after tax benefits, you may consider
a carryback of the net operating loss generated
2017 to 2015 and/or 2016 if you have income in
those years and you paid more than 21% in taxes.
Alternative Minimum Tax Repealed
Effective January 1, 2018, Corporate Alternative
Minimum Tax (AMT) is repealed. However, it
continues to allow the prior year minimum tax credit
to offset the taxpayer’s regular tax liability for any
tax year. The good news is that from 2018 to 2020,
the prior year’s minimum tax credit is refundable in
an amount equal to 50% of the excess of the credit
and 100% refundable beginning in 2021.
Increased Code 179 Expensing (Section 179)
Effective January 1, 2018, the Section 179
deduction limitation is raised to $1 million and the
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•
•
•

$10,000 for the year in which the vehicle is
placed in service
$16,000 for the second year
$9,600 for the third year
$5,760 for the fourth year and later years in
recovery period

Recovery Period for Real Property Shortened

ow that the Tax Cuts and Jobs Act has
officially been passed, it’s time to start looking
at how these changes will affect your business.
Below is an overview of what’s in the tax bill and
how businesses may be affected by the changes in
the coming years.

Previously, a corporation was subject to 15% (for
taxable income of $0 – $50,000), 25% (for taxable
income of $50,001 – $75,000), 34% (for taxable
income of $75,001 – $10,000,000), and 35% (for
taxable income over $10,000,000). A personal
service corporation was subject to 35%.

•

Previously, a business was allowed 50% bonus
depreciation for qualified property. Under the new
Act, taxpayers are able to immediately expense
100% of the cost of qualified property acquired
and placed in service starting from September 28,
2017 to December 31, 2022. Property qualifies for
this deduction when it is the taxpayer’s first use,
including new or used property. That means that if
you purchase a used qualified property, you are still
able to deduct 100% of the cost.
The first year bonus depreciation deduction will
phase down from 2023 to 2026 to 20% and sunsets
after 2027.
Luxury Automobile Depreciation Limits
Increased
Effective January 1, 2018, the Act increases the
depreciation limitations for passenger automobiles
as follows:

The nonresidential and residential rental real
property continues to depreciate over 39 and 27.5
years, respectively. The key change to the recovery
period for real property is qualified improvement
property. Qualified improvement property that
is placed in service after December 31, 2017 is
depreciated over 15 years by using the straightline method. Qualified improvement property is any
improvement to an interior portion of a building that
is nonresidential real property if that improvement
is placed in service after the date that building
was placed in service. The qualified improvement
property does not include the enlargement of the
building, any elevator or escalator, and internal
structural framework of the building.
This new law for the qualified improvement property
eliminates the separate definitions of qualified
leasehold improvement, qualified restaurant and
qualified retail improvement. There is no longer
need to worry about whether the lease property is
placed in service for more than three years after the
date the building was first placed in service.
Limits on Deduction of Business Interest
Under previous law, businesses could generally fully
deduct interest paid or accrued. Effective January
1, 2018, every business is only allowed to deduct its
business interest expense to the sum of:

A. Business interest income
B. 30% of the adjusted taxable income
C. Floor plan financing interest
Beginning in 2018 through 2021, adjusted taxable
income will be calculated by adding back allowable
deductions for depreciation, amortization and
depletion. These amounts will not be added back
into the calculation thereafter. This does not apply to
taxpayers if their average annual gross receipts for
the three prior tax years were less than $25 million.
Additionally, real property and farming businesses
can elect out if using certain depreciation methods.
The disallowed business interest deduction amount
will be carried forward indefinitely.
Modification of Net Operating Loss (NOL)
Deduction
Effective January 1, 2018, a business can deduct
a net operating loss carryover from previous years
only to the extent of 80% of the taxable income
in the tax year. The NOLs can be carried forward
indefinitely.
The Act repeals carrybacks, however, there is
an exception to this repeal. The NOLs of farming
businesses or property and casualty insurance
companies can carryback losses two years and
carry forward 20 years to offset 100% of taxable
income in those years.
New Deduction for Pass-Through Income
Effective January 1, 2018, the new law creates
a potential 20% deduction for pass-through
companies, including partnerships, S corporations,
limited liability companies (LLC) and sole
proprietors. The deduction is only applicable
for qualified business income (QBI) and is not
applicable to certain industries, such as health,
law and financial services unless taxable income is
below $157,500 for single filers and $315,000 for
joint filers.
Additional rules apply and vary based on specific
circumstances. Please reach out to us with any
questions or to learn more about what this deduction
may mean for you.
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Like-Kind Exchange Treatment Limited
Previously, there was no gain or loss recognized in
the exchange of like-kind property (including real
property and tangible personal property) held for
productive use in the taxpayer’s trade or business,
or held for investment purposes.
Effective January 1, 2018, this like-kind exchange
treatment only applies to real property that is not
held primarily for sale. Therefore, the gain or loss
on the exchange of tangible personal property must
be included in the taxpayer’s gross income. For
transition under the new law, the old rules still apply
to like-kind exchange of personal property if the
taxpayer either disposed of relinquished property
or acquired replacement property on or before
December 31, 2017.
Five-Year Write-Off of Specified R&E Expenses
Under old tax law, a taxpayer could elect to deduct
certain reasonable research or experimentation
(R&E) expenses paid or incurred in connection
with a trade or business. The taxpayer could forgo
immediate deduction of R&E expenses and instead
elect to capitalize and amortize those research
expenses.
Effective January 1, 2022, a taxpayer must
capitalize the research expenses and amortize
them over a five year period. If the
research expenses are conducted
outside of the U.S., the
taxpayer must capitalize
the expenses and
amortize them over a

15 year period. The specified R&E expenses that
are subject to capitalization include expenses
for software development, but exclude land,
depreciable property used in connection with the
R&E, or mineral exploration expenses.

of payments is 50% of the wages normally paid to
the employees. The credit would be increased by
0.25 percentage points (but not above 25%) for
each percentage point by which the rate of payment
exceeds 50%.

When a taxpayer retires or disposes of the R&E
capitalized expenses, any remaining basis must
continue to be amortized over the remaining
amortized period.

To qualify for the credit, full-time employees must
be given at least two weeks of annual paid family
and medical leave and part-time employees must be
given a pro-rata equivalent of leave. The maximum
amount of leave available for the credit is 12 weeks.

Effective January 1, 2018, all businesses that have
average gross receipts of $25 million or less in the
preceding three years are exempt from the UNICAP
rules. This exemption applies to both producer
and resellers. This new law expands the pool of
taxpayers that can accelerate certain operating
expenses. If you would like to get the benefits of
this exemption, a change in accounting method
request must be filed. We recommend consulting
your tax advisor on the potential tax effect of this
change.

Cash Method of Accounting

Accounting for Long-Term Contract

Effective January 1, 2018, a corporation or
partnership with a corporate partner may use the
cash method of accounting if its average gross
receipts for the prior three tax years does not
exceed $25 million ($5 million under previous tax
law).

A long-term contract is any contract for work that is
not completed within a tax year. The taxable income
from long-term contracts are generally determined
under the percentage-of-completion method.

Employer’s Deduction for Fringe Benefit
Expenses Limited
Effective January 1, 2018, expenses related to
business entertainment are no longer deductible,
including amusement, sporting events and activities,
clubs, etc. While previously 100% deductible,
employer-operated eating facilities are only 50%
deductible through 2025 and will be non-deductible
thereafter. Employers can also no longer deduct the
cost of providing qualified transportation benefits,
such as transit passes, qualified parking and
commuter vehicles.
New Credit for Employer-Paid Family and
Medical Leave
The new law provides a two year credit to employers
who pay family and medical leave (FMLA) to their
employees in 2018 and 2019. A business is allowed
to claim a general business credit of 12.5% of the
wages paid to qualifying employees who
are on family and medical leave if the rate

If you are currently using the accrual method of
accounting because you exceed the old $5 million
threshold, you can file for an accounting method
change to switch to the cash method of accounting.
We recommend consulting with your tax advisor on
the tax implications of this change.
Accounting for Inventories
Effective January 1, 2018, a taxpayer that meets
the $25 million gross receipts test is not required to
account for inventory under Section 471. Instead, it
may use an accounting method that either:
•
•

Treats inventories as non-incidental materials
and supplies when used or consumed
Conforms to the taxpayer’s financial accounting
treatment of inventories

Effective January 1, 2018, all construction contracts
are exempt from using percentage-of-completion
method if the business meets the average annual
gross receipts test of $25 million and the contract
is expected to be completed within two years. In
this case, a small construction business is allowed
to use the completed contract method. Under this
method, a business is not required to report taxable
income on a contract until it is complete, even
though the payments are received in the previous
year. A request for change of accounting method is
also required to affect this change.
Other Repealed Provisions
•
•
•

Domestic production activities deduction (DPAD)
Deduction for local lobbying expense
Partnership Technical Termination

Capitalization and Inclusion of Certain Expenses
in Inventory Costs
In general, the uniform capitalization (UNICAP) rules
require certain direct and indirect costs associated
with real or tangible personal property to be the
basis of the property. Under the old tax law, resellers
that had average gross receipts of $10 million or
less in the prior three taxable year period were not
subject to UNICAP rules.
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WHAT THE WAYFAIR RULING MEANS
FOR CALIFORNIA RETAILERS
Monic Ramirez

W

ith online retail becoming
the preferred method of
shopping in America, it was only
a matter of time until states would
start demanding their share of
the sales pie. Unlike purchases
in a physical store location,
loopholes let bargain buyers
purchase online goods from outof-state retailers without having to
immediately pay state and local
taxes.
However, in the wake of a
sweeping Supreme Court case,
California has announced that
as of April 1, 2019, out-of-state
retailers will be required to collect
and remit sales tax for goods sold
online to customers within the
state.
What Changed
California’s new rule materialized
shortly after the U.S. Supreme
Court ruled in favor of South
Dakota collecting taxes from the
online retail giant, Wayfair, in the
June 2018 case of South Dakota
v. Wayfair, Inc. Prior to the ruling,
states were limited in their ability
to collect tax on transactions with
businesses that did not have a
physical presence in the state.
While the new tax rule does
not create or increase taxes, it
will require more businesses to
collect and remit taxes in the
same way traditional brick-and-

36

For example,
Georgia mandated
a $250,000 annual
sales threshold or
200 transactions,
while Massachusetts
set a threshold of
$500,000 in annual
sales plus at least
100 individual
transactions.
Retailers will need to
know every state’s
individual rules and
accurately track
their sales within
each state to know
where their numbers
stand. Failure to
comply opens up the
potential of audits,
interest and even
penalties.

mortar retailers have
always done.
As of April 1, 2019,
certain out-ofstate retailers are
required to register
with the California
Department of
Tax and Fee
Administration
(CDTFA), collect
California sales
tax and remit taxes
to the CDTFA
regardless of having
a physical presence
in the state. The new
rule is effective for
all taxable sales on
or after April 1 and is
not retroactive.
It’s important to
note that the new
rule expands the
requirement to
collect and remit
taxes into the local
districts. The rule will not only
impact out-of-state sellers, but
also California based sellers
that will now have to comply
with the sales tax collection and
remittance for the hundreds of
different city, county and local
sales and use tax jurisdictions in
California.
Who is Affected
The new rule mimics South

Dakota’s ruling and applies
to businesses with more than
$100,000 in annual sales from
California, or businesses with
more than 200 transactions in
the state within the preceding or
current calendar year. California
district taxes will be triggered
when these thresholds are met in
a particular jurisdiction. Impacted
retailers include all those selling
tangible goods into California,
including via internet, mail-order
catalogs and telephone.

What Retailers Need to Know
With as many 30 states having
proposed (or having already
passed similar tax changes),
retailers will have to pay attention
to the particular nuances outlined
by each state in which they sell.
Many of the states have varying
thresholds, including different
values and definitions of key
metrics.

Depending on the
state, retailers could
be required to begin
collecting sales tax
the moment they surpass the
designated threshold. Retailers
should ensure their numbers are
up-to-date and they have the
means to immediately comply
with the rules. Automated tax
technology could be a huge asset
for collecting, remitting and filing
sales taxes in multiple states.
Although many states have
responded with similar rules after
the Wayfair ruling, California’s

adoption is especially significant
because it is the fifth-largest
economy in the world and
home to a whopping 40 million
residents. Some state officials
estimate that the state could
collect as much as $1 billion in
taxes a year from out-of-state
retailers.
Ultimately, the Wayfair ruling has
created the opportunity to level
the tax playing field between
traditional retailers (brick-andmortar) and online retailers. As
more states continue to adopt
rules similar to South Dakota,
we can expect to see more
clarification and guidance coming
from tax authorities as the year
unfolds.
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CHANGE IN ACCOUNTING METHOD
CONSIDERATIONS UNDER THE NEW TAX ACT
Anna Baker

T

he Tax Cuts and Jobs Act provides a number
of opportunities that may benefit small
businesses. Taxpayers with gross receipts at or
below the newly established requirements may
be eligible for an automatic change to certain
accounting methods. These include 1) an overall
change in accounting method from accrual (or
other hybrid methods, such as the percentage of
completion method used by certain contractors)
to cash; 2) the opportunity to treat inventory as
non-incidental supplies and materials; and 3) an
exemption from the UNICAP requirements that
require allocation and capitalization of inventory
related costs. Please consider the items below if you
are contemplating an accounting method change for
your business.
Potential benefits to using the cash method of
accounting:

•
•
•
•

•

•

Opportunities to accelerate deductions and
decrease taxable income.
The ability to defer revenue until cash is
received, thereby deferring tax.
Additional tax planning opportunities through
timing management of expenses and revenue.
The ability to include a favorable net adjustment
(an overall deduction) from an accounting
method change in the year the change is
requested; and the ability to allocate an
unfavorable net adjustment (an overall increase
in income) over a four year period.
The option to treat inventory as non-incidental
supplies and materials which may reduce the
administrative burden of tracking inventory and
costs of goods sold.
Exemption from the UNICAP requirements of
IRC § 263A that require a portion of overhead be
capitalized as inventory. This is available to both

•

•

Additional items to consider prior to initiating a
method change:
•

•

•

•
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qualified producers and resellers of real and
personal property.
Potential reduction in compliance costs if no
263A adjustment needs to be calculated for
tax purposes.
All changes referenced above qualify as
automatic method changes and do not
need the special permission of the IRS
prior to implementation.

Preparing an accounting change involves
analysis and calculation of specific financial
information summarizing the tax impact of
such a change as well as the filing of specific
forms with the taxing authorities. This may be
somewhat costly, depending upon the complexity
of the business and operations.
The accounting method changes noted above
would alter the timing of deductions and income
from one tax period to another, but would not
lead to a permanent adjustment to taxable
income when evaluated over time.
The above changes may less accurately reflect
the business’s operations and cost allocations if
books are kept on a cash basis and no inventory
is maintained.
Income inclusion for tax purposes cannot be
later than income inclusion in financial reports.
Consequently, businesses that have audited
financial statements, or
other financial statement
reports submitted to
reporting or regulatory
agencies, must use a
method of accounting
for the computation of
taxable income that is
consistent with their

•

•

financial records.
• If a business does not
have audited financials or
other financials that are
submitted to a regulatory
or reporting agency, but
financial records are maintained using a
method other than that used to compute taxable
income, then the business must maintain book
to tax reconciliations as part of their permanent
accounting records.
If the business operates in a non-conforming
state, then it may be necessary to maintain two
sets of financial records — one on a cash basis
and the other on an accrual basis.
If the business operates in a non-conforming
state, then compliance work will potentially be
more costly since additional federal and state
adjustments may be necessary. A 263A UNICAP
adjustment calculation would still be required
for non-conforming state purposes and yearend planning would be completed separately for
federal and state purposes.
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YOUR MARKETING FUTURE INCLUDES
ARTIFICIAL INTELLIGENCE...ARE YOU READY?
Jennifer Cantero

I

n the last 20 years, to say the
art and science of marketing
has changed would be an
understatement. First it was the
internet, then social media and
the internet of things, the past
couple years the buzz was about
big data, however, this is all
old news. If you want to remain
relevant as a marketer, your
future is artificial intelligence (AI).
Marketers will need to provide
personalized experiences at
speed and scale in ways that are
not humanly possible… in steps
AI.
When the World Wide Web went
live to the world in August 1991,
there was no fanfare in the global
press. In fact, most people around
the world didn’t even know what
the Internet was. AI has been
developing much in the same
way, right under
our noses.

Many experts have stated
that within the next 3-5 years,
marketing professionals at all
levels will see their careers
disrupted and greatly impacted
by AI. University of Oxford did
a study on the computerization
of industries and while a few job
tasks will go away, marketers as a
whole will not fade away into the
darkness. Good news.
Oxford predicted that
telemarketing through humans is
becoming obsolete and soon SEO
will become archaic in its current
human-powered form. Experts
also say that content strategists,
website content managers, and
market researchers are likely to
be impacted too, although they
are not clear how yet.
One thing is clear, we will all
have to shift how we do our
jobs. AI is not meant to replace
humans, it is meant to enhance
our capabilities, help us work
more effectively and give
us greater performance. It
allows you to leverage all the
data you have to tell intriguing
stories and narratives.
Now that all our fears
of the job snatching
robot invasion are
assuaged, let’s talk
about what AI can do
and what you can do
now to leverage it.
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Let’s start with what AI really is.
AI is the overarching term of the
tools and technologies designed
to make machines smarter. There
are different types of learning
a machine can do including:
machine learning, deep learning,
image recognition learning,
cognitive learning or augmented
learning.
Companies like Tesla are using
deep learning to teach cars to
drive. Siri and Alexa are using
deep learning to understand your
habits and make suggestions.
Same with Netflix and Facebook.
You are already teaching the
robots of the future whether you
know it or not.
A great example is how The
Associated Press has changed
how they create their earnings
reports. Before using AI, they
produced 300 earnings reports
per quarter by hand; they now
publish 3,000 each quarter written
by machines.
Imagine your drip campaigns
building themselves, your
newsletters publishing themselves
with extremely targeted content,
and your SEO adjusting itself to
stay relevant. Go head, calculate
how much time that would give
you back to do more things…
pretty cool, huh?
Here are three things you can

start doing today to embrace the
AI revolution:
Make a list of your daily tasks.
Everyday marketing tasks like
creating the perfect blog title,
sending emails and scheduling
social media posts have the
potential to be automated
through AI. Build a list of these
functions to see what kind of AI
tools are available to automate
it intelligently. It can be small
stuff, but you’ll gain back a good
amount of time.
Look at your data. Think about
the data you have… think about
the stories you have to tell…think
about the data you have that is
sitting there untouched that you
could do something with. Then
search for tools using Natural
Language Generation (NGL)
to turn the data into narratives
and stories. NLG software turns
structured data (like reports,
descriptions and memos) into
written narrative. The quality of
the writing is like a human being,

but at the speed of thousands
of pages per second. You’ll
have to teach the machine a bit
upfront, but from there it can
easily conduct your reporting and
storytelling more efficiently, faster
and at scale. Look at the systems
you already have and how they
are evolving to AI. Interview the
technology vendors you are
already using and find out how
they are implementing AI in their
systems. If they are not in the
realm already, you better find a
new vendor as they will become
quickly irrelevant in the market.
Marketers who can harness the
power of artificial intelligence
will be able to do more with less,
run personalized campaigns of
unprecedented complexity, and
transform business as usual
through new methods of machineintelligent marketing.
AI is going to be baked into
everything within the next 2-3
years. The future demand for

marketing will be marketers who
can harness the power of that AI.
Don’t be left in the dust on this
one. Marketers at all levels need
to keep their eyes open and pay
attention. AI isn’t a fad. It’s real,
and it’s moving fast.
Artificial intelligence is getting
smarter, faster and cheaper,
bringing the disruptive power of
machine learning and cognitive
computing to the marketing
industry…”Hello, Dave.”
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THE ROLE YOUR ACCOUNTANT PLAYS IN YOUR
TRANSITION STRATEGY
Scott Anderson

B

usiness owners tend to cultivate strong relationships with their accountant. When a business owner
makes the decision to transition leadership of their business, their accountant, or trusted advisor, has
the unique opportunity to bring guidance and objectivity to an often-emotional process.
An advisor will encourage a healthy amount of communication and help deter escalation and emotional
heartache during leadership transitions. They will bring creative solutions to financial decisions, help
identify potential business and financial statement risks, as well as bring an outside perspective without the
emotional tie to the business.
Having as much time as possible to prepare for your transition is key to success. Your accountant should
be brought into the conversation early as there may be critical financial and tax considerations to be
throughout the process.
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Find out what
really matters
to you

Talk to the people closest to you (family and friends) and identify your true
desires for the next stage for you and your business. Visualize what role you
want to play in the process and the role you see yourself playing in the future.
Your goal might be monetary, or it might be more emotional and fueled by the
legacy you’ll be leaving behind. Maybe you want to retire in the Bahamas, or
maybe you want to maintain a board position.
Depending on your goals, your accountant can also help you consider creative
exit strategies, such as leveraged buyouts, tax deferred installment sales,
phased stock sales, or employee stock ownership plan (ESOP).

Pencil out
your ideal
situation

If you could make the perfect transition, what would it look like? Define your
role, your timeline and even your compensation. This will give you an outline
to refer to when it comes time to approach your prospective leader(s) and
announce your intentions for the business.

Identifying
skill and
passion

Approach your ideal candidate, and remember that they may have different
goals. While you may have the ideal candidate in mind, that person might not
initially have the intention or passion to take over and successfully lead the
business. Perhaps there is an internal manager who needs leadership training
and development before assuming the role.
This step will likely take some time as your candidate will need to possess both
the skillset and the passion to make a successful transition. Having a minimum
of three years to invest in mentoring, skills training and preparation is ideal
when it comes to setting the candidate up for success.

Piecing it
together

At some point, your candidate should be taking over more day-to-day and
operational responsibilities. Now is a good time to announce the transition
plan and present your exit strategy to the business. If you’re accepting outside
capital or investments, make sure there is cultural alignment in order to maintain
the trust and integrity of your employees and business partners.

Transitioning Your Accountant
Even if your advisor has been with you for
generations, that relationship might not be the best
choice for your business going forward. Generations
grow up with different perceptions, life values, and
ways of managing and leading a business.
For example, business owners in their 40s generally
have goals to retire earlier than the baby boomer
generation. The same generational differences
apply to the accountants that have become that
business owner’s trusted advisor. It’s
important to allow your successors
the freedom to build their own
bonds and to encourage
them to find an accountant
that shares their unique
perceptions and
values. Allowing
each party
to have their
advisor will give
a sense of comfort
and confidence that they
have someone on their
side and representing their
financial interests.

Growing a business is much
like raising a child. It takes ingenuity, hard work,
consistent performance and lots of communication
to reach your goals and turn your vision into a
reality. Passing that vision to the next generation
is both mentally and emotionally difficult, but
having the right advisors on your side can help you
prepare and execute a plan that will bring you, your
successor, and your business future success.

AUTHOR

Scott Anderson
Audit Partner

office: 408.286.7780
email: sanderson@ssfllp.com

43

B CORPS: THE NEW 21ST CENTURY ECONOMY

SF LESSORS: GET READY FOR THE NEW
GROSS RECEIPTS TAX

Jennifer Cantero

I

n the 21st century, we are on
the verge of a great shift…from
Capitalism 1.0 to Capitalism 2.0. In
traditional shareholder capitalism
the company exclusively maximizes
the shareholder value. In the
Capitalism 2.0 model, stakeholder
capitalism will create social and
shareholder value simultaneously.
It is a movement where companies
are using business as a tool for
social change. It’s taking the triple
bottom line model of people, planet,
and profit…a step further. There are
names for these companies — they
are called B Corps.
What is a B Corp?
Certified B Corporations (B Corps)
are businesses that have met the
highest standards of verified social
and environmental performance,
public transparency, and legal
accountability to balance profit
and purpose. They have taken
an assessment that takes into
consideration how they treat their
employees, their customers, their
community, the planet and even
kicks the tires on their governance.
This assessment is then audited
and verified by a third party nonprofit, B Lab.
It is an intense process for
companies to go through, but has
many benefits.
Why Become a B Corp?
It quite literally pays to become a B
Corp, in so many ways. According
to Nielsen’s “The Sustainability
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Imperative”, consumers will pay
more for sustainable consumer
brands. Companies with a
demonstrated commitment to
sustainability have grown more
than 4% globally, while those
without grew less than 1%.
Consumers are becoming smarter
about sustainability claims as
well. They look for true value in
a company and are not fooled
by marketing. Many B Corps
also report that the certification
process helps them root out waste
and operational inefficiencies.
Certification helps connect
employees with a business’s
mission, leading to a more engaged
workforce and less turnover. B
Corps are part of a community
that shares best practices across
different industries, which enables
companies to compare and
constantly improve to be innovators
in their respective industries. In a
report published by the Yale Center
for Business, B Corporations
were 63% more likely to survive a
financial crisis like that in 2008 than
traditional small to medium size
businesses.

becoming a B Corp just plain
feels good. You know that your
company truly walks the talk and
that you are making this planet a
better place. You are impacting
your community, your employees’
lives and your customers’ lives...
in a good way. Yes, becoming a B
Corp is a process. You will have
to invest money and effort. You
will also likely need to make some
adjustments and changes to your
business to meet the requirements.
However, you’ll reap some
massive benefits and provide hope
for the future. Corporate social
responsibility isn’t a new topic,
but the conversation has definitely
changed. Simply being socially
responsible is no longer optional for
businesses.
Take the free B Corp assessment
today and find out how your
business can get certified. Then,
contact us to help you build a plan
for B Corp success.

Greg Brown

C

ommercial property lessors
in San Francisco should
prepare for a sizable tax hike
effective January 2019; the City’s
voters passed Proposition C in
June. The Commercial Rent Tax
for Childcare and Early Education
Tax imposes an additional 3.5%
gross receipts tax (GRT) on
rentals of commercial space
within the city, while warehouse
lessors can expect an additional
increase of 1% GRT. Up until now,
San Francisco has collected
gross receipts tax from
commercial property lessors
in the range of 0.285% (for
businesses with gross receipts
of less than $5 million) to
0.3% (for businesses with
more than $5 million in
gross receipts).
“Warehouse space”
is defined in the
Proposition as it is in

Section 102 of the Planning Code,
as property used as commercial
storage, volatile materials
storage, wholesale storage, or
as a storage yard. “Commercial
space” is defined as any building
or structure, or portion thereof,
which is not residential real
estate as defined in Section
954.1(e) of Article 12-A-1 of the
Business and Tax Regulations
Code. Commercial space that will
be exempt from the tax include

small businesses, some nonprofit
organizations, government
entities, and properties with the
following uses:
•

•

•

Industrial Use, as defined in
Section 102 of the Planning
Code
Arts Activities, as defined in
Section 102 of the Planning
Code
Retail Sales or Activities
or Retail Sales or Service
Establishments, as defined
in Section 303.1(c) of the
Planning Code that do not
have Formal Retail uses as
defined in Section 303.1(b) of
the Planning Code

The Proposition C tax will be
codified as Article 21 of San
Francisco Business and Tax
Regulations Code.

Why B Corps Matter
The unfortunate truth is that social
change just doesn’t happen quickly
enough through the government
or nonprofits. Our free market can
produce change much faster than
either government or nonprofits,
which both struggle endlessly with
red tape and budget constraints.
Besides the financial sense,
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HOW BLOCKCHAIN & BITCOIN ARE
DISRUPTING THE PAYMENT PROCESS
Kevin Shives

B

lockchain. Cryptocurrencies. Bitcoin. These
seem to be hot topics in today’s daily business
news. It’s all still a bit of a mystery to most of us.
It started with bitcoin (a cryptocurrency) in 2013,
and the idea of a digital currency used to buy
anything from music to cupcakes couldn’t have been
more exciting, or timelier, as technology continues
to advance at lightning speed.
When we think about earlier disruptive technologies,
consider, for example, PayPal. It was brought to
market during the time when consumers could
not imagine money transfers outside of their bank
accounts. It expanded rapidly from its inception in
2000 to 2005, when it became a widely adopted
and trusted form of transferring money and making
payments.
Blockchain is the platform used for verifying and
recording transactions that’s at the heart of bitcoin,
and is considered as having the potential to reshape
the global financial system, among other industries.
So, how is artificial intelligence (AI) impacting
accounts payable? Here are our views on this upand-coming disruptive technology and how it
might impact the AP process in a good way.
Is bitcoin a legitimate form of
currency?
People and businesses are
taking bitcoin seriously in its
use as a cryptocurrency or
investing in it. One year ago,
bitcoin’s value opened at $702
and it closed today at $7,221,
with a total value of $184
billion. That’s more than a
900% increase. And the value
continues to rise daily.
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Some are becoming wealthy with it. Fortune 500
companies like Microsoft and Intuit are starting
to embrace bitcoin as a form of payment. The
questions now become, how do we continue to
measure the value of bitcoin in relation to money?
And beyond that, how do we see it shaping the
business world? Even our personal world?
And blockchain is a legitimate way of managing
transactions?
Sure. More than 100 banks including Barclays Bank
Plc and JPMorgan Chase & Co. have joined the
R3 consortium, an operating system for financial
markets with a ledger/ blockchain platform to
track money transfers and other transactions. The
use of blockchain by banks and other companies
is secure with new forms of encryption that can
keep transaction details private while allowing a
network of users to verify them. Nasdaq Inc. is also
using blockchain for trading securities in private
companies.
How does it apply to the accounts payable process?
When you consider the procure to payment workflow
specifically, an important part of the process is
matching an invoice to the P.O. That can also be
the step where delays or errors happen. With
this platform, the records are all stored
in the blockchain, and the provenance,
authenticity and accuracy of these
records are guaranteed. There
would be no need to check an
invoice against a P.O.
One day, it might even
eliminate the need for an
invoice. Blockchain can be a
smart contract between trading
partners and also help the
financial operations team
become more strategic. It
can also connect vendors
to buyers, and customers to
business.

At Yooz, we’re already doing much of that with
our cloud-based AP automation solution, helping
companies evolve from a manual, paper-laden
process to a digital, fully automated workflow. From
there, going from digital to blockchain doesn’t seem
like such a huge leap.

Think about it. Now, when you are transferring
money internationally, for example, you need a lot
of information — the other party’s bank account
information, exchange rates, data and fraud
protection, etc. All of this is solved by blockchain. It
can disrupt our reliance on traditional banks.

From a thought-leader viewpoint, what industries or
companies will be the next big adopters?

Would we even still need banks?
We are operating in a global economy bogged
down by so many different types of currencies and
bank regulations from country to country. This could
streamline business transactions across nations. It’s
fascinating to imagine what a new world bank would
look like.

It’s not just financial institutions. I read how Walmart
is using blockchain to manage food safety in its
supply chain. This indicates that any business with
global shipping and logistics can benefit.
I project advertising and real estate will be two
others. And of course, crowdfunding, which has
become a popular way for small businesses,
startups, and causes to fund a project or venture by
raising many small amounts of money from a large
number of people via the internet.
Entire processes can be tracked in one blockchain
ledger. One day it may even replace a company’s
books.
What problem do you think blockchain and
cryptocurrencies like bitcoin solves?
I see the potential for a common global currency.

AUTHOR

Kevin Shives

Consulting Partner
office: 408.286.7780
email: kshives@ssfllp.com

47

7 THINGS TO KNOW ABOUT
CRYPTOCURRENCY & TAXES
Masha Herzbrun

T

here has been a lot of buzz
surrounding cryptocurrency
and blockchain lately. As the
cryptocurrency trend continues
to gain traction in everyday life
and business, the inevitable topic
of taxes and financial impact has
steadily trailed.
As of today, tax authorities have
yet to release enough guidance
for tax professionals to provide
taxpayers with adequate answers
and sound advice regarding
crypto activity. While there are
plenty of unanswered questions
to theorize and extrapolate, this

article will focus on the facts
we know and how they affect
taxpayers.
Background
Cryptocurrency first surfaced as a
result of the 2008 financial crisis
that severely damaged consumer
confidence in banks and other
trusted third parties. A form of
electronic cash, cryptocurrencies
are a type of decentralized
digital currency created to work
without a central bank or single
administrator.

Bitcoin, ethereum, litecoin,
ripple, Zcash, IOTA and many
others were created in response
to growing consumer demand,
after which bitcoin steadily rose
in popularity to become the
most widely recognized virtual
currency. Over the last few years
bitcoin has gained significant
attention as questions concerning
taxes and financial legitimacy
swept the world. Smartereum.
com reports as of July 2018, the
market cap is around $417 billion
and is expected by some to reach
a cross valuation of $1 trillion.

The Tax Guidance We Know
Virtual currency is treated as
property and not as currency,
therefore, general tax principles
applicable to property (business,
investment and/or personal)
will apply to cryptocurrency
transactions. Furthermore, virtual
currency is not subject to foreign
currency gain or loss.
Transactions, such as payment
for goods or services, are taxable
events and the fair market value
of the virtual currency on the date
of the receipt must be included in
calculating taxable income for the
tax year.
The exchange of virtual currency
triggers a gain or loss, however,
whether these gains or losses
are capital in nature will depend
on whether the virtual currency is
a capital asset versus inventory
and/or other property in the hands
of the taxpayer.
If a taxpayer is involved in
cryptomining (validating or
authenticating cryptocurrency
transactions and updating the
blockchain with the transaction
information) that person
is rewarded with
small amounts of
cryptocurrency.
The IRS views any
successful mining
as taxable income
and the fair market
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value of the virtual
currency received
must be included in the
taxpayer’s gross income.
The IRS treats these
net earnings as a trade or
business and it is subject to selfemployment tax if the mining is
not performed as an employee.
The IRS confirmed that a
virtual payment with a value of
$600 or more (including rent,
salaries, wages, annuities and
compensation) must be reported
to the IRS and the payee
accordingly. Further, payments
greater than $600 made to
independent contractors are also
required to be reported on Form
1099-MISC using the fair market
value on the date of payment.
Virtual currency payments are
subject to backup withholding,
similar to payments made in
property. This means that the
payer must request appropriate
information (such as taxpayer
identification numbers) from
the payee, otherwise backup
withholding from the payment is
required. In certain cases the IRS
may send a notification that such
withholding is required.
As with any tax law, there are
consequences for not properly
following the rules. The IRS
warns that failure to treat virtual
currency transactions properly (as
specified by IRS Notice 2014-21

on March 25, 2014)
penalty.

will result in

As the crypto market cap
continues to grow, so does the
need for increased guidance and
regulation. While there remains
vast uncertainty with respect to
cryptocurrency, one thing
remains clear — it’s
here to stay. Be sure
to stay informed
and stay abreast
of new regulations
and updates as tax
guidance continues to
shed light on this highly
intricate topic.
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IMPROVING BOARD PERFORMANCE
THROUGH ASSESSMENT

IMPROVING ENTERPRISE RISK MANAGEMENT
& BOARD RISK OVERSIGHT

Kevin Burke

Kevin Burke

W

hether you’re a large corporation or a
local non-profit, it’s important for your
board to periodically evaluate its mission and
establish consistency in goals and objectives. Board
assessments provide a strategic opportunity for
organizations to better evaluate and understand
the functioning board and confirm that individual
director competencies are aligned with the
organization’s priorities and concerns of the its
stakeholders. An effective board assessment helps
yield reliable information for decision making, better
communication with key stakeholders, and improved
board governance.
Beyond the assessment of the board and its
members, the process also helps to evaluate how
effective they are in managing their responsibilities
over the organization’s strategies, enterprise
risk management, ethical values, compliance,
accountability, monitoring, and IT governance.
While there is no one-size-fits-all equation for
conducting a board assessment, there are common
factors and goals that an assessment should
accomplish.
Benefits of a Thoughtful Board Assessment:

•

changes in technology, cyber security, digital
media privacy and other associated risks and
opportunities for the organization
In enterprise risk assessment process to ensure
the board clearly understands the organization’s
risk appetite and the monitoring of unknown or
unanticipated vulnerabilities

Cultivating
•

•

•
•

A deeper understanding of the industry, the
sectors within the industry and competitive
threats both locally and globally
Trust among board members to address
mistakes and poor decisions and to candidly
discuss and resolve them as they occur
Board member commitment to the success of
the team and mission
An understanding of the value each member
adds to the collective board while seeking advice
from each other

W

ith the current digital privacy events
challenging Facebook, Twitter other social
media companies, significant concerns regarding
how well organizations are addressing the risks of
using and storing subscribers’ personal information
have been raised. The Board of Directors
ultimately has the responsibility of ensuring that the
organization’s risks are properly managed, and risk
oversight is high on the agenda of most Boards.
Now more than ever it’s important for organizations
to have effective processes for identifying these
emerging risks and to truly understand these
processes for effective oversight and decision
making.
Performing an assessment of an organization’s
Enterprise Risk Management (ERM) framework
provides a strategic opportunity to evaluate risks
and the Board’s understanding of the organization’s
objectives and vulnerabilities.

Benefits of Enterprise Risk Management
Assessment
•
•
•
•
•
•

There are fewer surprises and or crises
Restored understanding of key risks, risk
appetite and their wider implications
A more structure approach for monitoring and
reporting risks to the board
Greater emphasis on business issues that really
matter
Enables management to make informed riskbased decisions
More effective Governance

Every organization will have a slightly different
approach to assessing ERM effectiveness, and
oftentimes professional consultants are brought in to
help guide the process.

Every board will have a slightly different approach
to assessing its effectiveness, and oftentimes
independent consultants are brought in to help
facilitate the process.

Improving and Strengthening
•

•
•

Clarity on the roles of the directors and the
board as a whole to avoid unnecessary conflicts
and accelerate the decision making process
The organization’s governance and transparency
between the organization and its stakeholders
An understanding of the organization’s
operations, customer experience, resources and
people management practices as it evolves

Identifying Gaps
•
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In knowledge and expertise related to rapid
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NEW LEASE STANDARD EFFECT ON THE
FOOD & BEVERAGE INDUSTRY
Karen Burns

A

s a business owner, you
likely started your business
because of a great product and
a passion for your craft. Whether
innovating the production of
chocolate or sharing your family’s
bread recipe with the world,
analyzing accounting standards
and tracking leases are probably
low on your list of leisure
priorities.
For years we have been hearing
about how the new lease
accounting standard is going to
shake up the way businesses
record leases. For the food and
beverage industry in particular,
this new standard is going to have
a significant effect on not only
your balance sheet, but the way
banks and investors view your
business.
Background
In today’s globalized world,
investor portfolios include
both domestic and
international businesses.
This has led to a need for
consistent accounting
methods to compare
businesses using the same
standards. The new lease
accounting standard is
an effort to bridge one of
the largest gaps between
U.S. generally accepted
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accounting principles (GAAP) and
International Financial Reporting
Standards (IFRS).
Under current GAAP, some leases
are recorded on the balance
sheet and other leases are just
disclosed in the footnotes. The
new lease rules will require that
all leases greater than one year
be recorded on the balance sheet.
What to Record
For businesses that tend to be
“lease heavy,” it’s best to start
planning for these changes
sooner rather than later. For food
and beverage businesses, leases
include everything from facilities
and manufacturing equipment, to
trucks and delivery vehicles. For
companies with restaurants and
storefronts, leases include suites,
mall stands and retail space.
Businesses will need to collect all
of their leases, know the terms,
and record the values on their
balance sheets.
Facility leases not previously
recorded on the balance sheet
must now be recorded as a “right
to use” asset at the present value
of the lease payments. This
balance sheet loading is going
to have a significant effect on
how statements are viewed and
understood.

Potential Impact
If you have a line of credit or term
loan through a bank, the bank will
typically require the business to
maintain certain financial metrics,
such as minimum working capital
or maximum debt-to-equity
ratios. These ratios indicate how
much equity you have at risk
compared to how much others
are at risk based on what you
owe. Additionally, it measures
the company’s ability to make
payments as they come due. The
resulting increase in liabilities
will negatively affect both ratios.
It’s a good idea to consult with
your bank and adjust your ratios
so you are not out of compliance
with your loan covenants.
Helpful Tips
Start early, be meticulous and
seek professional guidance.
If your business is particularly
lease heavy, there are software
packages that will help track
lease details and automatically
calculate depreciation on the
related assets.
Remember that you
are not alone in the
food and beverage
community nor the
community at

large. For public companies,
this standard is effective for
fiscal years beginning after
December 15, 2018. Private
companies would do well to pay
attention to lender and investor
reactions and look at examples
of public filings before the private
company implementation date the
following year.
Your CPA can help facilitate
conversations with your bank and
investors. Lending institutions
are going to see a significant
shift in how they view balance
sheets, and CPAs can help clear
up the confusion. Work with your
bank and CPA to create a pro
forma of what your balance sheet
will look like with your leases
recorded. It’s best to have these
conversations well in advance to
maximize the flexibility of your
banks and lenders.
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HOW NEW LABELING RULES MIGHT IMPACT THE
FOOD & BEVERAGE INDUSTRY...IN A GOOD WAY
Karen Burns

I

n an effort to create greater transparency,
accountability and traceability in the food industry,
Congress passed two game-changing pieces of
legislation in 2016.
As the first major change to labeling requirements in
nearly 20 years, food and beverage companies are
looking for guidance on what these changes mean
for their business and how to best implement the
complex new regulations.
While a seemingly daunting task, food and beverage
businesses have quite a few reasons to be excited
about starting the implementation process. New
technology, particularly blockchain, has the potential
to not only help implement the new rules, but
ultimately transform the consumer experience and
create a more harmonious relationship between
consumer, brand and product.
What are the New Labeling Regulations?
The two pieces of legislation aim to address the
public’s growing desire to have more insight into the
nutrition and ingredients that go into the products

they consume. Here is an overview.
The National Bioengineered Food Disclosure
Standard (NBFDS) tackles the mandatory labeling
of genetically modified foods, or as they refer to as
bioengineered (BE) food. Under the rule, food is
considered BE if the major ingredient is genetically
engineered and any BE food must be labeled with a
symbol to signify the existence of BE ingredients.

implemented by January 1, 2020 for all
companies with annual sales equal to or
greater than $10 million. Companies with
sales under this threshold have an extra year
to comply. With 2020 looming close on the
horizon, tagging and labeling of all ingredients
should begin immediately, even the smallest
additions.

On a broader scale, the Nutrition Facts Panel (NFP)
Final Rule makes a sweeping change to virtually all
nutritional food and beverage labeling, whether or
not BE. The Food and Drug Administration (FDA)
mandated that there be more specific nutritional
labeling, including declarations of calories, sugars,
daily reference values, percent daily values as
well as a specific format on how to display the
information. The overall goal of the legislation is
to provide consumers with increased data and
transparency to make better nutritional and health
decisions.

How Can Blockchain Help?

When Must the Changes Be Implemented?
The new labeling requirements must be

While some food and beverage businesses
may already adhere to strict labeling and
ingredient tracking, others will find implementing
these new changes extremely challenging.
Meticulous recordkeeping and documentation will
inherently change the way businesses approach
processes and production. Gladly, blockchain
can step in to help ease the burden and add
extraordinary benefits in the process.
Essentially, blockchain is a growing list of records
that are all linked using cryptography to create
timestamps and track data with unfathomable
accuracy. Blockchain has the ability to create an
audit trail of every stage of a product’s development,
from farm to shelf. For the food and beverage
industry, this technology has the potential to trace all
nutritional data and origins, connect supply chains
and track every step of production for targeted
recalls.
The opportunity to provide transparent information
to consumers in a consistent manner is a massive
differentiator and a major asset when it comes to
sustaining brand loyalty and creating a positive
consumer experience. Food and beverage
companies could provide consumers with a
blockchain verified label in the form of a QR code to
scan and see a full background of where, how and
when their food was created.
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For products containing meat as their primary
ingredient, blockchain can tag the origins and
journey of the products from across the globe,
including the ability to track and verify claims such
as organic, grass-fed and natural. In the event of a
recall, blockchain can identify contamination points
and instantly track affected products and locations
for quick resolution. Such targeted recalls can vastly
decrease both cost and disruption to companies and
their consumers.
While implementing the new labeling rules will
certainly lead to many hurdles, the benefits of
blockchain are quite vast and very exciting for
companies choosing to jump in at the forefront of
the health movement.
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RESEARCH & DEVELOPMENT IN THE
CONSTRUCTION INDUSTRY
Bill Abel

A

construction company
claiming a Research and
Development (R&D) credit, really?
That’s a common response many
people have when they first hear
about the R&D credit in relation
to the construction industry.
The reality is, a large number
of construction companies are
performing R&D that qualifies for
a credit in the eyes of the IRS.
The problem: many don’t realize
it, due in large part to common
misconception. This article will
shed light on the R&D credit,
specifically in the context of the

construction world, in order to
help businesses determine if they
may qualify to claim this highly
beneficial credit.
What is the Research and
Development Credit?
The R&D credit is a federal
credit (also available in many
states, but that is out of scope
for this article) which allows
applicable businesses to claim
a credit for a percentage of their
qualified domestic spending on
R&D. The credit was originally
enacted in 1981, but lived a

life of uncertainty for almost
forty years as it floated along
with temporary status that was
inevitably renewed tens of times
as its expiration would arrive.
Then in December of 2015,
Congress passed legislation that
both expanded the R&D credit
and made it permanent.
How Does a Company Qualify
for the R&D Credit?
In order to qualify, a company
must look at their activities on
an individual project level and
determine if a given project
meets what is called the “fourpart test.” The four-part test
consists of, you guessed it, four
separate qualifiers that the project
must meet in order to qualify for
the R&D credit. Here is a brief
overview of each of the four tests:
1. Permitted purpose: The
activity must be intended
to develop or improve the
functionality, performance,
reliability, or quality of a
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business component (product,
process, technique, formula,
invention, or software).
2. Elimination of uncertainty:
The activity must be intended
to discover information
to eliminate technical
uncertainty concerning the
capability or method for
developing or improving
a product, or process, or
the appropriateness of the
business components design.
3. Technical in nature: The
activity must be one
of the “hard sciences”
to qualify, which in the
case of construction,
almost exclusively means
Engineering.
4. Process of experimentation:
Substantially all of the
activities must be elements of
a process of experimentation.
These must involve the
evaluation of more than one
alternative to achieve an
uncertain result.
Once it is determined that a
project meets the four-part test,
the qualifying expense categories
can be extracted from the project
and applied toward the credit.
This is a very broad overview
of the process and does not
encompass all of the detailed
aspects of the calculation.
The actual analysis should be
performed by an individual that
is experienced with the credit
calculation.

•
•

•

•

Application of the R&D Credit
to the Construction Industry
By this point, you may be saying
“I’m still not sure what meets this
four-part test and how this applies
to the construction industry!” And
that is a reasonable reaction,
as the rules are not worded to
directly identify construction
activities that qualify. As such,
there are a number of possible
activities in the construction
industry that generally meet this
four-part test:
•
•
•

Developing prototypes and
modeling
HVAC and electrical concept
and system design
Development of new,
improved, or more reliable
products, processes, or
techniques

Design work for LEED or
energy efficient projects
Custom design work to
accommodate visual or
structural needs
Development of a unique
assembly or construction
method or process
Experimentation with new
building materials

The above overview is designed
to help construction companies
identify if they may be performing
activates that qualify for the
R&D credit. The information in
this article is not designed to
provide a platform for a company
to perform calculations with,
but rather serve as a general
overview. We recommend
consulting with your tax advisor
so that your specific situation can
be properly assessed.
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WHAT TO CONSIDER WHEN PURCHASING
A BUSINESS VEHICLE
Bill Abel

T

here are countless factors that influence a
person’s decision to purchase a particular
vehicle. Everything from whether to buy a car, truck,
or SUV, to smaller factors, such as specific options
and color. While tax considerations may not top the
list for personal vehicles, certain qualities do have
an effect on tax deductions for business vehicles.
When it comes to purchasing a business vehicle,
there is one major factor to consider: the vehicle’s
weight. If you are wondering what the vehicle’s
weight has to do with claiming a tax deduction, you
are not alone. This article will examine the often
overlooked rules associated with deducting socalled “heavy” SUV’s and trucks.
Car Deductions 101
To start, some background on why tax
considerations would matter for a business vehicle.
Generally, when a vehicle is purchased, the cost
of the vehicle is not allowed to be deducted in full
during the year of purchase. Instead, the cost must
be deducted, or “depreciated,” over a number of
years (generally five). This is where a vehicle’s
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weight comes into play. The vehicle weight,
specifically the GVWR, or Gross Vehicle Weight
Rating, has a huge effect on the amount that can
be deducted for tax purposes in the first year of
business use.
There are two deductions that are at the center of
this article. Those deductions are the Section 179
deduction, and the bonus depreciation deduction.
The Section 179 deduction allows qualified
taxpayers to deduct part or all of the cost of certain
vehicles in the first year of business use. Bonus
depreciation allows for an additional deduction of up
to 100% of the cost of the vehicle in the first year if
not fully deducted under Section 179. Since there is
a large amount of overlap in these two deductions,
the focus of the vehicle factors is to highlight some
often overlooked considerations as a whole, instead
of separating each deduction. The following are
some key points to consider before purchasing.
Likely the most overlooked factor in purchasing
is the vehicle weight, or GVWR, as discussed
earlier. Generally, a taxpayer that purchases an
SUV, truck, or van with a GVWR greater than 6,000
pounds for business use will be allowed to deduct
the entire cost of the vehicle in the first year
placed in service, which is a substantial
increase from the 50% bonus
depreciation applicable for
vehicles purchased on
September 27, 2017
or before. This
change in law is a
result of the Tax
Cuts and Jobs
Act passed in late
December 2017,
which increased
the bonus

depreciation amount from 50% to 100%. Consider
purchasing a vehicle with a GVWR greater than
6,000 pounds if feasible.
Vans and Trucks
If purchasing a pick-up truck or van, consider
choosing a pick-up with a bed at least six feet
long or a van that can seat more than nine people
behind the driver’s seat. Either of these factors
will generally allow for maximization of first-year
deduction, and sometimes full deduction of the
vehicle cost in the first year.

The previous considerations present various factors
that will be advantageous for many taxpayers
to consider when purchasing a vehicle. The
recommendations are general in nature and do not
universally apply to every taxpayer. We recommend
consulting with your tax advisor when purchasing
a vehicle so that your specific situation can be
properly assessed.

New vs. Used
Note on purchasing new versus used: prior to the
passing of the Tax Cuts and Jobs Act, there were
advantages of purchasing a new vehicle instead
of a used vehicle. However, with the passing of
the new tax law in late December 2017, the bonus
depreciation provisions were amended to allow
deduction for used vehicles as well as new. Given
this change, there is no advantage from a tax
standpoint to purchasing a new vehicle versus a
used vehicle for 2018.
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WHY CONSTRUCTION BUSINESSES SHOULD PAY
ATTENTION TO THE NEW LEASE STANDARD
Brandon Scripps

I

f you own a business, then
you have likely heard the buzz
around the new lease accounting
standard and the significant
impact it will have on the way you
record leases. For construction
and other lease-heavy industries,
we can expect to see major
changes in not only balance
sheets, but how investors,
sureties, and lenders use this
pertinent information to assess
businesses.
In fast-paced industries
like construction, analyzing
accounting standards and
tracking leases understandably
fall low on the day-to-day priority
list. However, proactive planning
will be key to successfully
implementing the new lease
standard while ensuring your
bonding and financial lending
remain unaffected.
Background
Running a business
in today’s globalized
world often results in
receiving attention
from both domestic
and international
investors. This
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has led to a need for investors to
have consistent standards with
which to compare businesses.
The new lease accounting
standard is an effort to bridge
one of the largest inconsistencies
between U.S. generally accepted
accounting principles (GAAP) and
International Financial Reporting
Standards (IFRS).
Under current GAAP, some leases
are recorded on the balance
sheet and other leases are simply
disclosed in the footnotes. The
new lease rules will require that
all leases greater than one year
be recorded on the balance sheet.
The increase in liabilities listed
on the balance sheet will have an
inherently negative effect on how
those numbers are perceived.
Where to Start
Lease-heavy industries should
start collecting their leases as
soon as possible. For construction
companies, leases can include
everything from equipment,
trucks, storage and yard space,
and office facilities. All of these
leases will need to be collected,
have their terms identified and
values recorded on the balance
sheet. For facility leases not
previously recorded on the
balance sheet, the values must be
recorded as a “right to use” asset
at their present value of the lease
payments.

Why it Matters
In order to obtain a line of credit
or term loan through a bank, a
business is typically required
to maintain certain financial
metrics. This could include a
minimum working capital or a
maximum debt-to-equity ratio.
The bank uses these ratios to
ultimately determine the amount
of equity, and therefore risk, you
have in the business as well as
measure the company’s ability
to make payments on time —
both of which greatly influence a
lender’s decision-making process.
Sureties use many of the same
ratios and financial metrics
to determine a construction
business’ bonding capacity.
Since these ratios will be
negatively impacted by the
increase in liabilities listed on the
balance sheet, it’s best to consult
with your bank and surety now
so they understand the changes
to come. This will allow time to
make any necessary adjustments
to previously agreed-upon ratios.
Your CPA can help facilitate these
conversations and help clear
up any confusion there may be
regarding your balance sheet. A
CPA can also proactively work
with your bank and surety to
create a pro forma of what your
balance sheet will look like once
your leases are recorded.

Helpful Tips
Considering the magnitude of
these changes, it’s best to start
preparing as early as possible,
be extra cautious and bring in a
professional if needed. Act early
in order to get the most flexibility
and cooperation from your bank
and surety and make adjustments
if necessary. If your business is
particularly lease-heavy, you may
consider the help of a software
package to help track your leases
and automatically calculate
depreciation on the related
assets.

Remember, the new lease
standard will affect virtually
every business in every industry.
Questions, struggles and
successes will be widely shared
throughout the construction
community, particularly among
public companies facing an
implementation deadline of
December 15. If you are a
privately-owned construction
business, pay extra attention
to lender, surety and investor
reactions and learn from some
of the public filings before the
private company implementation
date of December 15, 2019.
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COMMUNITY IMPACT

Sensiba San Filippo exists to help people. We use our professional and
personal skills to improve the lives of our families, our communities, our clients
and our colleagues.
Our money follows our people. When considereing where to give, our money
follows the causes our people are passionate about.

AWARDS
Best of Accounting
Firm Public Service from CalCPA
Healthiest Employers
Top Workplace

75% OF SSF
EMPLOYEES
VOLUNTEERED

OVER $146,000
DONATED

35 CHARITABLE
SPONSORSHIPS

5,463 VOLUNTEER
HOURS
16.75% Increase From Previous Year

49 LOCAL
ORGANIZATIONS
HELPED

CULTURE STRONG

Sensiba San Filippo has developed, built and sustained its
professional reputation and loyal client following solely on the
talent and efforts of our team.
We’re Proud of Our Culture!
At SSF we work together, we play together and support one another. Our firm’s
priorities are Family – Community – Firm (in that order). Those priorities are
set from the top and are echoed throughout the firm. While we expect nothing
less than each other’s highest level of effort on the job, a big part of who we are
revolves around knowing that life isn’t all about work — we believe that it’s more
important to appreciate family and have fun.
We care about our employees’ health and well-being and offer a comprehensive
wellness program that includes healthy office snacks, discounted fitness
memberships, on-site chair massages during busy season and participation in
firm softball games, golfing tournaments or group walkathon fundraisers.
SSF also has a very diverse staff from many different cultures and
backgrounds. Approximately 65 percent of our employees are women.

Become a member of our team and we’ll commit to both your
professional and personal growth. We’ll provide you with
appropriate support and resources at each stage of your
career to guide and foster your success.
We Take Professional Development Seriously
One of the best aspects about SSF’s size is that you will gain the
experience of working with clients directly and working with different
aspects of a project more quickly than with a
larger firm. We are large enough that you can specialize in specific
industries or areas of technical expertise that appeal to you. SSF
frequently hosts both in-house and external trainings to keep you
educated on “best practices” and innovative techniques.
We Offer Competitive Salaries and Benefits
SSF offers a very competitive salary and benefits package — including
medical, dental and vision coverage — and 401(k) for all
full-time employees.
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www.ssfllp.com/careers

63

1ST & ONLY ACCOUNTING FIRM
CERTIFIED IN CALIFORNIA
ssfllp.com
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