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ROTH CONVERSION

The current slump in the stock market (the
S&P 500 Index decreased approximately 20
percent during 2022) has created the opportunity
of converting the equity portion (or a part of the
equity portion) of a traditional IRA to a Roth IRA
at a smaller conversion cost. Roth IRAs offer
significant advantages to taxpayers who can pay
the conversion tax (which might sometimes be
best viewed as the “purchase of an investment”
rather than the “payment of income taxes”) from a
source other than the traditional IRA. Roth IRAs
and Roth 401(k)s offer many advantages but are
particularly advantageous to those high-income
taxpayers who will not need to consume their
IRAs during their lifetime as the Roth IRA can
continue to compound tax-free until after the

death of a surviving spouse or for all others until
it is distributed (forced out of the Roth IRA),
generally, over the ten years following the death
of the Roth owner.

Roth IRAs and Roth 401(k)s are also of
increased benefit to younger taxpayers as they
have many more years of tax-free compounding
available. Some questions and answers
concerning Roth conversions are on our website
www.cepcpa.com under Resources “To Roth or
Not.”

We will be pleased to discuss Roth
conversion or any questions you might have on
tax-deferred or tax-free savings plans.

IRS CRYPTO QUESTION

The Internal Revenue Service (IRS)
continues to expand its interest in digital assets.
For 2021 tax returns, the IRS required taxpayers
to answer a page one question as to whether
they received, sold, exchanged, or otherwise
disposed of any financial interest in any virtual
currency.

For 2022 returns, the question has been
expanded to ask whether at any time during 2022,
the taxpayer received, sold, exchanged, gifted, or
otherwise disposed of any digital asset or a
financial interest in any digital asset. The IRS
defines the term “digital asset” to include non-
fungible tokens.

SILENT TAX INCREASES

Inflation is labeled by some commentators
as the cruelest tax of all as it falls hardest on lower-
middle and middle-income taxpayers. They pay

significant income taxes but are not usually
financially secure. They have less discretionary
income available to absorb their inflation induced

(Continued on reverse)



loss of purchasing power without lowering their
standard of living and/or losing their
opportunity of reaching financial security.

Inflation silently (without a Congressional
vote to raise taxes) increases income taxes as
increased wages increase taxes often with a
smaller increase in purchasing power.

Income Tax Computation Threshold

Current and As Established

Many of the mitigating features of
income taxation are, by law, indexed to
adjust yearly or, at least occasionally, to
reflect the increase in the Consumer Price
Index. However, as detailed below, some
have gone unadjusted for decades and
appear, at least to us, to be appropriate for
increases for inflation.

If Inflation Adjusted

Provision for 85% Social
Security Taxation
Single
Married

Capital Loss Deduction
Single
Married

Threshold for the 3.8% Surtax
on Investment Income
Single
Married

Gain on Sale of
Residence Exclusion
Single
Married

Deduction for Business Gifts
All Taxpayers

1994 Dollars 2022 Dollars
$ 34,000 $ 67,500
44,000 87,500

1978 Dollars 2022 Dollars
$ 3,000 $ 13,250
3,000 13,250

2013 Dollars 2022 Dollars
$200,000 $255,500
250,000 319,400

1997 Dollars 2022 Dollars
$250,000 $461,000
500,000 922,000

1962 Dollars 2022 Dollars
25 $ 245

EXCELLENT REPORT ON PEER REVIEW

Our triennial peer review is over and in
December 2022 we received the best possible
report. After an independent on-site study of our
accounting and attestation procedures, policies,
and work practices, our reviewers concluded that
our firm meets the quality standards established
by the American Institute of Certified Public
Accountants (AICPA). The AICPA began its peer
review program 39 years ago. We were in the first
10 firms in the nation to join the then voluntary
(later required) program. We are pleased that for
each of our thirteen reviews (covering thirty-nine

years), we have received the best possible report.

We have undergone continuing peer
reviews because we want confirmation of our
practice judgments and because we believe that
our clients and other users of our accounting and
attestation work deserve independent assurance
that our firm is providing quality services.

We are delighted with the results of our
peer review and would be happy to answer any
questions you might have.
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6 KEY TAX Q&AS FOR 2023

Right now, you may be more concerned about babysitters, house cleaners and other domestic employees
your 2022 tax bill than you are about how has increased to $2,600 for 2023 (up from $2,400).

to handle your personal finances in the new year.
However, as you deal with your annual tax filing, it’s
a good idea to also familiarize yourself with pertinent
amounts that may have changed for 2023.

4. How much do I have to earn in 2023
before I can stop paying Social Security
on my salary? The Social Security tax wage base
is $160,200 for 2023, up from $147,000 for 2022.

Not all tax figures are adjusted for inflation. And That means that you don’t owe Social Security
even if they are, during times of low inflation the tax on amounts earned above that. (You must pay
changes may be slight. When inflation is higher, Medicare tax on all amounts that you earn.)

as it currently is, the changes are generally more
substantial. In addition, some tax amounts can
change only with new tax legislation. Here are six
commonly asked (and answered) Q&As about 2023
tax-related figures:

1. How much can I contribute to an IRA
for 2023? If you're eligible, you can contribute
up to $6,500 a year to a traditional or Roth IRA
(up from $6,000 in 2022). If you're age 50 or
older, you can make another $1,000 “catch-up”
contribution.

2.1 have a 401(k) plan through my job.
How much can I contribute to it? For 2023, you
can contribute up to $22,500 to a 401(k) or 403(b)
plan.You can make an additional $7,500 catch-up

contribution if you're age 50 or older. (These figures
for 2022 were $20,500 and $6,500, respectively).

5.1 didn’t qualify to itemize deductions

3.1 sometimes hire a babysitter and a cleaning on my last tax return. Will [ qualify for 2023?
person. Do I have to withhold and pay FICA tax on The Tax Cuts and Jobs Act eliminated the tax benefit
the amounts I pay them? In 2023, the threshold for when of itemizing deductions for many people by increasing

a domestic employer must withhold and pay FICA for the standard deduction and reducing or eliminating
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various deductions. For 2023, the standard deduction
amount is $27,700 for married couples filing

jointly (up from $25,900 for 2022). For single

filers, the amount is $13,850 (up from $12,950)

and, for heads of households, it’s $20,800 (up

from $19,400).

So, if the total amount of your itemized deductions
(such as charitable gifts and mortgage interest) is less
than the applicable standard deduction amount, you
won’t itemize for 2023.

ARE YOU AT RISK FOR INVESTMENT FRAUD?

6. How much can I give to one person
without triggering a gift tax return in 2023?
The annual gift exclusion for 2023 is $17,000 (up
from $16,000 in 2022).This amount is only adjusted in
$1,000 increments, so it typically increases only every
few years.

These are only some of the tax figures that may
apply to you. For more information about your tax
picture, or if you have questions, don’t hesitate to
contact us. M

any perpetrators of investment fraud know

how to push the right psychological buttons to
entice their “marks” to buy worthless or nonexistent
securities. You can mitigate the risks by asking a few
questions, performing some research and consulting
with trusted advisors.

Be alert for these common scams:

Pyramid and Ponzi. The con artist promises

high returns, often in a short period, yet there’s no
actual investment product. Instead, the scheme relies
on continually recruiting new participants whose
money is used to pay “returns’” to earlier participants.
As the scheme grows, it becomes increasingly
difficult to attract enough new investors and pay

old ones. Eventually it collapses and most participants
lose everything.

Pump and dump. Fraudsters use false or
misleading statements to recruit investors and boost
the price of an obscure and usually low-priced
stock. When the stock rises to a certain level, the
crooks dump their shares and disappear. The stock
price plummets, leaving investors with nearly
worthless holdings.

Advance fee. Individuals holding a failed investment
are targeted. A fraudster may offer, for example, to take
a losing stock off your hands for an attractive price
provided you pay an up-front fee. Once you pay the
fee, the thief vanishes.

Be suspicious of investments that offer guaranteed
returns or remarkably consistent returns even during
turbulent times. Avoid unregistered securities sold by
unlicensed individuals or investments that lack
documentation (for example, a prospectus).

You can verify a professional’s credentials with the
U.S. Securities and Exchange Commission (SEC),

the Financial Industry Regulatory Authority (FINRA)
and state securities agencies. If youre tempted to
invest with an unknown “broker” or buy an unfamiliar
stock, FINRA’s website (finra.org) offers a variety

of points to double-check before engaging in

the transaction.

FRAUD

AILERT

Most investments must be registered before they can
be sold to the public, so plug the security’s name into
the SEC’s EDGAR database (sec.gov/edgar.shtml).
Keep in mind that registration alone doesn’t guarantee
that an investment is legitimate or appropriate.

Ultimately, the best defense against investment
fraud is to work with financial advisors you know
and trust. If you receive a “hot tip,” always run it by
at least one trusted advisor before plunking down
any money. H



ARE YOU AT RISK OF RETIREMENT PLAN LEAKAGE? _______

Generally, the term “leakage” has negative
connotations. So, it’s not surprising that the same
is true in the context of retirement planning, where
leakage refers to pre-retirement early withdrawals from
a retirement account. Now, as a business owner who
sponsors a qualified retirement plan, you might say,
“Well, that’s my participants’ business. Not mine.”

However, there are valid reasons to address the issue
with employees who participate in your plan.

For starters, leakage
can lead to higher
plan expenses. Fees
are often determined

on a per-account or
42 per-participant basis.
When a plan loses funds to leakage, total assets and
individual account sizes shrink, which tends to hurt
administrative efficiency and raise costs.

More broadly, if your employees are taking pre-retirement
withdrawals, it could indicate they’re facing unusual
financial challenges. These issues may have a negative
impact on productivity and work quality and leave them
unable to retire when they planned to.

The stress surrounding COVID-19 may account for
part of the financial need. And more recently, the

“Great Resignation” could lead some workers to
draw out retirement funds to live on or use to start
a business of their own.

The most important thing business owners can do to limit
leakage is to educate and remind employees about how
pre-retirement withdrawals can diminish their accounts
and delay their anticipated retirement dates. While you’re at
it, consider providing broader financial education to help
workers better manage their money, amass savings, and
minimize or avoid the need for early withdrawals.

Some companies offer emergency loans that are
repayable through payroll deductions to reduce the
use of retirement funds. Others have revised their plan
designs to limit the situations under which plan par-
ticipants can take out hardship withdrawals or loans.

“Roughly 22% of net contributions made by those

50 or younger leaks out of the retirement savings system
in a given year,” according to a 2021 report by the Joint
Committee on Taxation. Some percentage of retirement
plan leakage will probably always occur to some extent,
but becoming aware of the problem and taking steps to
minimize it are still worthwhile for any business. We can
answer questions you might have about leakage or other
aspects of plan administration and compliance. ™

January 17
Individual taxpayers’ final 2022 estimated tax payment is due.

January 31

Employers must file 2022 Forms W-2 (“Wage and Tax
Statement”) with the Social Security Administration and
provide copies to their employees.

m Employers must file (paper or electronic) 2022 Forms
1099-NEC (“Nonemployee Compensation”), reporting
nonemployee compensation payments, along with the
related Form 1096 (“Annual Summary and Transmittal
of U.S. Information Returns”), and provide copies
to recipients.

m Most employers must file Form 941 (“Employer’s Quarterly
Federal Tax Return”) to report Medicare, Social Security
and income taxes withheld in the fourth quarter of 2022.

If an employer’s tax liability is less than $2,500, he or she
can pay it in full with a timely filed return. If an employer
deposited the tax for the quarter in full and on time, he
or she has until February 10 to file the return. Employers
who have an estimated annual employment tax liability
of $1,000 or less may be eligible to file Form 944
(“Employer’s Annual Federal Tax Return”).

m Employers must file Form 940 (“Employer’s Annual
Federal Unemployment (FUTA) Tax Return”) for 2022. If
an employer’s undeposited tax is $500 or less, he or she
can either pay it with the return or deposit it. If it is more
than $500, he or she must deposit it. However, if

an employer deposited the tax for the year in full and on
time, he or she has until February 10 to file the return.

m Employers must file Form 943 (“Employer’s Annual
Federal Tax Return for Agricultural Employees”) to report
Social Security, Medicare and withheld income taxes for
2022. If an employer’s tax liability is less than $2,500,
he or she can pay it in full with a timely filed return. If an
employer deposited the tax for the year in full and on time,
he or she has until February 10 to file the return.

m Employers must file Form 945 (“Annual Return of
Withheld Federal Income Tax”) for 2022 to report income
tax withheld on all nonpayroll items, including backup
withholding and withholding on pensions, annuities, IRAs,
etc. If an employer’s tax liability is less than $2,500, he
or she can pay it in full with a timely filed return. If an
employer deposited the tax for the year in full and on time,
he or she has until February 10 to file the return.

February 28

Employers must file 2022 Form 1099-MISC (“Miscellaneous
Income”) reporting certain payments to certain persons, along
with the related Form 1096 (“Annual Summary and Transmittal
of U.S. Information Returns”), and provide copies to recipients.

March 15

Calendar-year partnerships and S corporations must file or
extend 2022 tax returns. If the return is not extended, this
is also the last day for those types of entities to make 2022
contributions to pension and profit-sharing plans.




SMOOTH SAILING: TIPS FOR
EASIER NAVIGATION THROUGH TAX SEASON

he IRS generally begins accepting the previous

year’s individual tax returns in late January. Here
are quick tips you can use to help speed tax processing
and avoid hassles.

For starters, contact us soon for your tax preparation
appointment. Gather all documents needed to prepare
an accurate return, including W-2s, 1099 forms, and
statements of interest paid or received. Failure to
provide all of this information means a return is
incomplete, which may then require additional
processing and delay any refund that’s due.

Be accurate. Ensure that every name on your tax
return is spelled correctly, and that each Social
Security number on the return matches the
number on the Social Security card. If you supply
a bank account number, double check it.

What if you file late or can’t pay your tax bill?
Separate penalties apply for failing to pay and failing

to file. Both are based on a percentage of the unpaid

or late taxes.You can avoid late filing by obtaining an
extension of the time to file (until October 16 this
year). However, you must still pay any taxes due by
the regular deadline or face possible penalties.

These penalties can be quite severe, but if the lateness
occurs for a “reasonable cause,” such as illness, the IRS
may excuse it. Contact us with your questions. B

This publication is distributed with the understanding that the author, publisher and distributor are not rendering legal, accounting or other professional advice or opinions on specific facts
or matters, and, accordingly, assume no liability whatsoever in connection with its use. The information contained in this newsletter was not intended or written to be used and cannot be
used for the purpose of (1) avoiding tax-related penalties prescribed by the Internal Revenue Code or (2) promoting or marketing any tax-related matter addressed herein. © 2023



