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Written by Ali Nasser and Geordie Hrdlicka

Perception vs Reality
Plummeting over the Fiscal Cliff

We survived. No one slid over the “cliff” and perished as implied by the words which created mass media panic. 
Often we do not even understand exactly why we are panicking, we just follow the herd. Remember Y2K? We 
huddled with our champagne at 11:59 pm on December 31, 1999 waiting for the entire computer world to disappear 
into a space time continuum. And yet here we sit typing on our iPads.

The “Fiscal Cliff” needed to be addressed but the alarm that surrounded it wasted energy that could have been used 
to deal with the issues. Again in the last hour of December 31st, we finally received guidance with the American 
Taxpayer Relief Act of 2012 that transformed the cliff into more of a hill. The policy did not eliminate our country’s 
main concerns, decreasing the U.S. debt level and providing jobs, but it moved us closer to solutions. The solutions 
were not as exciting as the “Cliff” leaving many wondering exactly what happened. Tax rates, exemptions and 
deductions were affected by the Act but only for those whose income exceeds certain thresholds. The new Medicare 
tax also kicked in for 2013 but again only for those with certain income levels. The problem is that the income levels 
for tax rates, deduction/exemption limitations and the new Medicare tax are all different, practically requiring a 
degree in tax law and organizational skills to understand. Here is a mini preview for taxpayers filing jointly:

• If your joint income is $450,000 or higher, you leap into the higher federal income tax brackets and capital gain 
and dividend rates which increased from 35% highest marginal rate to 39.6% and from 15% to 20%, respectively.

• The Personal Exemption and Itemized Deductions begin to phase out (meaning you lose a portion) for taxpayers 
with joint income of $300,000 or higher.

• The new 3.8% Medicare Tax applies to certain investment income if your joint income exceeds $250,000. There 
is also a .9% addition to earned income for taxpayers with income over the thresholds.

While the financial media created tremendous panic over the “Fiscal Cliff”, they have not hyped up what you should 
really focus on – how convoluted the tax law is and how it might affect you. This may not be the year to navigate 
through the tax planning waters alone without the assistance of a professional who can help you determine the best 
course to take in our Post-Y2k society.

April 1, 2013 

* Consult your tax professional for advice. Information provided as an incidental service to our business.


