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(Draconian IRS Penalties. Be Scared and Prepared. continued on page 2)

In prior years we have found the 
IRS compliance penalties for not filing 
various tax forms to be nothing more 
than a slap on the wrist. No longer!! 
The penalties have now reached the 
point where they could close a business.  
The penalties for failing to file 1099’s, 
W-2s and Business returns of 1120S 
and 1065 have become frightening.

Businesses file W-2s for wages 
and Form 1099 to report dividends, 
interest, non-wage compensation and 
rent paid in the course of the tax year.  
The penalty for not filing these forms is 
$270 per form, which will be doubled 
to $540 since the penalty is for the 
form sent to each recipient and the IRS.  
The maximum penalty for a calendar 
year varies based on gross income of 
the business issuing the forms. For a 
business making more than $5 million in 
gross receipts, the maximum penalty is 
$3.339 million and less than $5 million 
the penalties could be up to $1.113 
million.  The forms are to be filed to the 
IRS by January 31, 2020 and mailed to 
the recipients. Those 31 days in January 
are a very small window for you to 
comply with the rules. The penalties 
alone could put you out of business!

Some of the more common 
errors on 1099s include 

• Failure to recognize that vendors 
which are LLPs and LLCs are 

not “corporations” and therefore 
service providers do not qualify 
for the exemption from filing.

• Failure to obtain W-9 information 
from new vendors.  Without the 
W-9 information, it is a requirement 
to withhold 30% and remit to 
the IRS as federal withholding.

• Failure to identify multiple 
vendor payments in a year, 
which exceed $600 in total.

• Failure to provide 1099s 
for rent payments.

Penalties for failing to file the 1065, 
Partnership Return, or the 1120S, 
Subchapter S Corporation return, 
are assessed based on the number of 

DRACONIAN IRS PENALTIES.
BE SCARED AND PREPARED.

Katie Finnegan Larson, ea, Manager
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partners or shareholders.  The 
penalty is $205 per partner or 
shareholder per month for 12 
months with no maximum!  The 
returns are due by March 15th.  
Partnerships and S Corporations 
can file for extensions for time to 
file, which gives the business until 

September 15th to get the return 
filed.  If the return is not filed by 
the extension, the extension is 
ignored and the penalty is assessed 
from the original due date.

Don’t let the penalties catch 
you off guard and make sure 

your information is into your tax 
preparer with plenty of time to file.

Please contact your Ketel 
Thorstenson tax advisor 
for further guidance.

(Draconian IRS Penalties. Be Scared and Prepared. continued from page 1)

If you have a small business, 
are bank accounts reconciled?  Are 
year-end credit card account and 
loan balances correct?  Do you 
have W-9 forms from individuals 
that received a payment of $600 
or more for services provided 
to you? Is your tax appointment 
scheduled?  These are all things to 
start thinking about.

In a perfect world accountants 
would love to receive business 
books that are reconciled and 
income and expenses allocated 
correctly! But we know that isn’t 
always the case.

Now is a good time to start 
sorting through income and 
expense accounts for your business 
to ensure items are classified 
correctly.  This is extremely 
important for producing accurate 
financial statements and issuing 
1099s and W-2s.  Remember – the 
due date to file these year-end 
forms is January 31st.

2018 produced one of the largest 
changes to tax law in decades.  The 
layout for Form 1040 changed, 
new business deductions were 
created, tax brackets changed, and 
the standard deduction doubled 
causing fewer taxpayers to itemize.  

It appears these same tax laws will 
carry through the 2019 tax year.

Have you moved? Sold your 
house? Marital status changed? 
These are important life changing 
events your accountant needs to 
know about.  Also, the IRS is now 
requiring tax professionals to verify 
and audit certain parts of your 
information to ensure you are not 
fraudulently claiming personal tax 
credits.  As such, we may need to 
see social security cards and tuition 
statements.  

Are you retired?  Do you still 
have a filing requirement?  If 
earned income is less than the 
standard deduction there is a 
good chance you won’t need to 
file. Once you have all income 
tax information gathered up, visit 
with your CPA to help answer that 
question.  

Were estimated tax payments 
made for the 2019 tax year?  Will 
there be significant changes in 
income for 2020?  These are 
other important items to discuss 
with your CPA during your tax 
appointment.  Although 2019 will 
be the focus it doesn’t hurt to get 
geared up for 2020 as well!

GEAR UP FOR TAX SEASON - ARE YOU READY FOR TAX FILING?
Joei tieMan, CPa, senior assoCiate

Joei Tieman
CPA, Senior Associate 

Join the
conversation

online.
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AVOID IRS INCOME TAX FILING COMPLIANCE PENALTIES
Lindsey noLan, CPa, assoCiate

The IRS has over 140 penalty 
provisions at its disposal, but 
only use a handful regularly. The 
United States income tax system 
has a pay-as-you go structure. 
Simply stated, if you don’t pay 
enough federal tax throughout 
the year as you earn income, 
either by payroll withholding or 
quarterly estimated payments, you 
may face consequences. On top 
of underpayment penalties, there 
are also failure-to-file and failure-
to-pay penalties, known as the 
delinquency penalties, associated 
with untimely-filed returns.

According to IRS statistics, more 
than one in ten taxpayers requested 
an extension to file their 2018 
federal tax returns. With all the 
new tax code changes implemented 
in 2018, many taxpayers needed 
additional preparation time. The 
complexity of the new laws made 
it very difficult at extension time to 
estimate whether a taxpayer would 
expect a refund or owe more. 

If you file Form 4868 by April 
15, 2020, you will allow yourself 
an extra six months to prepare 
your 2019 income tax return. 
However, this extension period 
does not include additional time to 
pay taxes. If you figure you owe 
taxes, you must pay by the original 
April 15 deadline. If you fail to 
cover your final amount due at 
that time, the unpaid balance will 
be subject to interest and a 0.5% 
per month late payment penalty. 

Interest accrues quarterly at a 
varying rate from the original due 
date until the date of payment. The 
combined rate for the penalty and 
interest is roughly 12% per year, 
and none of it is deductible. In 
other words, the October 15 federal 
tax extension deadline is only for 
filing your tax return, and you 
must gather enough information to 
determine taxes owed by April 15. 
It is better to slightly overestimate 
taxes because you will get any 
overpayment back in the end.

If you are one of the fifteen 
million taxpayers estimated to file 
extensions for the 2019 tax year, 
make sure to file timely even if 
you can’t pay your taxes in full at 
the original due date. If you owe, 
the fine for failing to file either 
an extension or a tax return by 
April 15 is 5% per month for five 
months, maxing out at 25%. It is 
always in your best interest to not 
‘borrow money’ from the IRS, but 
rather pay as much as you can, 
as soon as you can, to minimize 
additional government charges. 
There are payment plans available 
through the IRS. If you pay within 
120 days, you will not be liable for 
user fees. If a long-term installment 
agreement is approved, you will 
be assessed setup and processing 
fees. Individuals with balances 
over $25,000 and businesses with 
balances over $10,000 must use 
Direct Debit to pay their bills.

Generally, most taxpayers can 

avoid the accumulation of penalties 
if they owe less than $1,000, 
or if they paid at least 90% of 
the current year’s tax or 100% 
(110% if adjusted gross income 
was $150,000 or greater) of the 
prior year’s tax. There are also 
certain qualifying life events that 
the IRS will consider for waiving 
a penalty. If you receive income 
unevenly during the year, you 
can potentially justify using an 
annualized installment method 
to reduce penalties as well. 
Another option to possibly erase 
penalties is the agency’s first-time 
penalty abatement program. 

Please contact your Ketel 
Thorstenson tax advisor to help 
plan for these types of penalties.

Lindsey Nolan
CPA, Associate

Join the
conversation

online.
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CONTRIBUTE TO AN HSA, NOT A 401K
greg Miner, CPa, senior Manager

Why would I suggest 
contributing to a Health Savings 
Account (HSA) instead of a 
401(k) retirement account? It is 
simple, HSAs provide “triple-
tax-free” benefits on qualified 
medical expenses plus you can 
treat the account like a “sleeper 
retirement account” once you 
reach age 65. Hold on, don’t 
reach for the phone yet. Like any 
great tax “loop-hole” the IRS is 
going to make you jump through 
a few hoops to get the benefits.

Triple-tax-free benefits means 
you receive (1) a deduction for 
contributions, (2) the account can 
be invested and grow tax deferred, 
and (3) tax-free distributions can 
be made for qualified medical 
expenses. Now compare the 
HSA to a 401(k) which offers a 
deduction for contributions, but 
distributions will be taxable.      

How do HSAs work? Be sure to 
read Kim Richters’ article in the fall 
2019 KT addition for the complete 
details. Now that you are refreshed 
on HSAs, let’s see the numbers!

As illustrated in exhibit A, 
Frank and Jill pay $2,000 per 
year for out of pocket medical 
expenses (which they can’t deduct 
due to Adjusted Gross Income 
limitations). They also contribute 

$3,500 into their 401(k)s over the 
employer matching limits ($2,730 
out of pocket due to income tax 
deduction). Fast-forward 20 years, 
assuming a 7% rate of return, Frank 
and Jill’s 401(k)s would be worth 
$143,500. Assuming a top marginal 
tax rate of 22%, the after tax value 
of the 401(k) is $112,000. Now 
let’s look at Rich and Mary that 
use an HSA instead of a 401(k).

Rich and Mary contribute the 
same $4,730 after tax dollars as 
did Frank and Jill, resulting in an 
HSA contribution of $6,725. Rich 
and Mary withdraw $2,000 from 
the HSA per year to cover qualified 
medical expenses and the remaining 
$4,725 grows in the HSA account 
tax deferred. After 20 years Rich and 
Mary have $193,700 in the HSA, 
which is $50,200 more than Frank 
and Jill’s 401(k). Assuming Rich 
and Mary use the HSA to reimburse 
medical expenses and Medicare 
premiums, Rich and Mary will have 
$81,700 in after tax benefits over the 
401(k) option Frank and Jill used 
while making the same contribution. 
How did the HSA provide the extra 
after tax benefits over the 401(k)?

Rich and Mary contributed 
to the HSA via their paychecks 
and effectively enjoyed a 29.65% 
deduction on $2,000 of annual 
medical expenses. This percentage 
is higher than their income tax 

rate of 22% as they saved 7.65% in 
payroll taxes.  Frank and Jill do not 
enjoy this payroll tax savings from 
the 401(k) contributions. In addition, 
Rich and Mary are not paying 
income taxes on HSA distributions 
for qualified medical expenses, 
and as such, are effectively 
deducting these medical costs.             

Employers can benefit from 
offering HSAs as well. HSA 
contributions made through payroll 
reduce payroll taxes for both the 
employer and employee. If an 
employee contributed $7,100 to 
an HSA, the contribution would 
result in $543 payroll tax savings 
for the employer. It does not take 
long for the savings to stack up.    

Many individuals are turned 
off by high deductible health 
insurance plans. However, I have 
found some great benefits. When 
I compared the low deductible 
plans to the high deductible plans, 
I found that if I paired the high 
deductible plans with an HSA and 
maxed out the annual contribution, 
the high deductible plan premium 

Greg Miner
CPA, Senior Manager

(Contribute to an HSA, Not a 401K continued on page 5)

Exhibit A

Contribution/Paid Tax Deduction Tax Savings Cash Out of Pocket
401(k) $3,500 22% $770 $2,730
Out of Pocket Medical $2,000 0% $0 $2,000

$4,730

Contribution Tax Deduction Tax Savings Cash Out of Pocket
HSA $6,725 29.65% $1,995 $4,730

$4,730

Frank and Jill

Rich and Mary
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It is often common for 
individuals to make transactions 
with family members or businesses 
owned by family members. Did 
you know those transactions could 
have a negative tax consequence 
for you? 

Related party transactions in 
most cases will re-characterize 
what would normally be a long-
term capital gain or loss to an 
ordinary gain or loss. The property 
sold between parties must be 
depreciable to fall under the related 
party rules. If the sale includes both 
depreciable and non-depreciable 
property, the gain will be allocated 
between the properties and only 
the depreciable property will be 
re-categorized from capital gain to 
ordinary gain. Capital gain tax rates 
for the 2019 filing season could 
be as low as 0% or as high as 20% 
depending on your taxable income 
level. For example, if your taxable 
income for 2019 was $78,000 and 
you file a married filing joint tax 
return, your tax bracket would be 
12% and your long-term capital 
gains tax rate would be 0%. If 
you sold $50,000 worth of raised 
cows to your brother, resulting in 
a $50,000 long-term capital gain it 
would be taxed at 0% according to 
your taxable income, but since it 

is a related party transaction, that 
$50,000 long-term gain will instead 
be taxed at 12%.

What family members fall 
under the related party transaction 
rules? Family members included 
in the related party transaction 
rules include siblings (including 
half siblings), spouses, ancestors 
(parents, grandparents, etc.), and 
lineal descendants (children, 
grandchildren, etc.). A sale between 
a taxpayer and their nephew would 
NOT fall under the related party 
transaction rules. 

In addition to sales between 
individual taxpayers, sales 
between entities could also fall 
under the related party transaction 
rules and result in unfavorable 
tax consequences. Related party 
rules can apply when there is a 
sale between a taxpayer and a 
controlled entity or a sale between 
multiple controlled entities. 
Controlled entities include a 
corporation or partnership in 
which the taxpayer owns directly 
or indirectly more than 50% of 
the stock or capital or profits 
interest. Controlled entities would 
also include two corporations or 
partnerships in which the same 
taxpayers own more than 50% of 
the outstanding stock or capital and 

profits interest. 
For example, let’s say Taxpayer 

A is in a partnership named 
XYZ Partnership with Taxpayer 
B and they are brothers. They 
both share profits and capital at 
50% each. XYZ Partnership sells 
$100,000 of raised cows to ABC 
Corporation for breeding purposes. 
ABC Corporation is owned by the 
two brothers and Taxpayer C, an 
unrelated taxpayer. Each taxpayer 
owns one third of the outstanding 
stock in ABC Corporation. Since 
Taxpayer A and B are brothers 
and both own one third of ABC 
Corporation, due to related party 
rules, they are considered to 

RELATED PARTY TRANSACTIONS
Mary HLebeCHuK, CPa, senior assoCiate

Mary Hlebechuk
CPA, Senior Associate 

and the HSA contribution were 
about the same cost as the low 
deductible plan premium. Plus, my 
HSA balance increases every year. 
Not all plans and tax situations 
are the same. Meet with your 
favorite Ketel Thorstenson, LLP 
tax advisor and do the math. You 
might find a nice “loop-hole.” 

HSA Fun Facts:
• There are absolutely no 

taxable income limitations. 
• There is no requirement to 

reimburse medical expenses 
in the year paid. You can hold 
onto your receipts and take 
reimbursements later while 
the funds grow tax-deferred.   

• HSAs have no Required 
Minimum Distributions. 

• You are allowed a once in 
a lifetime transfer from an 
IRA to an HSA, but this 
will reduce your annual 
contribution limitation. 

• HSAs can pay for or 
reimburse COBRA 
premiums.

(Contribute to an HSA, Not a 401K continued from page 4)

(Related Party Transactions continued on page 6)
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With the drastic increase to the 
estate tax exemption in 2018, far 
fewer estates have been required 
to file Form 706, the Internal 
Revenue Service’s estate tax return.  
As such, one would think there 
is no need for an appraisal of the 
decedent’s business. However, a 
business valuation can still benefit 
the transferee. Let me tell you why!

Under IRC 1014(a), the general 
rule is that the beneficiary’s basis 
in an assets equals its fair market 
value at the date the benefactor 
dies. What does this mean? Let’s 
say your grandfather bequeathed 

to you his interest of 10,000 shares 
in a closely-held business.  IRC 
1014(a) allows you to “step-up” the 
basis in such interest. If Grandpa 
bought the interest for $100 per 
share decades ago but as of the 
date of his death is worth $500 
per share, you get the new basis 
of the value of the shares at the 
time of his death.  Let’s assume 
you decide to retain ownership of 
such shares of stock for ten years 
before liquidating.  Why does a 
step-up value matter?  Let’s look 
at the math to understand why that 
matters to you:

With no step-up in basis, you 
would pay the tax on the gain 
between the time of Grandpa’s 

purchase and the time of 
liquidation.  Here’s the math:

WHAT IS A STEP-UP IN BASIS AND WHY DOES VALUE MATTER?
Keegan stoCK, CPa/abV, senior assoCiate and eriCKa Heiser, Mba, CVa, direCtor

Keegan Stock
CPA, ABV, Senior Associate

Ericka Heiser
MBA, CVA, Director

(Related Party Transactions continued from page 5)

directly or indirectly own two 
thirds of ABC Corporation. The 
sale of $100,000 of raised cows 
from XYZ Partnership to ABC 
Corporation for breeding purposes 
would be considered a related 
party transaction because 50% 
or more of XYZ Partnership and 

ABC Corporation is owned by 
related parties. The $100,000 will 
be taxed as an ordinary gain to 
XYZ Partnership and flow through 
on the partners K1s to be taxed at 
their regular tax rate rather than the 
lower capital gains rate. 

Related party transactions can 
be quite technical and complex. If 
you think you might fall within the 
related party rules or would like 
to know more about them, contact 
the KTLLP Tax Team for more 
information.

What is a Step-Up in Basis and Why Does Value Matter?   
By Keegan Stock, CPA/ABV, Senior Associate and Ericka Heiser, MBA, CVA, Director 
 
With the drastic increase to the estate tax exemption in 2018, far fewer Estates have been required to file Form 706, 
the Internal Revenue Service’s estate tax return.  As such, one would think there is no need for an appraisal of the 
decedent’s business. However, a business valuation can still benefit the transferee. Let me tell you why! 
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the benefactor dies. What does this mean? Let’s say your grandfather bequeathed to you his interest of 10,000 shares 
in a closely-held business.  IRC 1014(a) allows you to “step-up” the basis in such interest. If grandpa bought the 
interest for $100 per share decades ago but as of the date of his death is worth $500 per share, you get the new basis 
of the value of the shares at the time of his death.  Let’s assume you decide to retain ownership of such shares of stock 
for ten years before liquidating.  Why does a step-up value matter?  Let’s look at the math to understand why that 
matters to you: 
 

 At Time of 
Grandpa’s Purchase 

At Time of 
Grandpa’s Death 

At Time of 
Liquidation 

Value per Share $100 $500 $750 
Multiplied by: Shares 
Owned 

10,000 10,000 10,000 

Value of Investment $1,000,000 $5,000,000 $7,500,000 
 
 
With no step-up in basis, you would pay the tax on the gain between the time of Grandpa’s purchase and the time of 
liquidation.  Here’s the math: 
 

Value at Time of Liquidation $7,500,000 

Less: Value at Time of Grandpa’s Purchase $1,000,000 

Gain on Investment $6,500,000 

Multiplied by: Tax Rate (illustrative only) 25% 

Tax on the Gain $1,625,000 

 
 
Thank goodness we have IRC 1014(a) to allow you to use your step-up in basis at the date of death!  I think you will 
like the tax on the gain number much better in the illustration below: 
 

Value at Time of Liquidation $7,500,000 

Less: Step-Up Value / Value at Time of Grandpa’s Death $5,000,000 

Gain on Investment $2,500,000 

Multiplied by: Tax Rate (illustrative only) 25% 

Tax on the Gain $625,000 

 
 
Stepping up the basis in this investment saved you $1 million in tax at the time of liquidation given this simple 
example.    Even more important, for example, had you inherited a building, or a pass through entity, the basis of the 
underlying assets is also stepped-up, and this allows you to re-depreciate those assets saving you potentially hundreds 
of thousands of dollars in income tax.  But beware, that while this Code Section has been in the law for nearly a 
century, many on Capitol Hill recently want to eliminate this tax benefit. 
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By Keegan Stock, CPA/ABV, Senior Associate and Ericka Heiser, MBA, CVA, Director 
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 At Time of 
Grandpa’s Purchase 

At Time of 
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At Time of 
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Value per Share $100 $500 $750 
Multiplied by: Shares 
Owned 

10,000 10,000 10,000 

Value of Investment $1,000,000 $5,000,000 $7,500,000 
 
 
With no step-up in basis, you would pay the tax on the gain between the time of Grandpa’s purchase and the time of 
liquidation.  Here’s the math: 
 

Value at Time of Liquidation $7,500,000 

Less: Value at Time of Grandpa’s Purchase $1,000,000 

Gain on Investment $6,500,000 

Multiplied by: Tax Rate (illustrative only) 25% 

Tax on the Gain $1,625,000 

 
 
Thank goodness we have IRC 1014(a) to allow you to use your step-up in basis at the date of death!  I think you will 
like the tax on the gain number much better in the illustration below: 
 

Value at Time of Liquidation $7,500,000 

Less: Step-Up Value / Value at Time of Grandpa’s Death $5,000,000 

Gain on Investment $2,500,000 

Multiplied by: Tax Rate (illustrative only) 25% 

Tax on the Gain $625,000 

 
 
Stepping up the basis in this investment saved you $1 million in tax at the time of liquidation given this simple 
example.    Even more important, for example, had you inherited a building, or a pass through entity, the basis of the 
underlying assets is also stepped-up, and this allows you to re-depreciate those assets saving you potentially hundreds 
of thousands of dollars in income tax.  But beware, that while this Code Section has been in the law for nearly a 
century, many on Capitol Hill recently want to eliminate this tax benefit. 
 

(What is a Step-Up in Basis and Why Does Value Matter? continued on page 7)
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Have you daydreamed of being 
your own boss, running your own 
business and taking control of 
your own destiny?  Have you read 
magazine articles about franchise 
opportunities and perhaps taken the 
first step and requested information 
to start a franchise?  You may be 
a good candidate to be a franchise 
owner, but I encourage you to do 
your homework carefully before 
you make this big decision.

ADVANTAGES TO CHOOSING 
A FRANCHISE

As a child growing up in the 
1970’s in a town with a population 
of about 10,000 in West Central 
Minnesota, I recall going to a 
restaurant called “The Quick Stop.”  
They sold what we would call 

“fast food,” that was ordered at the 
counter.  It was always a treat to 
go eat there and they were always 
busy.  A new restaurant called 
McDonalds opened up about two 
blocks down the road, and it did 
not take long for The Quick Stop to 
close.  They both sold essentially 
the same product, fast food, in 
the same manner, but McDonalds 
captured the market share and the 
independent restaurant soon closed.

A key advantage of a franchise 
is the brand and identity they have 
established.  Often they also have 
large nationwide marketing and 
advertising campaigns to continue 
to expand this brand identity and 
awareness.   This, along with an 
established product or service, 
help draw awareness and new 

customers into their door.  I have 
had the opportunity to travel 
internationally and I make it a 
point to have a Big Mac and Coke 
in every country I go to and I can 

Brian Watland
Manager

IS A FRANCHISE BUSINESS THE RIGHT CHOICE FOR ME?  
brian WatLand, Manager

Thank goodness we have IRC 
1014(a) to allow you to use your 

step-up in basis at the date of 
death!  I think you will like the tax 

on the gain number much better in 
the illustration below:

Stepping up the basis in this 
investment saved you $1 million 
in tax at the time of liquidation 
given this simple example.    Even 
more important, for example, 
had you inherited a building, or 
a pass through entity, the basis 
of the underlying assets is also 
stepped-up, and this allows you 
to re-depreciate those assets 
saving you potentially hundreds of 
thousands of dollars in income tax.  
But beware, that while this Code 

Section has been in the law for 
nearly a century, many on Capitol 
Hill recently want to eliminate this 
tax benefit.

So how does Business Valuation 
play a role in this?  We know the 
value of the investment at the time 
of Grandpa’s purchase because 
we have the document that shows 
what he paid for it.  That’s an easy 
number to obtain.  And, we know 
what the value is at the time of 

liquidation because you have a 
purchase agreement for the sale 
of such interest.  But, what about 
the value of the stock at the time 
of Grandpa’s death?  There is no 
transaction, no buying or selling 
of such interest.  And, without 
documentation of value, it is your 
word against the IRS’s word.  
Engage your certified valuation 
analyst to calculate the value at the 
time of Grandpa’s death. 

(What is a Step-Up in Basis and Why Does Value Matter? continued from page 6)

What is a Step-Up in Basis and Why Does Value Matter?   
By Keegan Stock, CPA/ABV, Senior Associate and Ericka Heiser, MBA, CVA, Director 
 
With the drastic increase to the estate tax exemption in 2018, far fewer Estates have been required to file Form 706, 
the Internal Revenue Service’s estate tax return.  As such, one would think there is no need for an appraisal of the 
decedent’s business. However, a business valuation can still benefit the transferee. Let me tell you why! 
 
Under IRC 1014(a), the general rule is that the beneficiary’s basis in an assets equals its fair market value at the date 
the benefactor dies. What does this mean? Let’s say your grandfather bequeathed to you his interest of 10,000 shares 
in a closely-held business.  IRC 1014(a) allows you to “step-up” the basis in such interest. If grandpa bought the 
interest for $100 per share decades ago but as of the date of his death is worth $500 per share, you get the new basis 
of the value of the shares at the time of his death.  Let’s assume you decide to retain ownership of such shares of stock 
for ten years before liquidating.  Why does a step-up value matter?  Let’s look at the math to understand why that 
matters to you: 
 

 At Time of 
Grandpa’s Purchase 

At Time of 
Grandpa’s Death 

At Time of 
Liquidation 

Value per Share $100 $500 $750 
Multiplied by: Shares 
Owned 

10,000 10,000 10,000 

Value of Investment $1,000,000 $5,000,000 $7,500,000 
 
 
With no step-up in basis, you would pay the tax on the gain between the time of Grandpa’s purchase and the time of 
liquidation.  Here’s the math: 
 

Value at Time of Liquidation $7,500,000 

Less: Value at Time of Grandpa’s Purchase $1,000,000 

Gain on Investment $6,500,000 

Multiplied by: Tax Rate (illustrative only) 25% 

Tax on the Gain $1,625,000 

 
 
Thank goodness we have IRC 1014(a) to allow you to use your step-up in basis at the date of death!  I think you will 
like the tax on the gain number much better in the illustration below: 
 

Value at Time of Liquidation $7,500,000 

Less: Step-Up Value / Value at Time of Grandpa’s Death $5,000,000 

Gain on Investment $2,500,000 

Multiplied by: Tax Rate (illustrative only) 25% 

Tax on the Gain $625,000 

 
 
Stepping up the basis in this investment saved you $1 million in tax at the time of liquidation given this simple 
example.    Even more important, for example, had you inherited a building, or a pass through entity, the basis of the 
underlying assets is also stepped-up, and this allows you to re-depreciate those assets saving you potentially hundreds 
of thousands of dollars in income tax.  But beware, that while this Code Section has been in the law for nearly a 
century, many on Capitol Hill recently want to eliminate this tax benefit. 
 

(Is a Franchise Business the Right Choice for Me? continued on page 8)
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assure you they all taste the same!  
This similar experience (branding) 
is a high priority of franchises and 
builds confidence in the eyes of 
the consumer.  The word Coke or 
Coca-Cola is recognized around 
the globe in every language.  This 
is possible through strong branding 
and brand development along with 
marketing and advertising.

Another benefit that a franchise 
business brings is its operational 
standards, procedures and training 
program.  New franchisees often 
go through a training program to 
learn how to operate and manage 
their business.  This education and 
training can be very valuable in the 
ultimate success of the business.  
Larger franchises often have 
regional developers or “coaches” 
which work with franchisees in 
developing and expanding their 
business, handling operational 
questions, opening new locations, 
etc.  Ongoing support can be 
valuable in creating a long lasting 
business which will have value 
once you decide to sell it and move 
onto another opportunity.

AM I THE RIGHT PERSON TO 
OWN A FRANCHISE?

One of the first things to do is 
reflect honestly and carefully and 
decide if you will be a good fit 
to own a franchise business.  All 
successful business owners share 
a strong passion for their business.  
Along with this passion is a strong 
work ethic and willingness to put 
in the necessary time to create a 
successful business.  People skills 
and a desire to work with others, 
both coworkers and customers is 
also needed.  Most businesses, 
including franchise businesses, are 
not get rich quick opportunities, 
and they take a lot of time, effort 
and energy to be successful.  

Ultimately as a business grows, 
your role will include more 
leading, guiding and directing, 
but initially you will probably be 
working in the business alongside 
your team.

A successful franchisee also 
needs to be willing and able to 
follow a plan and a business 
model.  One of the biggest items 
you acquire when purchasing a 
franchise business is the business 
model and operating procedures 
that is already developed and 
proven.  If you have your own 
ideas on how to run things, you 
may become frustrated and 
question why you need to do things 
“their way.”  

For example, if you are an 
aspiring restaurant owner a 
franchise restaurant may be a 
great opportunity as they have 
an established brand, marketing 
presence, well developed training 
program, and ongoing support to 
assist you in becoming a successful 
business owner.  If your personality 
is one that you prefer to experiment 
with recipes, create your own daily 
specials, etc., you may be very 
frustrated in a franchise restaurant 
where you are not allowed to 
follow your creativity.  There are 
many successful sandwich shops 
or coffee shops, along with the 
major franchise businesses we all 
are familiar with.  If you prefer 
to do your own thing and follow 
your own ideas, you may be 
happier as an independent business 
owner without the assistance of a 
franchise.

DO YOUR HOMEWORK!
There is a substantial financial 

investment in a franchise.  It is 
important to do your homework, 
read, ask questions, and do your 

research.  Read all of the franchise 
literature carefully, especially 
the franchise agreement.  The 
franchise agreement is loaded 
with details and fine print that you 
will be obligated to follow for the 
duration of the agreement.  Items 
to look at are minimum royalty 
and advertising fees, required 
expenditures, required hours of 
operations, etc.  I have heard of 
these referred to as similar to a 
“marriage agreement.”  They are 
easy to get into, but can be difficult 
to get out of if you decide it is 
not the right fit for you. Perform 
an honest analysis research your 
market area and competition.  
Some franchises may work 
wonderfully in a large urban or 
suburban area, but in a more rural 
area they may struggle. Contact 
existing franchise owners and ask 
them of their experience. Ask them 
to honestly share with you if they 
feel they are getting value for the 
investment they have made.

Before you make a decision, it is 
always wise to get guidance from 
your team of experts. Speak with 
your accountant, create a business 
plan with realistic financial 
projections, discuss your business 
structure, and have a professional 
review of the franchise agreement 
for any concerns they may observe.

Performing due diligence ahead 
of time can help you enter into 
a wonderful relationship with 
the franchisor, and avoid a “bad 
marriage” situation.

(Is a Franchise Business the Right Choice for Me? continued from page 7)

Join the
conversation online.
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CHOOSING ACCOUNTING AS A CAREER
CHynna Martinez, assoCiate

IRS ISSUES 2020 FORM W-4

I was about to complete my 
last year of college as an English/
Teaching major when I decided 
to change to Accounting. After a 
semester of student-teaching, I realized 
teaching wasn’t the right career for 
me. In 2017, I researched different 
career fields and found accounting, 
which had beat out engineering and 
nursing as one of the fastest growing 
career fields. The more I researched 
and considered accounting, the 
more it seemed that accounting 
was the right career field for me.

Accounting is a challenging 
subject. As my college advisor told 
me: “It is going to be really hard, 
but it will be worth it.” Although 
I have yet to graduate, I can tell 
this is true. The experience I have 
had so far with those involved in 
accounting—classmates, teachers, and 
the employees of Ketel Thorstenson, 
LLP—have proven to be hard-working, 
passionate, and friendly people.

Christopher Wardell, CPA and 
accounting instructor at Black Hills 
State University, sees two changes 
emerging in the accounting industry: 
accelerating globalization and 
continued technological breakthrough. 

According to Wardell, “With those 
trends in mind, the most significant 
way that the accounting industry is 
changing is the increased expectations 
that are being placed on us to help 
businesses manage the challenges 
they are facing in a quickly changing 
world.”  Luckily, colleges are taking 
these changes into account for the 
accounting curriculum. “As faculty 
members, we understand that our 
accounting graduates need to possess 
more than just knowledge of the 
accounting and tax rules in order 
to succeed in today’s changing 
accounting industry. We approach 
this on one hand by incorporating 
activities into our classes that focus 
on the value-added assignments 
that our students will likely take on 
in practice, focusing on areas such 
as research and writing skills.”

In addition to the typical careers 
people associate with accounting—
bookkeeping, tax accounting, etc—
there are many other careers out 
there that are directly related to an 
accounting degree. You can be an 
auditor, a consultant, or an advisor. 
You can also be a forensic accountant, 
a financial analyst, or an actuary. After 
researching accounting jobs for a class 

project, I discovered that the number 
one degree the FBI considers when 
hiring is accounting. This degree is 
also a great way to enter the business 
world; we learn all the financial 
information necessary to keep a 
business happy, healthy, and thriving. 

Accounting, although not seen as 
glamorous, still has much to offer as 
a career. If you like to work hard and 
play hard, build close relationships 
both professionally and personally, 
and feel successful in your career, 
accounting may just be for you.

On December 5, 2019, the 
IRS released the final version of 
the 2020 Form W-4.  The form 
has been retitled to Employee’s 
Withholding Certification and has 
undergone some major revisions.

The new form is on a single, full 
page, followed by instructions, 
worksheets and tables. Instead 
of withholding allowances, the 
new form includes a process for 
declaring additional income, 
so employees can adjust their 
withholding with varying levels 

of accuracy, privacy, and ease.

The new process will have 
employees entering their personal 
information, indicating if they 
have multiple jobs and/or a 
spouse, claiming dependents, 
making necessary adjustments, 
and then signing the form.

All employers must start using 
the form on January 1, 2020 
for all new employees.  Here 
are two things to keep in mind 
about your current employees.

1. Current staff are not required 

to complete a new form 
but can choose to do so.

2. Any adjustments made on 
or after January 1, 2020 
by current staff must be 
made on the new form.

To obtain the form and for 
other helpful information the 
IRS has set up a page for the 
new form, https://www.irs.gov/
forms-pubs/about-form-w-4.

Follow KTLLP on social 
media for further updates.

Chynna Martinez
Associate
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TCJA: CHANGES TO ALIMONY REPORTING REQUIREMENTS
KiM riCHters, assoCiate

Divorce is never an easy 
situation to endure and the IRS has 
complicated matters by changing 
how alimony is treated on your 
taxes.  Historically, the spouse 
ordered to pay alimony was able 
to claim a deduction on their taxes 
while the recipient was required to 
include alimony on their tax return 
subject to income taxes.  That is no 
longer the case with a few caveats.  

Divorce decrees and separation 
agreements that include alimony 
payments and were finalized 
prior to January 1, 2019 are still 
deducted from gross income for 
the payer and reported as taxable 
income for the recipient.  To claim 
the deduction, the payer will need 
to report the Tax Identification 
Number (TIN) of the recipient.  
To be in compliance, the recipient 
also needs to report the TIN of 
the payer as this is how the IRS 
verifies alimony paid matches 
alimony claimed as income.  

Alimony is deducted as an 
“above the line” deduction meaning 
the amount is deducted regardless 
of whether the payer is itemizing.  
It is an advantageous situation 
for the payer because they are 
generally the one with a higher tax 
bracket compared to the recipient 
and are now able to reduce the 
amount of income subject to that 
higher tax rate.  It does mean the 
recipient is subject to income tax 
on that amount but based on the 
assumption they are in a lower tax 
bracket, it works out better overall.  

However, when the Tax Cuts 
& Jobs Act (TCJA) was enacted, 
the alimony deduction and 
income reporting requirement was 

changed.  For divorce decrees and 
separation agreements finalized 
on or after January 1, 2019, 
alimony is not reported as income 
for recipient and not claimed as 
deduction for payer.  The harm 
in this occurs to the payer who is 
paying taxes in a higher tax bracket 
on money they have paid to another 
person who won’t be paying any 
taxes on the funds.  By doing this, 
the IRS is hoping to see a projected 
increase in income tax revenue of 
$6.9 billion over the next 10 years.    

A pre-2019 decree or separation 
agreement can be amended so 
that it will then be subject to the 
new law.  To accomplish this, the 
amendment must very clearly state 
that the new TCJA treatment will 
now apply.  This would need to 
be evaluated on a case-by-case 
basis as it would not provide a 
benefit to the payer but would 
be favorable for the recipient.  
Moreover, if either party seeks a 
modification to the terms of the 
agreement such as a reduction in 
the amount of alimony ordered due 
to a change in circumstances, this 
would nullify the favorable existing 
tax treatment.  According to the 
IRS, this is because technically 
a new order exists that was 
established after January 1, 2019.

In a divorce, balancing between 
the property settlement and 
alimony payments is a very delicate 
matter for the parties and their 
lawyers to negotiate.  A strategy to 
lessen the burden of the alimony 
tax law change is by funding a 
tax-free property settlement with a 
transfer of funds from the payer’s 
IRA to the recipient spouse IRA. 
The recipient will not pay tax on 

such a property tax settlement 
until distributions from the IRA 
begin, and the payer avoids income 
tax altogether.  However, if the 
recipient is in a significantly lower 
tax bracket than the payer, then 
it is an advantageous situation 
for the couple in the long run, as 
the US Treasury is effectively 
funding part of the divorce. We 
can assist in these calculations.

If you find yourself in the 
situation of paying or receiving 
alimony and are unsure of 
the tax implications, don’t 
hesitate to contact your KTLLP 
advisor for guidance.

Kim Richters
Associate

Join the
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KT News
We can’t do what we do without the help of a GREAT TEAM.

Meet some of them.

The Campbell Burkart & Sage merger on Nov. 1, 2019 brought additional team members.

NEW HIRES

Brian Watland
 Manager,

Tax Department

Ken Campbell
 Director,

Tax Department

Rhonda Dreiske
Associate,

Accounting Services

Nicole Wellman
Administrative 

Assistant

Susan Schofield
Director,

Tax Department

Ryan Lynch
 Associate,

Tax Department

John Burkart
Director,

Tax Department

James Louzon
Manager,

Information Technology

Naomi Sage
 Director,

Tax Department

Bonnie Lewis
 Associate,

Tax Department

Casey Pond 
 Associate,

Tax Department

PROMOTIONS INTERNS
Alex Hempe – Tax Department

Angie McDonnell – Tax Department 
Regina Hruska – Tax Department
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Thank you…
for your business.
Ketel Thorstenson, LLP is honored to 
be your chosen accounting firm and we 
value the opportunity to work with you. 
The confidence you have placed in our 
services is truly appreciated.
The partners of
Ketel Thorstenson, LLP

Join the
conversation

online.


