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Treading the Tax Landscape of 2012 and Beyond 

How eventful 2011 was!  At home we were faced with the debt ceiling crisis and the subsequent downgrade of U.S. 
credit rating, an Occupy Wall Street movement that quickly caught fire throughout the nation, and the loss of 
Apple’s indispensable leader.  Outside our borders, we saw protests erupt and several dictators overthrown, Navy 
Seal’s assassination of Osama bin Laden, members of the Euro zone struggle to control borrowing costs and 
spending, and a number of natural disasters that resulted in severe economic losses.  

Tax rule changes have also had their time in the spotlight.  President Obama extended the Bush-era tax cuts, along 
with a 2% reduction in the employee’s share of payroll tax, in late 2010.   Estate and gift tax exemptions were 
reinstated with a $5 million allowance.  With numerous temporary tax rules set to expire throughout this year, 2012 
will surely prove the importance of planning ahead and acting accordingly! 

The tax topic that has recently been gathering most attention is the 2% payroll tax cut, which has been extended by 
two months, at least for now, though the tax-accounting industry expects another deal to come through that would 
make the extension effective for all of 2012.   As President Obama has said repeatedly, letting the payroll tax break 
expire would mean that the average American worker would see their taxes go up by $1,000 (See graph below) and 

could dampen the 
economic recovery.  
While most Americans 
would like to see the 
extension of the payroll 
tax break1, its effects on 
the economy are not 
obvious.2,3 

Budgeting is (still) King   
Tax breaks aside, having a 
budget is an important part 
of personal finances.  
Ongoing monitoring and 
having a good 
understanding of your 
expenditures will  help 
you become savvy in 

managing spending in a more efficient way.  And, should some sort of a deal get passed, you would have a few extra 
bucks to play with.  To help you get started on budgeting, we have guidelines and worksheets available on our 
website (visit www.summaglobal.com and click “Resources”). 

                                                      
1 AP-GfK Poll: Most Americans want payroll tax extension, remain furious with Congress, politics. http://ap-
gfkpoll.com/uncategorized/congress-and-the-payroll-tax.  
2 Tax Cuts Boosting Economy? Not Everyone Thinks So. 
http://www.cnbc.com/id/40769987/Tax_Cuts_Boosting_Economy_Not_Everyone_Thinks_So.  
3 Decoding the Payroll-Tax Cut: How Well Does it Work? http://www.propublica.org/article/decoding-facts-the-payroll-tax-cut-
and-how-well-it-works/single.  
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Bush Tax Cuts 
A number of Bush-era tax cuts are set to expire by the end of 2012, and most marginal rates will increase in 2013.4  
Most of us will feel the pain in the form of much bigger long-term capital gains tax and qualified dividend tax.  
High-income earners will face additional Medicare taxes on payroll and investment income to help foot the costs of 
ObamaCare.   

One of the ways to alleviate the hit, if you are expected to fall into the highest brackets, is by shifting income into 
2012.  For instance, if you have been considering a Roth IRA conversion,5 doing so this year could yield a much 
bigger return down the road, because of the “tax-free withdrawal” characteristic if requirements are met.   

For those with sizable investment portfolios, divided fairly equally between taxable and tax-deferred assets, a more 
thorough review may be beneficial.  One simple method is to re-allocate your investments in a tax-efficient manner, 
i.e. putting such incoming-producing securities as dividend stocks and taxable bonds (and funds) in tax-deferred 
accounts (IRAs, 401(k)s) and having growth-oriented assets with no or little current income in taxable portfolios.  
Investors and advisors alike now need to realize, more than ever, that tax planning plays an important role when 
making investment decisions.  No matter what the tax environment looks like, you should still have a long-term plan 
to which you and your advisor agree, and more importantly, are committed.  (On this note, we are implementing 
Investment Policy Statement this year as part of the ongoing account reviews.)  

Estate Planning and the Estate/Gift Tax Exemption 
2012 could also be the last year for top earners to itemize deductions without being subject to phase-outs.  From our 
perspective, it means a simple message—get your estate planning done.  Aside from being able to write off attorney 
fees, together with accountant and investment advisor fees, we have been advocating the value of a properly 
structured estate plan (See 2010 Q1 newsletter New Year Resolution: Review Estate Planning).  Not only are you 
protecting your loved ones and hard earned wealth, you are also taking advantage of what the current tax code has to 
offer.   If your primary goal is to reduce your estate size, the gift tax exemption is $5.12 million for 2012.  Next year, 
that amount could revert back to a less generous $3.5 million with a 45% tax rate.  Outright gifts and transfers into 
irrevocable trusts are some of the common and effective ways; and, remember, gift recipients never have to report or 
pay taxes on the gift. 

Making A Sound Social Security Choice  
Good news! 2012 benefits for people who are withdrawing Social Security benefits are increased by 3.6%, after 
seeing them frozen for the past two years.  

For workers who are eligible for Social Security retirement benefits, you now face a series of decisions:  
1. When should you begin withdrawal: now, wait until 66, or even consider delaying it? 
2. How much of your benefits would be reduced (prior to attaining full retirement age (FRA)) or taxed (after 
attaining FRA)? 

Retirees need to understand a) how early retirement affects their Social Security benefits (a permanent decrease of 
benefits), b) the earned income test before FRA and the associated reduction schedules, c) if and how much of their 
benefits would be subject to taxation, and d) whether delaying Social Security retirement benefits would make sense 
and explore different options.  If this is of interest to you, as it is among people close to that golden mark, we can 
conduct a retirement-readiness overview and discuss various ways to ensure a comfortable road map for the many 
joyful years awaiting.  

Conclusion 
The political and tax landscape is one very similar to a desert.  While we cannot predict or forecast all the future 

                                                      
4 Fate of Bush Tax Cuts Uncertain As Expiration Approaches. The Tax Foundation. 
http://www.taxfoundation.org/research/show/26062.html.  
5 For more information on Roth conversion, whether it is advantageous to do so or how much you should convert, give us a call. 
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changes, using the current rules and exemptions to help accomplish your goals is something we highly recommend 
and advocate.  It is never too late to plan; just let us know you are interested and we will assist you!  

- Henry Yu, CFP® 


