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American Taxpayer Relief Act of 2012

On January 2, 2013, the President
signed the American Taxpayer Relief
Act of 2012 (ATRA) into law. The new
tax law extends many of the favorable
tax breaks clients have had for years.
It also brings back qualified charitable
distributions for 2012 and 2013 and
improves access to in-plan Roth IRA
conversions. In addition, there are several
“stealth” tax increases created by limiting
itemized deductions and exemptions for
high income individuals.

To make planning even more taxing
- pun definitely intended - the 2013
healthcare taxes on net investment
income and earned income now kick
in for certain high income clients. This
is fertile tax planning ground for both
financial planners and CPAs.

Who is Wealthy?

ATRA combined with the 2010
healthcare tax acts now create three
different income thresholds that high
income clients need to plan around. To
make matters even more confusing,
there are four different ways income is

calculated to compare against the three
threshold amounts that can possibly
impact a client.

$450,000/$400,000
For ordinary income tax purposes,
joint filers whose taxable income

exceeds $450,000 and single filers whose
taxable income exceeds $400,000 will
face a new top tax bracket of 39.6% and
a top long-term capital gain and dividend
tax rate of 20% (which actually becomes
23.8% after adding the 3.8% surtax on
net investment income).

$300,000/$250,000

Itemized deductions of joint filers
with AGI in excess of $300,000 and
single filers with AGI in excess of
$250,000 will begin to phase-out, up to
a maximum of 80%. Personal exemption
phase-outs will also affect the same filers
at the same income thresholds.

$250,000/$200,000

For the net investment income
surtax, joint filers with MAGI in excess
of $250,000 and single filers with MAGI
in excess of $200,000 will begin to have
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