
Taxing Matters – Opportunities in 2012  
Investment performance is only one of the many 

factors that influence the growing financial strength of 
your portfolio. Even during the best market conditions, 
the far more significant long-term influences for improv-
ing your wealth are your investment contributions, with-
drawal management, debt management and proactive tax 
management. The combination of these ingredients 
provides a more optimal recipe to financial success over 
time.  

 
An example of how proactive tax management 

can help preserve wealth 
The differences between withdrawing funds from your 

taxable and tax-sheltered assets wisely or unwisely can add 
extra years of income, as the following illustration from 
Fidelity Investments shows. For an initial pool of $500,000 
equally divided between taxable and tax-sheltered holdings, 
drawing down the taxable elements first can lengthen 
portfolio’s life by more than five years and deliver fully 
$415,000 more income. 

In keeping with the tax season, we will focus on 
possible changes to the tax code and some strategies to 
consider in 2012 to keep more of your wealth. 

 
What might happen … 

If the Bush Cuts expire, we’re looking at a significant 
jump in tax rates, including those for low and middle-
income taxpayers. The current 10, 25, 28, 33 and 35 
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percent rates would all rise by 3% or more. Middle income 
taxpayers may also be subject to higher dividend and long-
term capital gains rates that appear on the table below. In 
January 2013, not only do you have the expiration of the 
Bush Cuts, but a new tax begins under the Health Care 
Reform Law - The Affordable (Obama) Care Act adds a 
3.8% tax;  this additional tax applies to family investment 
income when overall income is over $250,000 a year and 
another 0.9% on wages over this amount.* 

So if you add the expiration of the Bush Cuts to the new 
tax under health care reform, for families with incomes 
above $250,000 and individuals with incomes over $200,000, 
we’re looking at the top tax rate rising from 35% to close to 
44%, a long-term capital gains tax rate going from 15% to 
close to 24%, and a dividend tax rate going from 15% to 
almost 44%. The important thing to remember here is all of 
that happens if nothing happens (see figure below). Congress 
doesn’t have to pass a single piece of legislation, and that will 
be our tax system in 2013. 

 
Higher Federal 2013 Tax Rates (current law) 

 
But then again… 

This election year adds to uncertainty, especially consid-
ering that a lame duck Congress will only have about three 
weeks to pass legislation. Given the wide range of competing 
tax-law proposals (none of which may ever be enacted), 
along with election year politics, some practitioners think it’s 
too soon to act.  

With the massive budget deficits and need for revenue, 
others are planning for the worst-case scenario, including 
higher tax rates, continued low AMT exemption, and the 
Medicare surtax. At present, it is only prudent to assume 

    
Rates 
w/o   

Tax 
 Increase 

  

Top 
2012 
Rates 

Bush 
Tax 
Cuts 

Top 
2013 

Rates** 

From 
2012 to 

2013 
Investment Income 35.0% 39.6% 43.4% 24.0% 
Wages* 36.4% 41.0% 41.9% 15.1% 

Dividends 15.0% 39.6% 43.4% 189.3% 
Long-term Cap Gains 15.0% 20.0% 23.8% 58.7% 
 
*Employers will be required to withhold additional amounts from the wages of 
high-earning employees beginning January 1, 2013. That's when Medicare 
tax rate will increase by 0.9% (from 1.45% to 2.35%) on wages over $200,000 
for single filers, wages over $250,000 for joint filers, and wages over 
$125,000 for persons married, filing separately. 
 
**New effective top rates given existing legislation. 
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what the law is now. Anything else is merely speculation. 
Note the Federal Government plans to borrow $1.2 trillion 
of its $3.6 trillion budget for 2012 (that’s like a family spend-
ing $36,000 while earning $24,000 and borrowing the $12,000 
difference!). 

 
Possible Tax Management Strategies given 
the Current Law 

Under current law, here are some actions to consider: 
 Recognize capital gains while the rate is at 15% 
 Accelerate income into 2012, paying lower rates 
 Transfer wealth 
 Defer deductions and expenses into early 2013 to 

reduce taxable income when taxes are higher 
 Exercise your stock options in 2012 
 Increase retirement plan contributions in 2013 

 
We will discuss each of these in the following para-

graphs. Note, that before implementing any strategy, it is 
important that you first discuss your individual situation with 
your accountant and also with us to evaluate the relative 
merits of these strategies.  

 
Recognize Capital Gains 

This is a great year to consider selling appreciated assets 
since selling after 2012 can result in higher capital gains taxes. 
Consider a real estate investor (or even homeowner) who has 
a million dollar plus taxable gain. By selling in 2012, this 
investor saves $88,000 for each $1,000,000 of appreciation.   

It’s important that investors who are thinking of selling a 
home or business or diversifying a concentrated stock 
position or rebalancing their portfolio, act sooner than later 
to recognize gains this year while the tax rate will still be 
15%. 

For an asset like a home or illiquid investment that can 
take time to sell, this transaction should be started now. 

 
Accelerate income into 2012, paying lower rates 

By receiving income in 2012 versus 2013, you may avoid 
potentially higher rates in 2013.  If you are employed, you 
might ask your employer to pay out bonuses in 2012 instead 
of next year. If you are retired you might accelerate IRA 
distributions in 2012. And, if you are self-employed, you can 
accelerate income by asking clients to pay earlier. You may 
ask for larger up-front payments for a project that will span 
this year and next. Or you can offer a multiyear prepayment 
discount to encourage early payments. 

 
Transfer Wealth 

In 2012, citizens can transfer up to $5.1M free of gift and 
estate taxes. In 2013 without an extension, lifetime gift tax 
exemption goes back to $1M. Gifting strategies are typically 
appropriate for those with large estates. The merits of gifting 
strategies should be discussed with qualified estate planning 
attorneys in concert with us. 

Defer deductible expenses to early 2013 
You can reduce taxes by deferring deductible expenses 

to 2013. You might defer paying medical bills, charitable 
donations, property tax and other deductions until next 
year. 

If you are self-employed, you could put off invest-
ments in computers and other equipment until next year. 
You can stock up on supplies and other office necessities 
next year.  

Careful consideration should be made when deferring 
deductions. Any additional limitations on itemized deduc-
tions for individuals at higher income levels may counter-
act any marginal income tax bracket savings. The Alterna-
tive Minimum Tax (“AMT”) should also be considered. 

 
Exercise your stock options in 2012 

An executive who exercises $1,000,000 of stock 
options will pay Uncle Sam $364,500 in 2012, but can 
expect to pay an EXTRA $55,000 or $419,500 total to the 
IRS effective January 1, 2013. 

 
Increase Retirement Plan Contributions in 2013 

Retirement plan contributions become even more 
valuable in 2013. A high income California taxpayer is 
expected to save over $5,000 for each $10,000 invested in 
a tax-deductible retirement investment.  Of course most 
investors would benefit by contributing to tax-deductible 
savings - which provides a nest-egg to meet their retire-
ment spending needs. 

 
Past performance is no guarantee of future results. All content in this 
newsletter is intended as general information, not specific advice. 
Performance data listed is for illustrative purposes only. Portfolios are 
personalized and often consider many variables, including investment 
objectives, age, time horizon, risk tolerance, and tax variables. 
Information contained herein has been obtained from sources believed 
reliable, but not guaranteed.  
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