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Back to the Brink
The Tax Policy Center offers a guide to expiring tax cuts and the Administration’s budget proposals at
www.taxpolicycenter.org/taxtopics/2013-Budget.cfm.
■■ The Congressional Joint Committee on Taxation has a list of expiring federal tax provisions, through 2022, which you
can find by going to www.jct.gov/publications.html?func=startdown&id=4383.
■■

Planning Ahead for the 3.8% Surtax
Tax expert, Bob Keebler, offers a guide to understanding the surtax at http://image.emarketerpro.skyline
technologies.com/lib/fe5f1570746107797c1d/m/1/Updated+Medicare+Surtax+Chart.pdf.

■■

Year-End Tax Planning for Investors
■■

The IRS explains the tax treatment of capital gains and losses at www.irs.gov/pub/irs-pdf/p550.pdf, pp. 52-58.

Year-End Tax Planning for IRAs
■■

To see the IRS rules on Roth IRA conversions, go to www.irs.gov/pub/irs-pdf/p590.pdf, p. 28.

Year-End Estate Tax Planning
The IRS answers frequently asked questions about gift taxes at
www.irs.gov/businesses/small/article/0,,id=108139,00.html.

■■

Year End Tax Planning for Business Owners
■■

The 2012 limits on Section 179 deductions can be found at www.irs.gov/pub/irs-drop/rp-11-52.pdf, p. 15.

Practice Development Tip
Urge Multiple Roth IRA Conversions
As explained in this issue of the CPA Client Bulletin, year-end Roth IRA conversions may be especially attractive in 2012.
When you meet with clients in November and December, see if they have traditional IRAs. If so, explain the possible
advantage of converting to a Roth IRA this year while the tax rates on the converted amount are at relatively low levels.
When you discuss Roth IRA conversions with clients, point out the possibility of a recharacterization, in full or in part,
back to a traditional IRA by October 15, 2013. Such a recharacterization can bail out taxpayers who mistime the conversion.
It’s a rare “look back” opportunity in tax planning.
To help clients make the most of this opportunity, suggest that they make multiple Roth IRA conversions using a different
type of investment for each Roth IRA. An example can illustrate the potential advantage of multiple conversions.
Suppose Harry Walker has $100,000 in his traditional IRA, all from pretax contributions. He has $50,000 in stocks and
$50,000 in bonds. Harry converts it all to a Roth IRA in December 2012.
In September 2013, Harry’s stocks are down 20% to $40,000, but his bonds are up 10% to $55,000. Thus, Harry’s
Roth IRA is worth $95,000. Rather than pay tax on a $100,000 conversion when his Roth IRA is worth only $95,000,
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Harry recharacterizes the entire Roth IRA and owes no tax. That’s fine, but Harry has lost the $5,000 gain in bonds, which
eventually could be withdrawn, tax-free.
Instead, Harry could have converted to a $50,000 stock Roth IRA and a $50,000 bond Roth IRA in 2012. In 2013,
Harry could recharacterize the stock Roth IRA, now worth only $40,000, to avoid paying tax on the devalued account.
However, he could keep his bond Roth IRA in place, paying tax on a $50,000 conversion in order to keep an asset now worth
$55,000.
After a recharacterization, the taxpayer has to wait to reconvert the traditional IRA to a Roth IRA. The reconversion
can only happen after the later of either the beginning of the tax year following the tax year in which the amount was first
converted to a Roth IRA or the end of the 30-day period beginning on the day on which the IRA owner recharacterizes
the amount from the Roth IRA back to a traditional IRA. Therefore, in Harry’s case, he can wait more than 30 days and
reconvert the $40,000 traditional IRA, now holding stocks. Assuming no upward surge in that time period, he’ll owe less tax
on the reconversion than on the original conversion. Moreover, Harry can recharacterize again in 2014, if stocks keep sinking.
This example (stocks and bonds split 50-50) is simplified. Clients can set up as many different Roth IRAs as they’d like,
by asset class or by market sector or any other way they wish to slice and dice their holdings. The more Roth IRAs they create
now, the more opportunity they’ll have next year to cut their losses and let their winners ride.

Practice Development and Management Resources
from the AICPA
For more information or to order, log on to www.cpa2biz.com or call 1-888-777-7077.

Tax increases are imminent; expert Bob Keebler can help you with Preparing Your Client
for the 2013 Tax Increases: Tools, Tips, and Tactics
The Supreme Court’s decision upholding the Affordable Care Act confirmed that taxpayers whose income exceeds a
threshold amount will be subject to a 3.8% Medicare surtax on net investment income, effectively raising their marginal
income tax rate. Whether the Bush era tax cuts will be extended and, if so, for whom, remains an open question. In
light of this uncertainty, CPAs should start planning for possible 2013 tax increases now, particularly for clients who
will benefit from transferring assets to family members and other decisions that can take time to make.
[Item no. PTX1215M—AICPA Member $103.00, Nonmember $128.75]
Client Bulletin subscribers receive 15% off Preparing Your Client for the 2013 Tax Increases with promo code TWN.

The Sid Kess Approach
In celebration of Sid’s 60 years of service to the CPA profession as a practitioner, teacher, thinker, mentor, and friend,
The Sid Kess Approach offers CPAs a pathway to success and satisfaction. Contributions from Sid’s colleagues, students,
and friends will inspire every reader to be better practitioners and more generous people.
[Item nos. PTX1214P, PTX1214E—AICPA Member $27.00, Nonmember $33.75]

■■

Questions or comments about the CPA Client Bulletin? Need help with your subscription?
Contact Andrea Sterling, Managing Editor, at 919.402.4025 or CBeditor@aicpa.org.
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