
Taxing Matters – Once Again 
As most of you know by now we focus our January 

and July newsletters on investments and investment 
markets and we focus our April and October newsletters 
on financial planning related issues.  

Due to the potentially significant tax increases that still 
await us in 2013; we decided to once again focus on taxes 
and tax planning ideas. We will also briefly discuss mort-
gage rates in this issue. Even modest adjustments (like 
saving a bit more for your future, trimming taxes, or 
reducing mortgage costs) can make a major difference 
when accumulated over many years. We hope you’ll find 
some practical insights. 

We also wanted to let you know that our Fee-Only 
Integrated Wealth Management approach has resulted in 
Financial Alternatives, Inc. being recognized as a Five Star 
Wealth Manager, a distinction awarded to less than seven 
percent of Wealth Managers.  

 
Get Ready For Year-End Tax Planning 

No one ever said year-end tax planning in 2012 would 
be easy. For starters, the elimination of the “Bush tax cuts” 
will result in higher federal tax rates for income, capital 
gains, and dividends, beginning in 2013 (unless Congress 
enacts new legislation). But there’s another major tax 
change in store for next year: a new 3.8% surtax that will 
hit some high-income investors.  

In addition employers will be required to withhold 
additional amounts from the wages of high-earning 
employees beginning January 1, 2013. That's when the 
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 
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persons married, filing separately. 
With tax rates scheduled to rise, it may make sense to 

realize extra income this year—contrary to the conven-
tional strategy of trying to defer taxable income for as long 
as possible. By making some astute moves, you may be 
able to maximize the tax benefits under current laws and 
avoid or minimize future tax increases.  

 
New Federal Tax rates with 3.8% Medi-
care Surtax 

A top bracket taxpayer who has $100,000 of addition-
al investment income (taxed at 43.4%) would pay $43,400 
of federal taxes on that income in 2013 – compared to 
$35,000 in 2012. This is a 24% increase in additional 
income tax. 

If proposition 30 passes, California taxpayers with 
joint incomes above $500,000 will pay an additional 1% in 
state tax, an additional 2% on incomes above $600,000 
and an additional 3% on incomes above $1,000,000. These 
income levels are $250,000, $300,000 and $500,000 for 

Executive Summary 
• You may want to wait to make any major tax planning 

decisions to see if the lame duck Congress can forge a 
compromise. 

• Consider accelerating income into 2012 at todays lower 
income tax rates. 

• Consider delaying deductions and expenses until 2013 
when they may offer a bigger tax break. 

• Look into refinancing your home mortgage at record 
low interest rates. 

• Financial Alternatives, Inc. named a 2013 Five Star 
Wealth Manager. 

Income Tax  
Bracket 

Single Taxable Income Joint Taxable Income 2012 2013 2013* 
Over $ But Not  

Over $ 
Over $ But Not  

Over $ 
Rates Rates Rates with 

Surtax 

Top Bracket         388,350           388,350    35% 39.6% 43.4% 
Fi h Bracket         178,650          388,350         217,450         388,350  33% 36% 39.8% 
Fourth Bracket           85,650          178,650         142,700         217,450  28% 31%   
Third Bracket           35,350            85,650           70,700         142,700  25% 28%   
Second Bracket             8,700            35,350           17,400           70,700  15% 15%   
Ini al Bracket  0              8,700  0          17,400  10% 15%   

NOTE: The chart above assumes that the 3.8% Medicare surtax would not begin to apply until a person’s taxable income reaches the 36% tax bracket 
(typically $250,000 for married couples or $200,000 for singles, based on certain net investment income and itemized deduction assumptions). 
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single filers.  
It may be best to wait to make any final tax planning 

decisions until after the election, to see if the lame duck 
Congress can forge a compromise and extend the Bush tax 
cuts. Assuming rates rise, the following strategies may be very 
beneficial for higher income taxpayers. 

Accelerate income into 2012. You may want to take a 
larger IRA distribution in 2012 than required. Also, consider 
exercising employee stock options that could generate 
substantial ordinary income. 

Delay deductions until 2013. Assuming higher rates in 
2013, deductions will help further reduce your tax burden.  
Ideas to consider include: 

Delay charitable contributions and other deductions until 
January 1st. 

Sell assets. If the law doesn’t change before 2013, you 
might decide to sell appreciated investments, property like 
rental real estate, or other assets in 2012. This could help you 
avoid both higher tax rates on capital gains and the 3.8% 
surtax. Of course, any asset sale also needs to make sense 
from a financial and tax perspective. 

Conversely, wait to sell. If you have a capital loss carry-
forward, you may benefit more by waiting to sell in 2013 
when the offsetting deduction will be greater. This illustrates 
that “rules-of-thumb” don’t always create the best outcome.   

Convert a regular IRA to a Roth IRA. By converting 
before the 3.8% surtax hits in 2013, you may reduce the 
overall tax bite. Or you could decide to make conversions 
incrementally over several years to reduce the effect on your 
income (and your tax rate). A Roth may even provide income 
tax-free distributions to children or grandchildren over their 
lifetime. 

Make tax-deductible retirement plan contributions, 
whether to IRAs, 401ks or defined benefit pensions.  Contri-
butions help bulk up your retirement nest egg and can 
substantially reduce one’s tax burden.  

After 2012, consider gifting investment assets to low-
income family members. The future income will not be 
subject to the 3.8% Medicare surtax unless the family mem-
ber’s income exceeds $200,000 single/$250,000 married. The 
income and future appreciation will now be out of your 
estate and off of your tax return.  

These are just several ideas to reduce the impact of 
higher taxes. We can work with your tax advisor to help you 
plan steps that make sense for your situation. One final note 
– be sure you and your advisors analyze the effect of the 
Alternative Minimum Tax (AMT) on any planning strategy 
you may be considering.  

 
Record Low Mortgage Rates! Thank the 
Federal Reserve Bank  

Today’s record low mortgages rates are the direct result 
of the Federal Reserve’s unprecedented “easy money” policy.  
Since mortgage interest payments are generally tax-deductible 
(on up to $1,100,000 of personal residence debt), homeown-

ers receive significant tax savings, effectively cutting one’s 
mortgage interest rate by whatever their marginal tax rate 
is. The higher your tax bracket, the more you save in taxes. 

The Federal Reserve (Fed) has not always been so 
accommodating. In fact mortgage rates peaked above 18% 
in the early 1980s due to the Fed’s vigorous inflation 
fighting efforts. Today 30 year mortgage rates are below 
4%! If you have not already checked to see if you can 
lower your mortgage rates, we encourage you to do so. 

Hopefully, you can put some extra dollars in your 
pocket with yet another refinance.  Be sure to get a “Good 
Faith Estimate” that discloses all costs; and feel free to 
contact us if you wish to discuss your options or would 
like a referral to a mortgage broker. 

 
Financial Alternatives, Inc. named Five 
Star Wealth Manager 

We are pleased to announce that Financial Alterna-
tives, Inc. has been named a 2013 Five Star Wealth Manag-
er. This is a level of excellence achieved by fewer than 7 
percent of the Wealth Managers in San Diego.  

This selection is the result of a research process that 
included a regulatory and consumer complaint review, and 
an evaluation of objective criteria associated with wealth 
managers who provide quality services to their clients. The 
Five Star Wealth Manager program is one of the largest 
and most widely published wealth management accolade 
programs in North America.  

As a Five Star Wealth Manager, we are receiving an 
honor that reflects our hard work and dedication to our 
clients. We wanted to share this good news with you. 

 

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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