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Year-end tax planning in 2012 is one of the most challenging in recent 
memory. Tax professionals and taxpayers wait for Congress to make some 
difficult decisions to resolve the looming "fiscal cliff", which is a combination of 
the expiration of Bush-era tax cuts after 2012, as well as the threat of massive 
across-the-board federal spending cuts. Additionally, Congress’ retroactive 
reinstatement of the Alternative Minimum Tax ("AMT") patch, which expired at 
the end of 2011, is critical as without this ‘fix’ millions of unsuspecting 
taxpayers will be subject to the higher AMT rates for 2012. 
  

Of course, estate tax has gotten out of whack. That's a whole another 
discussion by itself. 
 

Taking a few initial steps now while you still have a chance to minimize your 
tax liability, and using year-end planning strategies, can result in significant 
tax savings.   
 

If I can assist you with this process, please do not hesitate to email or call me 
at (303) 683-7171. Please visit my website at www.albertcpa.com for a few of 
my tax strategies and tax planning letters that you may find useful……I am 
currently working on updating these as new information rolls in........    
  

Here are some other tips regarding 2013 for your consideration: 
  

Lower Bush-era tax rates for individuals — which were about to expire — 
through 2012. It also put into place a temporary estate tax regime for the 
same period. Uncertainty over income tax rates is once again impacting 
individual planning considerations. As detailed in Charting a course – Tax rate 
outlook for high income individuals, the uncertainty will continue until it is 
resolved in one of the three potential outcomes: an extension of current rates, 
tax reform accompanied by lower rates, or tax reform accompanied by tax 
increases. Later in this section we will address various planning opportunities 
that may be applicable depending on your view about the future of tax rates. 
  

Medicare taxes 
  

In addition to facing uncertainty surrounding individual income tax rates for 
2013, you also will need to consider an additional tax starting in 2013. The 



   

 

Patient Protection and Affordable Care Act of 2010, as modified by the 
Reconciliation Act (“the Act”), include rate increases applicable to high-income 
taxpayers in taxable years beginning after December 31, 2012. A significant 
portion of the revenue raised by the Act comes in the form of an additional 
Medicare tax hike that will affect higher-income taxpayers and a new 
Medicare contribution levied on unearned income. 
  

The top individual income tax rate in 2013 does not include the rate increases 
included in the Act. Rather, an additional 0.9-percent Medicare Hospital 
Insurance (HI) tax will apply to earnings of self-employed individuals or wages 
of an employee received in excess of $200,000 ($250,000 if filing jointly) on 
that return. Self-employed individuals will not be permitted to deduct any 
portion of the additional tax. If a self-employed individual also has wage 
income, then the threshold above which the additional tax is imposed will be 
reduced by the amount of wages taken into account in determining the 
taxpayer’s liability 
An additional 3.8-percent Medicare tax also will be imposed on unearned 
income (income not earned from a trade or business or subject to the passive 
activity rules), such as interest, dividends, capital gains, annuities, royalties, 
and rents. Because the tax applies to “gross income” from these sources, 
income that is excluded from gross income, such as tax-exempt interest, will 
not be taxed. The tax is applied against the lesser of the taxpayer’s net 
investment income or modified adjusted gross income (AGI) in excess of the 
threshold amounts. These thresholds are set at $200,000 for singles and 
$250,000 for joint filers. Some types of income are exempt from the tax, 
including income from the disposition of certain active partnerships and S 
corporations, distributions from qualified plans, and any item taken into 
account in determining self-employment income. 
  

For estates and trusts, the tax applies on the lesser of the undistributed net 
investment income or the excess of AGI over the dollar amounts at which the 
39.6-percent tax bracket for estates and trusts will begin. 
Given the significance and timing of these new Medicare taxes, preparation is 
critical, and you should begin planning now. 
  

Medicare tax planning considerations for individuals and private 
enterprises for 2013 
Planning tip # 1: Consider realizing capital gains prior to 2013 when capital 
gains and unearned income tax rates increase. Beginning in 2013, the 
unearned income tax rates will add an additional 3.8 percent to the capital 
gain rate. Beyond 2012, consider deferring capital gains. As part of the 



   

 

analysis as to whether to accelerate capital gains, it is important to also 
analyze transaction costs incurred to realize the gain as well as the underlying 
economic considerations. Additionally, if the taxpayer is in a net-capital-gain 
position for 2012 and anticipates being in a net-capital-gain position in 2013 or 
beyond, consider deferring recognition of capital losses until 2013 because 
the losses may be more advantageous in future years when they can offset 
capital gains being taxed at a higher rate. 
Planning tip # 2: For 2011 and 2012 sales, consider electing out of 
installment sale treatment (where available) and recognizing the entire 
amount of gain in the year of sale (instead of deferring it over the payment 
period). This would allow you to recognize the entire gain at the lower capital 
gain rate, although modeling this decision will be very important and will need 
to consider cash flow and tax rates, as well as many nontax factors. 
Alternatively, you may consider negotiating an accelerated payment of a 
previously existing installment sale as a means of accelerating realization of 
the gain prior to 2013. 
Planning tip # 3: Consider rebalancing your investment portfolio by 
increasing investments in growth assets and decreasing emphasis on 
dividend-paying assets prior to 2013. This will remove income from your 
earnings and minimize your exposure to the unearned income tax on top of 
the ordinary tax rates on dividends. Keep in mind that after 2012, sales of 
taxable income-producing assets will be subject to capital gains rates and 
potentially to the 3.8-percent unearned income tax. You should work with your 
investment advisor to review your investment strategy in light of the impact of 
higher tax rates on portfolio income. With higher rates, tax-exempt 
investments may produce a greater yield than taxable investments. 
Planning tip # 4: If you have an investment interest expense carryover into 
2012, consider electing not to tax qualified dividends and long-term capital 
gains at ordinary tax rates on your 2012 tax return in anticipation of qualified 
dividends reverting to ordinary income in 2013. By electing not to tax qualified 
dividends and long-term capital gains at the higher rate, you can preserve 
investment interest expense that may offset income subject to higher tax 
rates, as well as reduce exposure to the 3.8-percent unearned income tax, 
after 2012. Investment interest expense is only deductible to the extent of 
current-year net investment income. Long-term capital gains and dividends 
that are taxed at the 15-percent (or zero-percent) reduced rate are not treated 
as investment income for purposes of this calculation, unless the election is 
made to tax them at ordinary rates to allow the investment interest expense. 
Although the election may reduce tax in the current year by allowing a greater 
deduction in 2012, it may be more beneficial to hold the investment interest as 
a carryover to future years. 



   

 

Planning tip # 5: Passive income is subject to the 3.8-percent unearned 
income tax; therefore, if you have multiple passive activities, consider 
reviewing current grouping elections in light of any new factual patterns for 
each activity that may reclass such activity from passive to active or vice 
versa. Passive activity losses (PALs) can be deducted only against passive 
activity income; regroupings may release the otherwise suspended losses, 
which may be even more beneficial in the post-2013 higher tax rate 
environment. Alternatively, an appropriate recharacterization from active to a 
passive status may suspend otherwise allowable losses, which could be 
considered more valuable when projected to be released in future higher tax 
rate years. Also, if you are going to dispose of a passive activity, consider 
whether it may be better to delay the disposition given the anticipated 
increase in tax rates. Timing of dispositions of passive activities and PAL 
carryforwards should be carefully coordinated. Passive activity planning is a 
complicated area of the tax law — one that you should discuss with your tax 
advisor as it relates to each of these matters. 
Planning tip # 6: For anticipated sales in 2013 and later, consider using a 
Charitable Remainder Trust to defer capital gains, provided that you also have 
a charitable intent. Use of a Net Income Makeup Charitable Remainder 
Unitrust (NIMCRUT) may allow for a longer income-deferral period. To the 
extent you already have a NIMCRUT in place, consider ways to accelerate 
income in order to have the income taxed before 2013. 
Planning tip # 7: Consider donating appreciated securities, rather than cash, 
to charity to receive a charitable deduction equal to the fair market value of 
the securities and also avoid paying capital gains tax on stock security 
appreciation. Having preserved the cash, consider purchasing new 
investments with a “refreshed,” higher basis with the cash you would have 
donated, potentially lowering exposure to the 3.8-percent unearned income 
tax after 2012. 
Planning tip # 8: Consider establishing an appropriate retirement savings 
vehicle, such as a Keogh or a SEP IRA, which would allow for maximum 
contribution to a qualified plan based on self-employment income. 
Planning tip # 9: Consider the appropriateness of converting all IRAs to Roth 
IRAs prior to 2013 as a means of removing required minimum distributions 
from future modified AGI subject to the 0.9-percent HI tax as well as to 
minimize exposure to potentially higher tax rates after 2012. Remember that 
conversions after 2010 are fully taxable in the year of conversion. 
  

Best Regards, 
 

Garry Albert, CPA 
 


