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Americans will pay approximately $4.041 trillion in 2012 taxes 
alone. This amount translates to $152 billion or 3.9% more than 
they will spend on housing, food and clothing.2

What is Taxmageddon?
America is on the verge of the largest tax increase in 19 years – an event 

commonly referred to as Taxmageddon by television news programs and print 

publications.1 What is causing this tax nightmare? Primarily, the expiration of the 

Bush tax cuts and a presidential election. While you may not be concerned with 

the politics of Washington, the one thing you are undoubtedly concerned about is 

the impact those rumblings will have on your wallet. So, how do politics combine 

with taxes to make the perfect storm? 

1Surviving ’Taxmageddon’ Without Maiming Economy, Bloomberg.com
2Tax Freedom Day 2012, Tax Foundation Special Report 198, taxfoundation.org
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2012 Elections and the Bush Tax Cuts
While you may be unsure what all the Bush tax cuts entail, the one thing you should know is that they 
expire December 31, 2012. This expiration date is important because it could directly affect your wallet. 
With two presidential nominees vying for the White House, there are two positions on how these cuts 
should be addressed:

President Obama has pledged to renew the cuts for those making under $250,000 and called 

on the wealthy to pay “their fair share.”3  

Mitt Romney is proposing to maintain or lower income tax rates and make the Bush tax cuts 
permanent for savings and investments.4  

Regardless of these two positions, the Bush tax cuts may still expire no matter who takes command of 
the Oval Offi ce. The reason: Currently there are more than 1,000 pending pieces of legislation around tax 
policy on Capitol Hill. This current gridlock in Washington plus the increasing federal defi cit leads many 
analysts to believe that higher taxes are on the horizon. Furthermore, if Congress does not pass new 
legislation, broader tax increases are inevitable for most Americans.5 
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3President Obama 2012 State of the Union Address (January 25, 2012)
4mittromney.com/issues/tax
542012 Tax Legislation Search, loc.gov



Scheduled Tax Increases
If Congress does not take action before December 31, 2012, you can expect to feel the sting of 

Taxmageddon in the following ways:

Increased Tax Bracket Percentage
All marginal tax rates are scheduled to increase. Depending on your current tax bracket or marginal tax 

rate you can expect the following changes: 

Higher Capital Gains Tax
Capital gains rates (for long-term capital gains) are scheduled to go from 15% to 20%. For example, if you 

sold a mutual fund and earned $200 in long-term capital gains, you can expect to pay the following in taxes:

An increase in taxes due of 33%. 

Tax Bracket/Marginal Tax Rate Married Filing Jointly Single Change

10% Bracket $0 – $17,400 $0 – $8,700 Eliminated

15% Bracket $17,400 – $70,700 $8,700 – $35,350 $0 – $70,700

25% Bracket $70,700 – $142,700 $35,350 – $85,650 Increased to 28%

28% Bracket $142,700 – $217,450 $85,650 – $178,650 Increased to 31%

33% Bracket $217,450 – $388,350 $178,650 – $388,350 Increased to 36%

35% Bracket Over $388,350 Over $388,350 Increased to 39.6%
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Scheduled Tax Increases
Current Scheduled for 2013

$200 x 0.15 (15% current tax rate) = $30 $200 x 0.20 (20% increased tax rate) = $40

You’ll pay an additional $10 in taxes in comparison to the current amount paid ($30): 10/30 = .33



Qualifi ed Dividends
The current tax-favored status of dividends will expire. Qualifi ed dividend rates are scheduled to go from 

15% to ordinary income tax rates. In other words, dividends would increase from 15% to a taxpayer’s 

marginal tax rate. That could be as high as 39.6%.

An increase in taxes due of 175%.
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   Whether we see Taxmageddon this year or Count Taxula next year or Taxzilla three 
years from now, the federal government will absolutely need to raise tax rates.
Fifteen trillion dollars of federal debt will quickly become 20 trillion and then 30 trillion 
unless dramatic steps are taken soon. Who is going to pay? Everybody will pay! 

– Mark Hyma, EA, MS

Taxes on Qualifi ed Dividends
Current Scheduled for 2013

$500 (Qualifi ed Dividend) x 0.15 (15% 

current tax rate) = $75

$500 (Qualifi ed Dividend) x 0.396 (39.6% tax 

rate) = $198



Alternative Minimum Tax
If the Alternative Minimum Tax (AMT) “patches” are allowed to expire, many middle income Americans 

may be subject to a 28% AMT tax rate.  

What is the AMT? This additional tax review is in place to ensure high-income households pay their due 

portion of taxes. As part of its review, AMT uses a different set of calculations, which do not factor in many 

deductions and exemptions. 

The AMT income-exemption amounts have increased incrementally each year in line with infl ation, but 

these allowances are scheduled to phase out this year. Without these annual “patches,” AMT exemptions 

could return to the year 2000 levels ($45,000 for joint fi lers and $33,750 for singles), thus imposing the 

AMT on a signifi cant number of middle-income taxpayers for whom it was never intended.
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    Four million taxpayers paid AMT in 2011, and more than 31 million are 
expected to see their tax liabilities rise in 2012.    6

6Big Changes Ahead for 2013 Tax Season, huffi ngtonpost.com
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Estate and Gift Exemption Amounts

Current Estate and Gift Amount $5,120,000 one time only

Tax Rate 35% above $5,120,000

Scheduled Estate and Gift Amount $1,000,000 one time only

Tax Rate 55%

New Estate and Gift Tax
Without new estate tax legislation, many average Americans could fi nd their estates subject to the Federal 

estate tax.

Roth Conversions
Currently, Roth IRAs represent a savings vehicle with minimal restrictions and the ability to accumulate 

income tax free. If tax rates do increase as scheduled in 2013, taxpayers who convert Traditional IRAs 

to Roth IRAs will be subject to higher taxes on the converted IRA. For example, if you are married fi ling 

jointly with an $85,000 modifi ed adjusted gross income and convert a $50,000 Traditional IRA, you will 

incur the following tax increase:

An increase in taxes due of 12%.

Temporary extension of the Bush tax cuts and current estate tax law referenced from the Tax Relief, Unemployment Insurance Reauthorization, 
and Job Creation Act of 2010.

Previous tax law examples referenced from President Clinton’s 
Omnibus Budget Reconciliation Act of 1993.

Scheduled Estate Tax Increase
Current Scheduled for 2013

Estate: $3,000,000

Tax: $0

Estate: $3,000,000

Tax: $1,030,800

Tax on IRA Conversion
Current Scheduled for 2013

$50,000 x .25 = $12,500 $50,000 x .28 = $14,000
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Health Care Reform Taxes
The impact of increased taxes doesn’t end with the potential expiration of the Bush tax cuts. It also carries over from 

new legislation surrounding health care reform. In order to pay for health care reform, the following tax increases will 

go into effect with the Supreme Court’s June 28, 2012, ruling.  

Medicare
Beginning in January, the employee portion of the Medicare payroll tax will be 1.45% for the fi rst $250,000 ($200,000 if 

single) and an additional 2.35% for income over $250,000 ($200,000 if single). For example, a couple making $300,000 

per year would have their fi rst $250,000 taxed at 1.45%, and $50,000 would be additionally taxed at 2.35%.  

Medicare
Current Scheduled for 2013

$250,000 x 1.45% = $3,625

Total Medicare taxes paid - $3,625

$300,000 - $250,000 = $50,000

$250,000 x 1.45%= $3,625

$50,000 x 2.35% = $1,175

Total Medicare taxes paid - $4,800

It is important to note that employer Medicare taxes will not see the same 

increase – remaining at 1.45% regardless of income.  
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Excise Tax
Beginning in 2013, you may fi nd yourself paying a 3.8% investment excise tax.  

The excise tax will be charged to the lesser of net investment income or MAGI over the $250,000 threshold 

($200,000 if single). For example, if you are a married couple with a $275,000 modifi ed adjusted gross income and 

have $20,000 in qualifi ed dividends, you may incur the following increase:

You could pay 165% more in taxes.

All health care tax information referenced from the Patient Protection and Affordable Care Act and the Health Care and Education Reconciliation 
Act of 2010. All health care tax information referenced from the Patient Protection and Affordable Care Act and the Health Care and Education 
Reconciliation Act of 2010.

Qualifi ers for the Excise Tax

Modifi ed Adjusted Gross Income (MAGI) Above $250,000 ($200,000 if single)

Net Investment Income Interest, dividends, distributions from non-qualifi ed annuities, royalties and rental income.

Net investment income does not include distributions from qualifi ed plans as well as 
municipal bond interest.

   Given the fi nancial mess of most industrialized countries, taxes are a fact of life 
that will become more and more important over the next decade, particularly for 
high-net-worth individuals. We must consider the impact of taxes as we develop, 
implement and monitor a fi nancial plan.  – Steve Wilson, CPA

Excise Tax Increase 

Current 

$20,000 x .15 = $3,000 in taxes

Scheduled for 2013 

$20,000 x (36% + 3.8%) = $7,960 in taxes
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Preparing for Taxmageddon
It is impossible to assess how the tax code will change until the November elections. However, being proactive now 

may be the best way to help minimize the potential impact you will feel. The fi rst step in being proactive is getting 

your fi nancial house in order. The 8 Wealth Management Issues® is a framework you can use to systematically 

address your fi nancial needs. Each of these issues is interrelated and, in fact, acts like a balancing scale with 

adjustments in one area impacting the others. Use the following 8 Wealth Management Issues checklist to begin 

assessing your needs: 

1. Investment Management

Fixed Income and Dividends Review for tax consequences and consider municipal securities as an alternative.

Asset Classes Consider whether it is more tax advantageous to place income-producing asset 

classes in qualifi ed accounts while maintaining other growth assets in 

non-qualifi ed accounts.

Taking Gains or Losses Evaluate whether to take advantage of 15% capital gains rates to diversify holdings.

High Income Tax Payer Identify tax-deferred vehicles to defer income tax.

2. Cash Flow and Debt Management

Retirees Taking Distributions Consider taking needed cash fl ow in 2012 so tax is paid in a potentially lower rate.

Stock Options Consider exercising your options in 2012 when you have the potential of paying less 

in Federal tax.

Municipal Bonds are funds that invest in the bonds of municipalities or their agencies. A portion of municipal bond’s income may be subject to state 
or local taxes and/or the federal alternative minimum tax.

Diversifi cation does not assure or guarantee better performance and cannot eliminate the risk of investment losses. Investments are subject to 

market risks including the potential loss of principal invested.
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1. Investment Management

3. Family Risk Management

Life Insurance Policies Review policies to ensure your needs and objectives are still being met and policies 

are performing as needed.

4. Retirement Planning

IRA Accounts Consider converting IRAs into Roth IRAs if you believe tax rates will be higher in 

the future.

IRA Contributions If you are unable to make a deductible IRA contribution in 2012, there may be an 

opportunity to make non-deductible contributions and convert the IRA to a Roth IRA.

Qualifi ed Retirement Plans Evaluate whether your current plan has appropriate supplemental retirement 

income sources.

5. Education Planning

Education Savings Accounts Review accounts and consider converting to 529 plans due to pending restrictions on 

Education Savings Accounts starting in 2013.

6. Legacy Planning

Moderate or High-Net-Worth 
Estates

Assess overall estate plan to see if it is appropriate to take advantage of the 2012 gift 

and estate tax rules.

Gifting Assets If you are a business owner, farmer, rancher, have royalty income and/or large 

amounts of property, take advantage of current planning opportunities to utilize trust 

and gift planning at today’s low interest rates.

Charitable Causes Consider deferring charitable gifts until 2013 to take deductions when rates 

are higher.

7. Business Planning

Business Owners Review opportunities to accelerate income into 2012 and defer purchases into 2013.

Business or Real Estate Sales 2012 may be an advantageous year to complete business or real estate transactions 

to potentially save on taxes.

Qualifi ed Plans Evaluate plans to ensure you are getting the most from a tax standpoint.

8. Special Situations

Care or Funding Goals Assess special situations (providing for parents, special needs children or funding 

goals beyond retirement and education) to determine appropriate strategies based 

upon the broad scheduled tax changes.

Investors should evaluate and rely on their own situation such as risk tolerance, time horizon and investment objectives to determine if any action or 
investment strategy is appropriate. 

Units of the 529 plan investment options are municipal securities and may be subject to market value fl uctuation. Before investing in a state specifi c 
529 plan, you should compare your own state’s qualifi ed tuition program and any state tax or other advantages it may provide.
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Bracing for the Aftermath

While the looming cloud of Taxmageddon rests above your head, the framework provided from the 8 

Wealth Management Issues equips you to weather this storm. By reviewing the checklist, you are more 

aware of areas you need to address before subjecting your wallet to the potential tax increases ahead. 

Identifying opportunities in your fi nances is only step one. The second step is addressing your fi nancial 

issues and creating a plan to protect your family and assets from the aftermath of Taxmageddon. Now 

is the time to meet with your H.D. Vest Advisor to discuss your concerns and evaluate all the options 

available. Armed with tax knowledge and expert investment advice, your H.D. Vest Advisor can assist you 

in creating a plan to help protect your family and establish an appropriate fi nancial plan.

 

The future tax laws may be left to uncertainty. However, your fi nancial future is not something to leave to 

chance. By working with your Advisor now, you can be prepared next tax season.
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