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What do we do if we go over the edge 
of the ‘fiscal cliff’?

 Sterling Investment Advisors Ltd.
 Timothy E. Flatley, ChFC®, President

 Delaware Valley     Leading Wealth Advisor

By  Timothy E. Flatley

The Delaware Valley region is defined as the following counties: Pennsylvania—Berks, Bucks, Chester, Delaware, Montgomery, Philadelphia; Delaware—New 
Castle; Maryland—Cecil; and New Jersey—Atlantic, Burlington, Camden, Cape May, Cumberland, Gloucester, Mercer, Ocean, Salem.

The numbers are stark and demand 
action: The 2012 federal budget has 
total spending at $3.6 trillion and total 
revenues/taxes at $2.45 trillion (or 68 
percent of spending). This creates a 
shortfall of $1.17 trillion. Scheduled 
to take place on January 2, 2013, are 
$1.2 trillion of automatic spending 
cuts and a series of tax increases on 
dividends, capital gains and income. 
Rather than attend to these changes 
before the election, our government 
representatives have pushed the dead-
line to year’s end. This leaves very lit-
tle time for a lame duck congressional  
session to address the issue.

While we can hope that the govern-
mental dysfunction will subside and 
a reasonable solution will be reached, 
we have to plan for the possibility that 
nothing will be resolved. The follow-
ing tactics would make sense to imple-
ment, once it becomes apparent that 
we are headed over “the cliff.” 

Let us start with earned income. 
Normally, we advise clients to defer 
income to future years to reduce the 
current year’s tax burden. Instead we 
are now advising clients to accelerate 
income into 2012 to take advantage 
of the lower tax rates. Sheltering of 
income also takes on greater impor-
tance. Beyond the obvious strategy of 
maximizing 401(k) deferrals, consider 

establishing a pension plan, which can 
allow for much larger contributions. 

Continuing the retirement plan 
theme, the conversion of traditional 
IRAs into Roth IRAs has become more 
attractive. You will be required to pay 
taxes on the converted amount, but 
assuming no change in the tax status 
of Roth IRAs, future earnings will be 
tax free. If your company’s plan allows 
for it, you could also explore taking 
an in-service distribution from your 
401(k) and converting it to a Roth IRA.

With the prospect of rising capital 
gains tax rates, it may be advisable to 
sell stocks with unrealized gains, to 
lock in the lower 2012 rate of 15 per-
cent. Unlike what happens with stocks 
sold at a loss, you can immediately 
purchase back a stock sold for a gain. 
Keep in mind that you may need to set 
aside funds to cover the tax liability 
when repurchasing the original posi-
tion. Municipal bonds would become 
another more valuable investment 
tool, assuming you can find issues 
with a reasonable yield. This may 
require purchasing lower-quality 
bonds or waiting for a spike in yields.

Yet another investment vehicle 
that should be considered is the mas-
ter limited partnership (MLP). MLPs 
are typically in the oil/gas space and 
normally provide distributions in the 

4 percent to 6 percent range. Your tax 
return may become a little more com-
plex, as the distributions are reported 
on a form K-1 versus a 1099. However, 
the K-1 allows for the flow-through 
of losses from the entity, which can 
reduce the taxes on the yield.

You can also defer the tax liability 
on gains through the use of a 1031 
exchange. The 1031 allows you to 
exchange “like property” in lieu of 
selling a property and purchasing 
another. Gains are deferred and in 
some situations may be eliminated 
entirely. You can request our recent 
Worth magazine article on 1031 
exchanges or discuss the other invest-
ment strategies referenced here by 
contacting us at 877.430.7382. 

T A C T I C S  T O  D E A L  W I T H 
T H E  F I S C A L  C L I F F

1) Accelerate income into 2012
2) Max-out your retirement 
     plan contributions
3) Convert your traditional 
     IRA to a Roth IRA
4) Take capital gains in 2012
5) Look at MLPs for investment
6) Consider 1031 exchanges 
      vs. outright sales 

Securities offered through Purshe Kaplan Sterling Investment, member FINRA/SIPC, headquartered at 18 Corporate Woods Blvd., Albany, NY 12211. Not FDIC insured. 
Not bank guaranteed. May lose value, including loss of principal. Not insured by any state or federal agency. Past performance may not be indicative of future 
results. Different types of investments involve varying degrees of risk. Therefore, it should not be assumed that future performance of any specific investment or 
investment strategy (including the investments and/or investment strategies recommended and/or undertaken by Sterling Investment Advisors Ltd.) will be profitable. 
Rankings and/or recognition by unaffiliated rating services and/or publications should not be construed by a client or prospective client as a guarantee that he/she 
will experience a certain level of results if Sterling Investment Advisors Ltd. is engaged, or continues to be engaged, to provide investment advisory services, nor should 
it be construed as a current or past endorsement of Sterling Investment Advisors Ltd. by any of its clients. Rankings published by magazines and others are generally 
based exclusively on information prepared and/or submitted by the recognized advisor.
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Sterling Investment Advisors Ltd. is featured in Worth® 2012 Leading Wealth Advisors™, a special section in every edition of Worth® magazine. All persons and firms appearing in this section 
have completed questionnaires, have been vetted by an advisory group following submission by Worth®, and thereafter paid the standard fees to Worth® to be featured in this section. The  
information contained herein is for informational purposes, and although the list of advisors presented in this section is drawn from sources believed to be reliable and independently reviewed, 
the accuracy or completeness of this information is not guaranteed. No person or firm listed in this section should be construed as an endorsement by Worth®, and Worth® will not be  
responsible for the performance, acts or omissions of any such advisor. It should not be assumed that the past performance of any advisors featured in this special section will equal or be an 
indicator of future performance. Worth®, a Sandow Media publication, is a financial publisher and does not recommend or endorse investment, legal or tax advisors, investment strategies or 
particular investments. Those seeking specific investment advice should consider a qualified and licensed investment professional. Worth® is a registered trademark of Sandow Media LLC.   
See “About Us” for additional program details at http://www.worth.com/index.php/about-worth.
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