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Aloha, Members and a
belated Happy New Year!

2014 ushers in the year

: of the Horse which I've
read w111 be a time of fast victories, unex-
pected adventure, surprising romances,
and financial success. Decisive action,
not procrastination brings success. On a
global scale, expect
certain world
economies to
become stronger,
while others
experience economic
chaos and collapse. Under the Horse’s
strong influence, there is no middle
ground. Stocks have been up so be cau-
tious of big money moves of buying when
prices are high. Buying low and selling
high has more meaning in a Horse year
when Horse sense must prevail.

Since many of us are now in the midst
of busy season, I thought I'd share a
few items from the “Accountant’s Busy
Season Survival Guide” which can be
found at the AccountantTown’s website.

T Mensory OF
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Our sincere regret at the loss of a
colleague, friend and 2 member of
the HSCPA since 1982. We wish
to express our deepest sympathy

to his family and friends.

By Michael Tanaka

The Guide reminds us to be careful of
the following symptoms of busy season
burnout:

e Inability to concentrate

e Lack of energy, exhaustion

e Slower performance of tasks
e Bleak outlook

e Decreased motivation

The main causes of busy season burnout
include:

e Not enough sleep, or low quality sleep
Overuse of stimulants such as caffeine
and energy drinks

e Overeating, including junk food or
consistent fast food

Stress

Some of the suggested \74353{;;./

items in the Guideto
battle busy season burnout 1nc1ude.

* Keeping a good attitude. Let go
negative comments and don’t sweat
the small stuff.

e Plan your free time. If you have only
five hours, plan on spending it wisely.
Go out and catch a movie rather
than staying home.

e Spend time with people important to
you. Try to integrate those people you
care about into your recreation time.

e Plan on something fun to do after
busy season and to look forward to
like a vacation at the Happiest Place
on Earth or the City that Never Sleeps.

e Automate your life. For example,
consider automating your bill payments
through direct withdrawal, set up a maid
service to clean your house on a
regular basis, use a dry-cleaner instead
of cleaning your own clothing, etc.

* Get ready faster in the morning.

e Keep things simple. For example,
instead of doing a marathon gym
session, consider setting up the most
effective 30-minute routine you can do
from your home. However, don’t
neglect working out.

e Slow down. Working fast and jumping
into everything head first may not
always be the best way to approach
things. Consider analyzing before
starting in — maybe there is a more
efficient way, or perhaps you don’t
even need to do it in the first place.

 Gaman and Ganbatte. Consider
keeping in mind these two Japanese
qualities which I was reminded of by
Glenn Furuya, President and CEO of
Leadership Works, at one of his
training sessions. Gaman is to bear
the unbearable with dignity and
strength (or “suck it up” as he puts
it). Ganbatte is to do one’s best and
never give up. Glenn explained that
this courage and “go for broke”
spirit were instilled in the famous
100th Infantry Battalion, 442nd
Regimental Combat Team, the most
highly decorated military unit in U.S.
history and awarded the Congressional
Gold Medal, for their heroic efforts
in World War 1l. Perhaps reminding
ourselves of these two terms during
difficult times will help carry us
through this busy season.

On another note, although the Hawaii
Legislature will not pass individual mobil-
ity legislation for CPAs during this year’s
session, we are planning to continue our
efforts and hopefully join the other 49
states in adopting a mobility provision
sometime soon. Please stay tuned as we
continue to work on this matter.

Best wishes to you all on a smooth and
stress-free busy season!

HOW CAN A BANK HELP YOUR BUSINESS
WHEN OPPORTUNITY IS RIPE?

The D.Otani Produce team knows.

D. Otani Produce values their relationships with Hawaii’s top restaurants, hotels and retail merchants.
So when they saw the chance to serve their clients better by building a highly efficient climate-
controlled warehouse, they consulted us about financing, Now they're reaping the rewards.

I. Billy Benigno, Sales Manager 2. Jessie Otani, Office Manager 3. Matt Otani, General Manager
4. Theresa “Trese" Otani, Vice President 5. Joey Otani, Operations Manager 6. Dwight Otani, President

‘a nl 7. Gabe Lee, their Banker

Visit any American Savings Bank branch or call us today.
Oahu 627-6900 * Neighbor Islands (800) 272-2566

AMERICAN

Lenper Member FDIC asbhawaii.com Savings Bank
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How to Respond to a Comfort Letter/
Third-Party Verification Request

CPAs are receiving an increasing number
of requests from lenders, mortgage bro-
kers, health and life insurance providers,
adoption agencies, regulators and various
other government and nongovernment
agencies to confirm client information.
What these businesses and entities are re-
questing are third-party verification letters,
sometimes referred to as comfort letters,
which are meant to offer these individuals
a level of “comfort” before they commit to
providing a loan, a government subsidy or
health insurance, to name a few examples.

“Our members are often faced with
requests for information from lenders and
are not sure how to respond, but offering
the right response can present a real ser-
vice opportunity for your practice,” said
Michael Tanaka, president of the HSCPA.
“While you cannot provide assurance on
matters relating to solvency, you can pro-
vide a number of services to your clients
with other types of responses or activities
that address their particular situation.”

Understanding Types
of Requests

You may be asked to provide any number
of verifications. Some frequent requests
include verification of:

e Self-employment status

e Income

¢ Number of employees

e Business ownership

* Business profitability

* Business sustainability

e Real estate purchase impact on business
* Business loan impact

There are several ways a CPA can respond
and not every response need be in the
form of an attestation engagement.

Determining the
Proper Response

A CPA may provide a response that states
factual information and may provide a
conclusion, assuming the CPA has per-
formed sufficient procedures and has

a basis for the response. A CPA may
respond verbally or via email, form letter
or other written channels. Additionally, an
accountant may provide a client with these
other options:

e Prepare an audit, review or compilation
of financial statements;

e Offer an examination, review or
compilation of pro forma financial
information;

e Supply an examination or compilation
of prospective financial information; or

e Write an agreed-upon procedures
report, as long as the agreed-upon
procedures do not provide any
assurance on matters related to solvency.

For example, some CPAs are receiving
requests from bank lenders on verification
of financial information from a tax return.
Without providing assurance on matters re-
lating to solvency, CPAs can respond to such
requests in a number of ways, such as:

1. By providing a letter explaining that the
CPA prepared the tax return—based on
information provided by the client—and
that such financial information agrees
with the tax return prepared by the CPA.

2. By performing an attest engagement
for the client based on the level of
assurance needed by the lender.

Another example may involve a request
for self-employment verification, in which
case, the CPA may respond by performing

an engagement to gather and provide the
requested information for the client or, if
more assurance is needed, an examination
or review engagement.

The Question of Solvency

According to AT Section 9101}, paragraph
.27 of Interpretation No., 2, CPAs cannot
provide assurance on matters relating

to solvency. Matters relating to solvency
are subject to legal interpretation under
the Federal Bankruptcy Code and various
state fraudulent conveyance and transfer
statutes. Because these matters are not
clearly defined in an accounting sense
and are subject to varying interpretations,
practitioners don’t have suitable criteria
to evaluate a subject matter or make an
assertion. Lenders are often concerned
with legal issues on matters relating to
solvency; however, CPAs are generally un-
able to evaluate or provide assurance on
these matters of legal interpretation. The
attestation standards preclude practitio-
ners from giving any form of assurance on
matters relating to solvency.

Here are a few examples of the types

of solvency requests a practitioner is
precluded from providing any form of
assurance on, whether through examina-
tion, review, agreed-upon procedures
engagements or any other consultative
engagements.

Assurance that the client (business):

e is not insolvent at the time the debt is
incurred or would not be rendered
insolvent in the near future

e does not have unreasonably small capital

e has the ability to pay its debts as they
mature

Or that the client’s (business’s):

o fair salable value of assets exceeds
liabilities

e contingent liabilities will not pose
a problem

e commitments will not have an impact
on its business operations

Remember, providing third-party verifica-
tion letters is an individual, or firm, deci-
sion. Credit decisions should be based on
the requestor’s exercise of due diligence
in obtaining and considering multiple
factors and information and not solely
granted based on your response. Make
sure you obtain the client’s consent before
revealing confidential client information.

Obtaining Client Consent

A CPA cannot provide any confidential
client information without signed, written
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Don Clephane is a cCertified
Financial Planner® and General
Securities Principal of Oak Tree
Securities, Inc., a privately owned
independent broker-dealer. He is
licensed to sell securities in Hawaii
and California, and Life/Disability
Insurance in Hawaii. He has over
17 years experience in the industry,
providing Investment, Estate and
Retirement Planning for his clients.
He can be reached at 536-2227 or at
dclephane@oaktreesecurities.net

. Oak Tree Securities, Inc.

* Pioneer Plaza Bldg.
900 Fort St. Mall, Suite 400
Honolulu, HI 96813

s Ph: 536-2227

Securities offered through Oak Tree Securities, Inc.
Member FINRA/SIPC

consent from the client. Obtaining client
consent to share tax return information
creates an added complication: using a
standard client consent form is not suf-
ficient. In fact, it’s a crime. [nternal Rev-
enue Code Section 7216 dictates that CPAs
use a specific format to obtain consent to
disclose client tax return information to a
third party, so be sure you follow the Code
when being asked to provide copies of tax
information, tax returns or other informa-
tion used in the preparation of a client’s
tax return.

Resources for Your Use

Providing third-party verifications is a criti-
cal service CPAs provide to their clients,
and understanding the ins-and-outs can
help you make quick decisions and foster
client relationships.

To find out more, visit the AICPA’s Finan-
cial Reporting Center webpage dedicated
to third-party verification requests, aicpa.
org verifications, where you can find infor-
mation that will help you make smart deci-
sions about whether providing a comfort
letter makes sense for you and your firm.
You'll find guidance from various AICPA
resources, including sample response
letters from the AICPA's Private Company
Practice Section (PCPS) and an article

by AON, the AICPA’s professional liability
insurance program. Additionally, on the
third-party verifications page, you'll find
this yideo featuring Sue Coffey, CPA, CGMA,
AICPA Senior Vice President — Public Prac-
tice and Global Alliances, discussing third
party verification requests and the legal
issues related to solvency requests.

Copyright © 2014 American Institute of CPAs.

Provide Some
“Value Added”
For Your Clients

We all need Financial & Retirement Planning.
I will offer your clients
Professional and Personal Service!

e Retirement, Financial & Estate Planning for Individuals

and Businesses

* Retirement Account Set-Up & Review for Individuals
» Retirement Account Set-Up & Review for Businesses

e Pension Optimization

e Direct Participation Programs (Tax Shelters)*
e Real Estate Investment Programs (REITs & 1031 Exchange Programs)

For Information Call 536-2227

*Available to Accredited Investors Only. Defined as a natural person with a net worth exceeding
$1,000,000.00, excluding value of primary residence OR individual income in excess of $250,000.00
($300,000.00 joint) in each of the last two most recent years & reasonable expectation of same this year.

These statements are intended for informational purposes only and should not be construed as legal or pro-
fessional tax advice. In all cases, please consult your attorney or tax advisor about your individual situation.
This is neither an offer to sell nor a solicitation of an offer to buy any security. Such an offer may only be
made by means of an offering memorandum or a prospectus, which must accompany or precede any offer.
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Y-CPAs on the Road . .. VITA Service

Seven Y-CPAs joined approximately 35
other volunteers and students on the
morning of Saturday, February 8th at
Leeward Community College (LCC) com-
puter labs to volunteer their time as tax
preparers for the IRS Volunteer Income
Tax Assistance / Tax Counseling for the
Elderly (VITA/TCE) program. We assisted
over 60 individuals and families e-file
their federal and state tax returns from
9:00 a.m. to 12:00 noon when the site
closed. The LCC location is one of the
few locations that offer walk-in services to
the public, and we were surprised by the
line of taxpayers waiting when we arrived,
some arriving to wait before 8:00 a.m.!
We worked in teams, with each team
member reviewing the other’s work, and
each return was reviewed a second time
by a third volunteer before the taxpayer
signed. Many of the taxpayers we served

were excited to hear they would be
receiving a refund and would use the
money to pay for their basic expenses
such as food and rent or past due bills.

The VITA/TCE program in Hawaii is

Gordon Tom and Trudy Pajinag

coordinated by the Hawaii Alliance for
Community Based Economic Develop-
ment and is the only Statewide coordi-
nated effort to provide free tax assistance
services to qualified workers in order

to help them claim valuable tax credits,
such as the Earned Income Tax Credit
(EITC) and the Child Tax Credit. During
the last four tax seasons, the program
has provided free tax assistance services
to 6,345 taxpayers in Hawaii and ob-
tained refunds exceeding $7.15 million,
including over $3.1 million in EITC ben-
efits and over $1.3 million in Child Tax
Credits. Most of these funds are used to
purchase local goods and services, which
helps to stimulate the local economy and
generate money for the State of Hawai'i
in the form of general excise taxes. The
success of Hawaii’s program has been
nationally recognized and it received one

Are Your Clients Confused About
Their Health Care Options?

Let HMAA help!

Our experts will assist you & your clients in understanding health care reform

and their insurance options.

HMAA’s Health Plans include cuttingedge health & wellness programs
and value-added products & services.

Contact us now for details!

mHMAA

HAWAII MEDICAL ASSURANCE ASSOCIATION
We're Passionate About Your Health.

Cindy Suzuki
791-7513
csuzuki@hmaa.com

Toll-Free: (800) 621-6998 - hmaa.com

Mary Ann Lorenzo
791-7663
mlorenzo@hmaa.com

o
Oe/eéra/z}zy 25 years
Jjeaﬂécw‘e COUQI‘??@/&I’
Hawaii’s businesses

anniversary

of the nation’s first VITA grants in 2009,
as well as an unsolicited grant from the
WalMart Foundation.

Free Tax Help

The Hawaii VITA program runs through
late March or early April, depending

on the location, so you still have time

to help! Although all volunteers must
complete two online test modules cover-
ing standards of conduct and a basic
knowledge exam, the IRS provides all the
knowledge and materials you will need
online. Volunteer tax preparers do not

sign the return and do not need to have
a Preparer Tax Identification Number
(PTIN). Volunteers are covered by the
Volunteer Protection Act, which generally
protects unpaid volunteers from liability
for acts or omissions that occur while
acting within the scope of their responsi-
bilities at the time of the act or omission.
If you are interested in volunteering,
please visit www.hacbed.org/asset-build-
ing/vita-program for more information.

Thank you to Susan Tamanaha of
HACBED and LCC Professor and site
coordinator Roy Kamida for their help
to coordinate our participation this year.
Thanks also to Y-CPA volunteers Claire
Chow, Dori Kaneshiro, Darryl Nitta,
Trudy Pajinag, Jessica Thomas, Gordon
Tom and Yumi Ueda for their time on
Saturday.

What

matters most?

When it comes to your information
management program, what matters
most to you? Beyond comprehensive
records and information management
services, we think you will agree, it's
access: secure and compliant, yet
fast and convenient for you.

At Access, our innovative thinking and
unsurpassed service ensure that your
information is securely protected and
readily available when you need it.

The right choice for you? It's Access.

Call us today at 1 877 FileLine or visit us
at InformationProtected.com to arrange
your FREE consultation and quote.

Aceess proudly

supports the

Hawaii Society of

Certified Public Accountants

Access

Information Protected.

InformationProtected.com
1 877 Fileline

Access to, storage, management
and destruction of both paper
and digitally based information.
Nationwide.

Individually Priced at

1888 Kalakaua Avenue - 35th Floor
4 Penthouses # 3501, 3502, 3503, & 3504

Visit our website today!

www.waikikilandmark35thfloorpenthouses.com

Let’s Talk Real Estate Call Jack Today!

Penthouse 3501 at $3,800,000 FS - 3BD, 3,111 sq. f.
Penthouse 3502 at $2,600,000 FS - 1BD, 2,134 sq. ft.
Penthouse 3503 at $2,418,000 FS - 2BD, 2,015 sq. ft.
Penthouse 3504 at $3,950,000 FS - 3BD, 3,225 sq. ft.
Combined Penthouses 3504 & 3502 at $5,888,000 FS - 4BD, 5,359 sq. ft.

I
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TOP 100

| REALTORS |
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John "Jack” Tyrrell,

Reo|Tor®, CRS, & CPA [not in public practice)

Jack. Tyrrell@TCHawaii.com

C: 808.306.6933 0:808.532.3330
. Office: Ala Moana Hotel - Main Lobby (1F6)
ﬁ Please visit: www.JTCHawaii.com

TOP 100

REALTORS
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hange is good! This year’s popular event was

held on February 20th at the Honolulu Country

Club. Over 250 students and professionals

navigated through pau hana traffic to participate
in the Meet the Pros Accounting Mixer. The evening
was filled with lots of food, fun, great conversations
and lots of door prizes.

After dinner, HSCPA President-elect Patrick Oki
addressed the students by sharing his experiences

at UH-Manoa and how his entrepreneurship created
the gateway to his accounting career. While studying
during his early years at UH, Patrick started an
automotive parts business and conducted a
successful business (and this was pre-Internet
days!). He encouraged the students to get involved
with the HSCPA and give back to the profession.

HSCPA President Michael Tanaka was pleased to
present (and surprise) Bernardo Equila the 2014
HSCPA Uniform CPA Exam scholarship which covers
the entire cost of the exam. Bernardo is working on
a Bachelor of Science in Accounting degree with an
expected graduation this Spring. In addition, he is
planning to pursue an MBA and ultimately obtain his
CPA license.

This year we were pleased to welcome two new spon-
sors. Roger CPA Review donated a Platinum Scholar-
ship ($1700 value) good towards the full Roger CPA
Review Course. The lucky winner was Maribel Julian
from UH-Manoa. SurgentKolar CPA Review donated a
50% Scholarship ($1000 value) which was awarded
to Geraldine Padilla from UH-Hilo. Congratulations to
all the lucky winners!

Thank you to the Y-CPA Squad for coordinating this
event, accounting club coordinators, and our many
sponsors for their generous donation of prizes.

President Michael Tanaka
with Bernardo Equila

Geraldine Padilla of UH-Hilo
with Gordon Tom

HSCPA President-elect Patrick Oki

Maribel Julian of UH Manoa
with Gordon Tom

Thank You, Sponsors!

CUI’ryw Deloitte
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CPA REVIEW

ROBERT H.Y. LEONG & COMPANY
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Craig Watanabe & Associates
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Certified Public Accountants
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Embracing a Paperless World

By Erin Cheever, Project Manager, Boomer Consulting, Inc.

A wise man once said
“Limitless paper in a
paperless world.” Although
it might not have been the
world’s best tagline, the
inspiring words of a “paperless world”
does hold some truth to the reality and fu-
ture for many in the business world today.
The question begs are we still embracing
this concept? As I stand here laminating
hundreds of pieces of paper, I know I am.

Of course we have all made great strides
in the direction of a paperless workplace,
but we haven’t quite figured out all of

the answers. We do, however, know
many of the benefits, positive changes
and purpose behind using less paper. It
is important to remember these aspects
as the concept of paperless becomes a
part of your company’s conversation.

Cost Savings

Tally up all of the business expenses you
have had that are related to paper. Print-
ers, fax machines, toner, ink supplies,
maintenance, etc. By eliminating the need
for these items, or at least lowering the
need, the amount of money per person per
year will decrease. Money saved with the
decreased use of printing materials can
now be used towards developing the tech-
nology and people that will help the paper-
less work environment and idea grow.

Productivity

For companies that spend large amounts
of time on printing to produce materials
for conferences, engagements and the
like, consider the time that is spent
doing this for each engagement.

Consider the man hours that it takes to
produce all of these resources. Consider

the time it takes for them to create

the document, print 50 copies only to
realize they spelled “your” instead of
“you” throughout the entire document
and have to re-print. The fact is that
most participants of your meeting will
take your paper and push it aside never
to be seen again or simply throw it away.
By going paperless, you remove many of
the printed materials from your equation.
They don’t go away — they just get seen by
your clients in a different, more creative
or mobile way.

You can see the productivity time in an
employee soar by adding value and time
into another responsibility or project
showing you where time is better spent.
Employees get back to producing the
things in your company that really matter.
Less paper allows for a more productive
workplace.

Sharing Withinthe Cloud

What if you could take 10,000 documents,
created over the past 10 years, and shared
any single one of them with your employ-
ees. What if you wanted to share them
with your clients?

Well, we all know you can. Share ma-
terials and documents in the cloud and
free up valuable office space, and allow
individuals to easily retrieve important
information at their fingertips. Let all of
your paper live in the cloud.

Environmental Impact

Simply said, save the paper, save the
trees. We all know that by using less
paper we are helping in making a positive
impact on the environment. Not only
does the pulp and paper industry affect
our trees, but it also affects the oxygen
we breathe and the energy we use every
day. If printing in your office does have
to occur consider recycled paper for
those jobs. In this day in age, we aim to
preserve our planet for the future. Let’s
make sure we are helping in any way we
can to aid that movement.

A Changing World

Show that you are part of the ever chang-
ing business world and be open to the
challenge. Although it might not be
realistic for your company to go entirely
paperless at this point or even ever, baby
steps in that direction may help you con-
sider the benefits more seriously. Start
exploring small changes in that direction.
Realizing the advantages may allow you to
open the door to start exploring the solu-
tions to get you there.

As a Project Manager for Boomer Consulting
Inc., Erin Cheever plans, organizes, secures
and manages resources for the firm’s many
service and program areas. Along with provia-
ing assistance and constant communication
with clients and sponsors, and serving as

an event liaison, her primary duties include
overseeing and managing the specifics of CI0
Advantage, CEO Advantage, Consulting, P3
Leadership Academy, and the Producers Circle.

PEER REVIEW UPDATE

It’s the middle of busy
season and I am writing an
article about peer review.
Why? Because I continue
to receive e-mails about the
subject and many firms have a June 30 due
date. Hopefully, the few tips below will help
you prepare for your upcoming peer review.

First, the good news! In November
2013, the HSCPA Peer Review Program
underwent its biennial on-site oversight
by Randy Watson, Oversight Task Force
Chair of the AICPA Peer Review
Board. During his visit, Randy
reviewed HSCPA’s policies and
procedures to ensure they were
in compliance with the AICPA
Peer Review Standards. The
good news is HSCPA passed
the oversight. The report can
be viewed at: https://www.
hscpa.org/writable/files/2013_
oversight_report.pdf t
In addition to the oversight visit, Randy
taught a one-day course on advanced
peer review issues. During the course,
attendees learned the latest and greatest
in the peer review world and shared best
practices. Here are my takeaways affect-
ing Hawaii practicing units:

1. “Information Required for Scheduling
Peer Review” form, aka “BG Form”—
Please thoroughly complete and submit
this Form to the HSCPA within 14-
days of receipt. The HSCPA uses the
information in the Form to update the
AICPA Peer Review Program database

By Rodney Harano

and approved, the reviewer has access
to the firm’s information via Peer
Review Information System Manager
(PRISM).

2.Establishing a firm’s peer review year-
end — Oftentimes, a reviewed firm must
request for an extension of time to
complete its peer review. The most
common “reason” is that the firm’s
engagements are not complete by the
assigned due date. A possible solution
is to reset the firm’s peer review year-

end. Please discuss with your reviewer
or call me about this. For many firms,
this is advisable in order to avoid a
peer review extension.

3.Request for extension of time to
complete the firm’s peer review must
be received by the administering entity
(i.e., HSCPA) at least 60 days prior to
the due date. In my previous article,
I indicated the extension must be
received by the due date. I stand
corrected — there is a 60-day rule.
Wow, this is stricter than the IRS.

and to notify the reviewer of the review  4.Here’s my last “tip”. When

(only if indicated). Furthermore, once
the firm and reviewer are matched

compiling your list of engagements
to be reviewed, please make sure

you use the balance sheet date, NOT
REPORT DATE, to determine whether
or not to include the engagement in
the scope. The only exception to this
rule applies to SSAE-type engagements
(usually use REPORT DATE). If you
have any questions about what to
include, again, please consult your
reviewer or me.

OK, I lied, here’s one more. The DOL
is comparing information on Form
5500, specifically the audit firm listed

in Part IIT of Schedule H to

the AICPA data base to

determine whether the audit
of the employee benefit plan
was included in the scope of
the firm’s peer review. If it
was not, the firm will be
notified by the AICPA Peer
Review Division and, in all
likelihood, the firm’s peer
review report must be
recalled. This is not pretty
because the firm must undergo a peer
review again, not just have the missing
engagement be reviewed. There is good
news — this “matching” process only ap-
plies to CPA firms who are NOT members
of the Employee Benefit Plan Audit Qual-
ity Center. This may be a good reason to
join the Center.

If you have any questions about this ar-

ticle or your firm’s peer review process,
please contact me at rharano@cwasso-
ciatescpas.com.

OK; it's back to work reviewing returns
and financial statements. DARN!
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On the Other Handg

By Ronald Heller, Attorney & CPA

I thought “reliance
[ ]
Q , on professional
advice” was
generally a good defense
against penalties, but I
heard about a recent
federal case where the court said that the
taxpayer was subject to late filing penal-
ties even though he followed his accoun-
tant’s advice. Is the law changing?

A, It's not necessarily changing, but
o there are some fine points in the
way it’s interpreted. The court
drew a distinction between substantive
advice (e.g., whether or not a transaction
is taxable) and procedural advice (e.g.,
the due date for a return). In essence,
the court said that a taxpayer does not
need expert advice to read the instruc-
tions and determine when a return is due.

The case was Knappe v. U.S., 713 E3d
1164 (9th Cir. 2013). It involved estate
tax on the estate of Ingeborg Pattee. She
died on November 30, 2005. Thus, the
due date for filing the estate tax return,
and for payment of the tax, was August

30, 2006 (nine months after the date of
death).

Peter Knappe was named executor of the
estate. He had no prior experience as
an executor and was not a tax expert, so
he retained Francis Burns, CPA. Burns
correctly told Knappe that the return and
payment were both due at the same time,
on August 30, 2006.

It became clear, however, that more time
would be needed. Eventually, Burns filed
Form 4768 seeking an extension of time.
Under Code Section 6801 (a), an estate
is entitled to an automatic six-month
extension of the time for filing a return.
An estate can also receive an extension
of time to pay the tax. That extension is
discretionary, not automatic, and may be
granted only for a “reasonable period of
time” not to exceed twelve months. The
same form, Form 4768, can be used to
request both an extension of the time to
file and an extension of the time to pay.

In this case, Burns filed a Form 4768,
checking the box for an automatic exten-

Challenged by your fixed income returns?
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sion of the time to file (for six months)
and requesting a 12-month extension

of the time to pay. Burns errone-

ously believed that he was applying for a
12-month extension of both the time to
file and the time to pay. Burns therefore
told Knappe — incorrectly — that there
was a 12-month extension for both filing
and paying, and that both had to be done
by August 30, 2007.

Knappe relied on the advice of his CPA,
Burns. Believing that he had until August
30, 2007 for both filing and payment,
Knappe actually filed and paid on May
29, 2007 — about 3 months early ac-
cording to what he believed the deadline
to be. However, since the filing dead-
line had actually been extended for six
months, not twelve, the return was due
on February 28, 2007 and was late.

The IRS imposed a late-filing penalty of
$196,414.60.

Knappe opposed the penalty, saying that
he had relied in good faith on the advice
of his CPA. Knappe said that if he had
known that the actual due date for the
return was February 28 rather than Au-
gust 30, he would gotten it filed on time,
noting that he actually believed he was
filing early, based on his understanding
that a twelve-month extension had been
obtained.

Burns testified in court, and confirmed
the advice he had given to Knappe.
Burns explained that he, Burns, mis-
takenly thought that he was applying for
twelve-month extension for both filing
and payment, and then told Knappe that
the extension had been granted. Burns
did not realize — and therefore did not
Continued on page 15

Continued from page 14

advise Knappe — that the filing deadline
and the payment deadline were two
different dates. The court apparently
believed this testimony.

The court noted that in general, when

a taxpayer delegates the task of filing a
return to an expert agent, and the agent
either files late or fails to file at all, there
is no “reasonable cause” to prevent a
penalty from being imposed. This is be-
cause it does not require expert knowl-
edge to know that tax returns should be
filed and that a deadline applies.

On the other hand, in cases where a
taxpayer relies on an agent’s erroneous
advice that no return is due, courts have

generally held that such reliance does
constitute “reasonable cause” that should
preclude a penalty. Courts reason that
the question of whether a return is due is
a matter of substantive tax law, and that

a taxpayer acting with ordinary busi-

ness care and prudence may rely on an
expert’s answer to that question.

The court found that Knappe’s situa-
tion was closer to the first situation.
Knappe was not relying on Burns for a
substantive interpretation of the tax law
— Knappe was merely relying on Burns
to tell him when the return was due, a
fact that Knappe could have learned for
himself by reading the instructions.
The court also noted that if penalties

were waived in this type of situation,
there would be an incentive for the tax
professional to take the blame, even
untruthfully. If Burns’ testimony that

he had made an error and given wrong
advice was enough to avoid a penalty,
then Burns would have a strong incen-
tive to give that testimony, whether it was
true or not. By taking the blame, and
eliminating the penalty, Burns would not
be taking any risk, since any malpractice
claim would be eliminated if the penalty
was cancelled.

As of Oct. 15, 2013, the Supreme Court
declined to hear a further appeal, and
thus the decision is now final.

Having a Peer
Review done,

doesn’t have
to be a pain!
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is able to relieve your
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What a blowout at this year’s Super
Bowl game at Met Life Stadium! Many
people thought the game would be
another epic struggle like when
the NFL Championship game
was last played in the New York
area. Remember who the two
teams were, who won, and the
quarterbacks of each team? It
was on December 30, 1962,
between the Packers and the
Giants, the Packers won 16-7,
and the quarterbacks were Bart
Starr and Y.A. Tittle. It was 13 degrees,
40 mph wind gusts, and the field was
frozen solid. Reading about that 1962
game in the January 27, 2014 Sports II-
lustrated magazine reminded me about
how great a coach Vince Lombardi was
for the Packers, and how his success
secrets are timeless, just as applicable
today as they were back in 1962.

“What It Takes To Be Number One,”

by Vince Lombardi and his son, covers
Coach Lombardi’s nine key principles
that shaped his philosophy on coach-
ing and life in general. One chapter is
devoted to each principle. As an added
bonus, it includes an audio CD of his
famous speech, “What It Takes To Be
#1,” and a 429 word excerpt from that
speech.

The following are highlights from the
book on each of the nine principles I
thought applied to most CPAs. In fact,
reading the book felt like I was reading
a blueprint of what it takes to be a suc-
cessful CPA and person.

—

T —— —

AUDIO
hOM HIS

Norman’s Book Review
“What It Takes To Be Number One”

by Vince Lombardi and Vince Lombardi, Jr.

Commitment
“It takes commitment for winning
to be an all the time thing. It takes
commitment to
do things right all
the time. Total
commitment means
100% effort,
100% of the time.”

“The quality of a
person’s life is in
direct proportion
to their commitment to excellence,
regardless of their chosen field of
endeavor.”

“Leaders make commitment a clear
priority, leaving no room for misunder-
standing.”

Discipline

“A man can be as great as he wants to
be. If you believe in yourself and have
the courage, the determination, the dedi-
cation, the competitive drive, and if you
are willing to sacrifice the little things in
life and pay the price for the things that
are worthwhile, it can be done.”

“To Coach Lombardi, discipline meant
hard work and sacrifice. His consistent
theme was you had to “pay the price” if
you wanted to be successful.”

“Winning isn’t everything — but making
the effort is.”

Excellence

His son and many of his former players
coincidently end many of their speeches
with this quote by Coach Lombardi:

“...Ifirmly believe that any man’s finest
hour — his greatest fulfillment of all that
he holds dear — is that moment when he
has worked his heart out in good cause
and lies exhausted in the field of battle —
victorious.”

“The spirit, the will to win and the will
to excel — these are the things that will
endure and these are the qualities that
are so much more important than any of
the events themselves.”

Mental Toughness

“Coach Lombardi believed mental tough-
ness — head and heart — was the single
most important quality a leader needed
to develop in themselves and in the
people around them. It is the ability to
hold on to your goals in the face of the
pressure and stress of your current situ-
ation. It is being your best at all times,
regardless of the circumstances.”

“Leaders are made, they are not born.
They are made by hard effort, which is
the price all of us must pay to achieve
any goal that is worthwhile.”

“If you're lucky enough to find a guy
with a lot of head and a lot of heart,
he’s never going to come off the field
second.”

Habit
“Winning is a habit.”

“The difference between a success-
ful person and others is not a lack of

strength, not a lack of knowledge, but
rather in a lack of will.”

“Watch your thoughts,
they become your beliefs.

Watch your beliefs,
they become your words.

Watch your words,
they become your actions.

Watch your actions,
they become your habits.

Watch your habits,
they become your character.”

Faith

Coach Lombardi’s son noted, “the
greatest gift my father gave me was
the example of his faith. He attended
mass daily. His faith in God was his
center, the source of his strength.”

“The essence of life, the growth of
wisdom and love, is spiritual. Sooner
or later, most of us come to this real-
ization, usually in our forties or fifties,
after we have sought happiness in
everything else — possessions, power,
prestige — and found them wanting.
At this point, we are finally willing to
admit that true happiness lies in faith,
in the spiritual journey.”

Passion

Coach Lombardi was a very passion-
ate and enthusiastic person. He got
excited about dinner at a good restau-
rant, a sunset, a game of golf, etc.

“If you can’t get emotional about what
you believe in your heart, you're in the

wrong business.”

“To motivate people, there must

be a spark, some juice, desire, zeal,
inspiration. It is tough to be a leader if
you can’t energize yourself, then your
people.”

“If you aren’t fired with enthusiasm,
you'll be fired with enthusiasm.”

Results

“Running a football team is no different
than running a business. Results are the
bottom line. If you produce the results,
you are a leader. If you don’t produce
the results, if you don’t execute, you're
not a leader.”

“Results, specific and measurable, come
from having a clear vision, defining
what improvement and adaptation looks
like, and having a beginning and end in
mind.”

Truth

“Truth is an absolute necessity for a lead-
er. Without truth guiding you as a leader,
there’s no trust. And if your people don’t
trust you, you can’t lead them.”

“Right and wrong are constant and un-
changing. What is right today, was right
yesterday, and will be right tomorrow.”

“A person grounded in the truth does
the right thing every time. You are the
same person in private as you are in
public.”

“Morally, the life of the organization
must be of exemplary nature. This is
one phase where the organization must
not have criticism.”

Summary

You will get a real appreciation and
flavor as to why Coach Lombardi was so
successful and why he was so revered.
His nine key principles on coaching and
life are a great blueprint for success in
any sport, business, or life. The Seattle
Seahawks exemplify many of Coach
Lombardi’s principles. They appear

to be committed, disciplined, mentally
tough, and passionate. They also strive
for excellence, have developed a win-
ning habit and get the results!

Having Coach Lombardi’s son co-author
the books gives a unique insight into
Lombardi as a coach, friend, husband
and father. The audio CD brings him to
life! What an awesome book!

Honolulu CPA Practice - gross $450K. Well-
established practice serving a high-quality, desirable
client base of primarily businesses and owners.
Honolulu CPA Practice - gross $356K. Highly-prof-
itable firm with strong fee structure and excellent
cash flow to owner of about 60% of gross.

Honolulu CPA Practice Partnership Opportunity

- gross $440k. Strong fee structure & experienced
staff in place. For more information, please call
1-800-397-0249 or visit www.AccountingPractic-
eSales.com to see listing details and register for free
email updates.

Hawaii Practices For Sale

Thinking of Selling Your Practice? Accounting Prac-
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tax practices in North America. We have a large pool
of buyers looking for practices now. We also have the
experience to help you find the right fit for your firm
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about our risk-free and confidential services, call Ryan
Pannell with The Holmes Group at 1-800-397-0249 or
email ryan@accountingpracticesales.com.
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MICROCOMPUTER TECHNOLOGY

By Ron Gouveia CPA, CITP of Carr, Gouveia + Associates, CPAs, Inc.

The April 2014 deadline

is fast approaching. The
- “WT8L big question is whether to
;e upgrade to Windows 7 or
Windows 8.1. Our firm has not moved
to Windows 8.1 nor have any of our IT
clients. So it’s hard for me to recom-
mend it. However, you might want to
read Making the Case for Windows 8.1
by Mark Mizrahi of Global Knowledge
Training LLC. Do a Google search and
the article will come up. Mark makes a
compelling case for moving to Windows
8.1 instead of Windows 7.

Every article I write will include security
tips as keeping data out of the hands of

crooks is very high priority me. Here
for getting off Windows XP  are this month’s tips:

 Keep servers in a locked room and
keep all of the firm’s confidential ‘
data on the servers;

* Dispose of confidential data properly
including using a shredding service;

e Use strong passwords for access to
everything important. A password
manager which generates random
passwords is recommended,;

e Have strong procedures for
keeping hardware and software
up-to-date and fully patched.
Don't forget to patch firmware
for things such as firewalls;

s
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* If you use a wireless access point
for internet access, use WPA2
encryption and use a separate
network totally separate from
the firm’s network;

¢ Do not allow confidential information
on email servers, and keep only
a minimal amount of firm email
on phones and tablets;

e All phones and tablets should have
strong passwords and should be
encrypted,

e Use appropriate remote access
software such as GoToMyPC
from Citrix or use a VPN;

e Encrypt backup media whether it’s
going to be stored off site or not and
encrypt all USB devices used to
transfer confidential information;

e Use a portal such as ShareFile
from Citrix to transfer confidential
information and to make confidential
information available to anyone
outside the firm;

e Use layered security protection
including multiple layers of email
screening, virus and malware
scanning, and firewall protection.

I don’t think this is anywhere near a com-
plete checklist but if you have procedures,
policies, and controls that cover the above
topics, you've made a very good start.
Read Security Concerns Every CPA Firm
Should Consider by Trey James for more
details about CPA firm security.

If you have any questions or comments,
call me at (808) 837-2507, or send
e-mail to ron@cga-cpa.conl.

As we are in the midst of
another busy season, |
wanted to take some
time to hopefully catch
everyone’s attention, for
a short time, to make everyone aware
of Tax identity theft. As accountants,
we are all aware of how important is it
to safeguard our personal information
- social security number, credit card
numbers, bank account numbers, etc.
But not many of us are aware of a new
and growing crime called tax identity
theft.

In most cases, tax identity theft
victims find out about the crime when
they get a letter from the IRS for any
of the following reasons:

1. More than one tax return for
you was filed,

2. You received wages but didn’t
report them on your tax return, or

3. You have a balance due or refund
offset for a year you did not file a
tax return.

If you discover that you are a victim
of tax identity theft, the following
steps should be taken immediately to
recover as quickly as possible:

1. If you received a notice from the
IRS, notify the IRS immediately by
responding to the name and
number printed on the notice
or letter.

by Yumi Ueda

2. You can also contact the IRS
identity protection unit at
1-800-908-4490 from Mon -
Fri from 7A - 7P, Pacific Time.

3. Fill out the IRS Identity Theft
Affidavit Form 14039.

4. File a police report. This will
help establish that identity theft
occurred and provide support for
the claim when filing Form 14039.

-

Additional steps should also be
taken to further protect your identity,
such as:

e Putafraud alert on your credit
reports by contacting one of the
credit reporting companies
(Equifax, Experian or TransUnion).

 (reate an identity theft report by
submitting an identity theft affidavit
and your police report. This will
give you certain rights that can help
you recover from identity theft
such as stopping a company from
collecting debts that result from
identity theft.

As we are living in a digital world

where it is now possible to deposit a
check or file a tax return using your
mobile device, it also creates oppor-
tunities for scammers, hackers and
identity thieves. Be aware of your
wireless network, laptop security,
hacked e-mail or social network-

ing account, stolen mobile devices
and using mobile apps. Be aware

of e-mails from unknown persons
and never click on a link or open an
attachment from a person you don’t
know. Be cautious of over shar-

ing personal information on social
networking sites, as identity thieves
can use your information to answer
“challenge” questions on your ac-
count and gain access to your money
and personal information.

Identity theft has been called the
fastest growing crime and can be
very stressful and time consuming to
resolve. Protecting your identity is
not something that should be taken
lightly or ignored.

For more information on tax identity
theft, please visit the IRS website

at http://www.irs.gov/uac/Taxpayer-
Guide-to-ldentity-Thefl. For more
information about protecting your
personal identity and information,
visit the federal trade commission at
http://www.consumer.ftc.gov/topics/
privacy-identity.
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HS CPA

oin us and other industry leaders at the 54th Annual

Conference of the Hawaii Society of CPAs on Friday,

June 20, 2014 at the Hawaii Prince Hotel. This Confer-
ence promises to be a rewarding and informative day featur-
ing some of the most trusted and highly-respected leaders in
the nation. The program is guaranteed to keep you informed
on the challenges and opportunities facing the profession.

Our keynote speaker is one of the top leaders in the profes-
sion and we are honored to have Barry Melancon, President
and CEO of the American Institute of CPAs, give his always
informative and thought-provoking presentation on the most
up-to-date issues affecting the accounting profession. If you
haven’t experienced a “Barry update” before, you will be
mesmerized by his depth of knowledge of the profession.

We are delighted to welcome back one of Hawaii’s most
influential business leader, David Heenan. He continues his
legacy as educator and is a visiting professor at George-
town University and as a prolific author of several books on
business and leadership. His latest book, “Leaving on Top:
Graceful Exits for Leaders”, offers some thought-provoking
messages on dealing with one of life’s most formidable chal-
lenges: the graceful exit.

Keeping your undivided attention through the Conference will
be Hawaii’s favorite FBI Special Agent, Tom Simon. He will
be discussing the epidemic of investment frauds that have
been plaguing the Hawaii economy over the past four years.
The presentation will present high-profile investment scam
cases investigated by the FBI in Hawaii with a goal toward
making attendees better able to recognize the tell-tale signs
of a Ponzi Scheme before clients, friends, and family mem-
bers are financially ruined. You don’t want to miss this!

Don’'t miss this opportunity to hear top-flight speakers, a
dynamic program and great networking at Happy Hour imme-
diately following the conclusion of the Conference! Register
now at https://www.hscpa.org/professional-development/
AC1413/hscpa-54th-annual-conference for the best CPE deal
this year . . . 7 CPE credit hours, complete breakfast and
lunch, awesome speakers and Happy Hour — what more can
you ask for!

-

54TH

Honoring Accounting
Legends 2014 HSCPA
Legacy Hall of Fame

The Hawaii Society of CPAs is proud to honor those in the

profession who have paved the way for the next generation.

They are the Trailblazers . . . the Mentors . . . the Legends.

Please join us in saluting:

Gary T. Nishikawa GarrettK Serikawa Keiji Tsuhako

Distinguished Achicvement
in Accounting €Education

Warren Y.F. Wee

ANNURL

Our Jistinguished speakers:

Barry C. Melancon, CPA, CGMA

Barry C. Melancon is the President and Chief

Executive Officer at the American Institute

of Certified Public Accountants (AICPA), the

* national professional association of CPAs,

with nearly 386,000 members worldwide. He directs
the Institute’s operations in New York; Durham, NG;
Washington, DC and New Jersey.

As head of the largest body of CPAs in the world,
Melancon is called upon to represent the Institute with

David A. Heenan

David A. Heenan is a trustee of the Estate of

James Campbell, one of the nation’s largest

landowners, and a visiting professor at

Georgetown University. Formerly, he served
as chairman and CEO of Theo. H. Davies & Co., Ltd.,

the North American holding company for the Hong Kong-
based Jardine Matheson. Earlier, he was the vice president

for academic affairs at the University of Hawaii and,
before that, dean of its business school. In addition,
he has worked internationally for Chevron, Citicorp
and McKinsey—and is a former Marine Corps pilot.

Mr. Heenan holds the A.B. degree from the College of
William and Mary, the M.B.A. from Columbia University

Tom Simon

Special Agent Tom Simon joined the Federal
Bureau of Investigation in 1995. He currently
investigates high-yield investment frauds,

; major embezzlements, and traditional white
collar crimes affecting Hawaii’s residents and small
business community. In addition to his investigations,
Tom also serves as the press spokesperson for the
Honolulu FBI office and is a regular fixture on local
news programs and radio talk shows.

Prior to transferring to the FBI Honolulu office in 2009,
Tom worked at the FBI Chicago office for 14 years where
he investigated financial crimes, counter-terrorism, and
political corruption. Following the 9-11 attacks, he was
assigned to a team of Special Agents who dismantled
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state, national and international organizations and is sought
after by key opinion leaders for his expertise.

Under Melancon, the Institute has spearheaded a number of
initiatives designed to benefit not only the profession, but
also investors, business owners, lenders and the general
public. These include audit quality centers; private company
reporting standards; eXtensible Business Reporting Language
(XBRL); the computerized CPA exam; and two consumer
financial literacy education programs.

and the Ph.D. from the Wharton School o wi oy |
of the University of Pennsylvania. He has 9
served on the faculties of the Wharton LEAVING
School and Columbia Business School. He ON TOP
also serves or has served on the boards of CTOR LEADERS
eight publicly traded companies.

An active writer, Mr. Heenan’s articles have

appeared in such diverse publications as the Harvard Busi-
ness Review (eight times), the Sloan Management Review,
The Wall Street Journal, The New York Times and The Christian
Science Monitor. He is the author or co-author of eight books,
including Leaving On Top: Graceful Exits for Leaders, Bright
Triumphs From Dark Hours, Flight Capital and Co-Leaders.

several Islamic charities funneling money to Al Qaeda and
other extremist groups. As his final case in Chicago, Tom was
on the team of agents who investigated Illinois Governor Rod
Blagojevich which culminated in convicting the Governor

of attempting to sell the U.S. Senate seat formerly held by
U.S. President Barack Obama. A

Tom earned a Bachelor’s
degree in Accounting from
Clemson University and

is a non- practicing

He worked at KPMG as a*S§ (om \ele

Forensic Accountant for
three years before
joining the FBI.
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