
 

 

 

 
January 3, 2013 
 
To our clients and friends: 
 
A very happy new year to you!  The new year brings some highly anticipated tax 
legislation to partially avert the so-called fiscal cliff.  We wanted to make you 
aware of many of the key provisions of the American Taxpayer Relief Act of 2012 
(the Act) in order to help you understand what effect this new legislation may 
have on you, your family and your business.  Unless otherwise noted, these 
changes are effective beginning in 2013. 
 
Provisions Affecting Individuals/Families 
 
Individual tax rates - The Act preserves existing individual income tax rates for 
individuals below a certain income threshold and depending on your filing status.  
All the individual marginal tax rates under prior law are retained (10%, 15%, 25%, 
28%, 33%, and 35%). A new top rate of 39.6% is imposed on taxable income 
over $400,000 for single filers, $425,000 for head-of-household filers, and 
$450,000 for married taxpayers filing jointly ($225,000 for each married spouse 
filing separately). 
 
Capital gains and dividends - A 20% rate applies to capital gains and dividends 
for individuals whose taxable income exceeds the top income tax bracket 
thresholds above; the 15% rate is retained for taxpayers in the middle brackets. 
The zero rate is retained for taxpayers in the 10% and 15% brackets.  Note, as 
discussed below these rates will in many cases be impacted by increases in 
Medicare tax on investment income. 

Phase-out of exemptions and itemized deductions - These deductions will be 
phased out at income thresholds of $250,000 for single taxpayers, $275,000 for 
heads of household, and $300,000 for married taxpayers filing jointly.  The 
personal exemption deduction is reduced by 2% for each $2,500 (or portion 
thereof) by which adjusted gross income (AGI) exceeds the applicable threshold 
amount.  Itemized deductions will be reduced by 3% of the amount AGI exceeds 
the applicable threshold amount, with a maximum reduction of 80% of total 
itemized deductions. 

Alternative minimum tax permanent "patch" - The exemption amount for the 
AMT on individuals is permanently indexed for inflation. Relief from AMT for 
nonrefundable credits is retained.  This provision saved millions of taxpayers 
from a possible unexpected AMT liability on their 2012 and future returns. 



 

 

Tax-free IRA Distributions - Tax-free distributions from individual retirement 
plans of up to $100,000 for charitable purposes for taxpayers over 70-1/2 years 
in age, which expired at the end of 2011, are now revived for 2012 and continued 
through 2013. Because 2012 has already passed, a special rule permits 
distributions taken in December 2012 to be transferred to charities during 
January 2013. Another special rule permits certain distributions made in January 
2013 as being deemed made on December 31, 2012 

Estate and gift tax - The estate and gift tax exclusion amount is retained at $5 
million indexed for inflation ($5.12 million in 2012).  Absent this provision, the 
exemption would have been $1 million.  The top tax rate increases from 35% to 
40% effective Jan. 1, 2013. The estate tax “portability” election, under which, if 
an election is made, the surviving spouse’s exemption amount is increased by 
the deceased spouse’s unused exemption amount, was made permanent by the 
act.  (Note:  Washington’s estate tax exemption remains unchanged at $2 million 
and there continues to be no gift tax in Washington.) 

Individual deductions and credits extended - A number of deductions and 
credits that expired in 2011 and 2012 have been reinstated including: 

   The American Opportunity tax credit, which permits eligible taxpayers to claim 
a credit equal to 100% of the first $2,000 of qualified tuition and related 
expenses, and 25% of the next $2,000 of qualified tuition and related expenses 
(for a maximum tax credit of $2,500 for the first four years of post-secondary 
education) - extended through 2018 
 

   The deduction for certain expenses of elementary and secondary school 
teachers, which expired at the end of 2011 and which is now revived for 2012 
and continued through 2013 
 

   The exclusion for discharge of qualified principal residence indebtedness, 
which applied for discharges before Jan. 1, 2013 and which is now continued to 
apply for discharges before Jan. 1, 2014 
 

   The option to deduct State and local general sales taxes, which expired at the 
end of 2011 and which is now revived for 2012 and continued through 2013 

 
   The above-the-line deduction for qualified tuition and related expenses, which 

expired at the end of 2011 and which is now revived for 2012 and continued 
through 2013 

 

Provisions Affecting Businesses 

The business tax incentives in the new law, while not receiving as much press as 
the individual tax provisions, are valuable. Two very popular incentives, bonus 
depreciation and small business expensing, are extended as are many business 
tax “extenders.” 



 

 

Bonus depreciation/small business expensing - The new law renews 50 percent 
bonus depreciation through 2013 (2014 in the case of certain longer period production 
property and transportation property). Code Sec. 179 small business expensing is also 
extended through 2013 with a generous $500,000 expensing allowance and a $2 million 
investment limit. Without the new law, the expensing allowance was scheduled to 
plummet to $25,000 with a $200,000 investment limit. 
 
Effect of preferential dividend rates - The Act retains a preferential rate on most 
dividends beyond 2012, although the maximum rate increases from 15% to 20% (plus a 
potential 3.8% increase for the Medicare tax on investment income discussed below).   
This continues to be a benefit for businesses with significant foreign export revenues 
utilizing an IC-DISC, and C corporations that pay dividends to their shareholders. 
 
 Tax extenders - A host of business tax incentives are extended through 2013. Among 
others, these include:  
 

 Research tax credit  
 

 Work Opportunity Tax Credit  
 

 Fifteen-year straight-line depreciation for qualified leasehold improvements, 
qualified restaurant buildings and improvements, and qualified retail 
improvements 
 

 Reduction in S corporation recognition period for built-in gains tax from 10 years 
to 5 years 
 

 A number of energy credits and incentives that expired at the end of 2011 
 
 
 

New taxes 

In addition to the provisions discussed above, some new taxes also took effect in 
2013 as a result of health care reform legislation passed in 2010. 

No more payroll tax holiday - Before 2013, the employee-share (i.e., the 
amount withheld from an individual’s paycheck) of OASDI tax was reduced by 
two percentage points from 6.2 percent to 4.2 percent of the Social Security 
wage base (with a similar tax break for self-employed individuals). For 2013, this 
two percent reduction is no longer available but reverts to 6.2 percent. The 
employer-share of OASDI taxes remains at 6.2 percent. In 2012, the payroll tax 
holiday could save a taxpayer up to $2,202 (taxpayers earning at or above the 
Social Security wage base for 2012). As a result of the expiration of the payroll 
tax holiday, everyone who receives a paycheck or self-employment income will 
see an increase in taxes in 2013. 

Additional FICA tax on high-income taxpayers - The employee portion of the 
hospital insurance tax part of FICA, normally 1.45% of covered wages, is 



 

 

increased by 0.9% on wages over a threshold amount. The additional tax is 
imposed on the combined wages of both the taxpayer and the taxpayer’s spouse, 
in the case of a joint return. The threshold amount is $250,000 in the case of a 
joint return or surviving spouse, $125,000 in the case of a married individual filing 
a separate return, and $200,000 in any other case. Self-employed taxpayers face 
the same hospital insurance portion of SECA tax on self-employment income in 
excess of the threshold amount. 

Medicare tax on investment income - As previously mentioned and as detailed 
to you in our last letter, starting in 2013, there is imposed a tax on individuals 
equal to 3.8% of the lesser of the individual’s net investment income for the year 
or the amount the individual’s modified AGI exceeds a threshold amount. For 
estates and trusts, the tax equals 3.8% of the lesser of undistributed net 
investment income or AGI over the dollar amount at which the highest trust and 
estate tax bracket begins.  For married individuals filing a joint return and 
surviving spouses, the threshold amount is $250,000; for married taxpayers filing 
separately, it is $125,000; and for other individuals it is $200,000. 

Medical expense itemized deduction threshold is increased - The threshold 
for the itemized deduction for unreimbursed medical expenses has increased 
from 7.5% of AGI to 10% of AGI for regular income tax purposes. This is effective 
for all individuals, but in the years 2013–2016, if either the taxpayer or his/her 
spouse has turned 65 before the end of the tax year, the threshold remains at 
7.5% of AGI. 

 

We hope this letter provides you helpful information regarding the Act and how it might 
affect you, your family and business.  If you have any questions about the Act, please 
contact our office. We can schedule an appointment to discuss how the changes in the 
new law may be able to maximize your tax savings. 
  
Sincerely yours, 

Hellam Varon & Co., Inc., P.S. 

 

This communication discusses plans or arrangements that may have as a significant purpose, 
although not the principal purpose, the avoidance of any tax imposed by the Internal Revenue 
Code.  Circular 230, the IRS Standards of Practice requires us to disclose to you that any federal 
tax advice contained herein was intentionally written without the requisite formality and scope 
needed for use as protection against federal accuracy related tax reporting penalties, and 
therefore cannot be used for that purpose.  Furthermore, while you are not prohibited from 
disclosing such federal tax treatment or tax structure to a third party, it is our understanding that 
our advice will not be used by you to promote, market or recommend to another party any matters 
addressed herein.  Please contact us if you are in need of written federal tax advice designed to 
protect against the imposition of accuracy related penalties. 


