Fiscal Cliff & Tax Rates  and Current tax changes
Congress on New Year's Day approved legislation to address the year-end tax hikes and spending cuts known as the fiscal cliff. The measure passed the House late on Tuesday after the Senate approved it earlier in the day.  We received the following information from the Georgia Chamber of Commerce that explains key elements of the deal.  I thought you might find it useful.
 
 - Higher taxes on individuals earning $400,000 and on families making $450,000 or more. Under that threshold, the Bush-era tax cuts will be permanent for all but the wealthiest households.

· Retains the 10%, 15%, 25%, and 28% income tax brackets from the Bush tax cuts permanently 
· Retains the 33% and 35% income tax brackets from the Bush tax cuts for taxable income under $400,000 (single), $425,000 (head of household), and $450,000 (joint filers); imposes 39.6% tax rate on income above this level 
· Continues setting the standard deduction for joint filers at 2 times single filers (would have otherwise reverted to 1.67 times single filers)
 - Higher tax rates on capital gains and dividends for wealthier households. Capital gains tax and dividends tax will be 20% for taxpayers with income over $400,000 (single) and $450,000 (joint filers). This does not include the new 3.8% health care tax on investment income above $200,000 (single) and $250,000 (joint filers) in adjusted gross income, so the top rate for capital gains and dividends will be 23.8%. For lower income levels, the tax will be 0%, 15%, or 18.8%.

 - Automatic spending cuts delayed for two months. The "sequester," which would impose steep, across-the-board cuts to domestic and defense programs, will be delayed for two months and will now occur on March 1, 2013 should an alternative agreement not be reached.

 - One-year extension to unemployment insurance. Emergency unemployment benefits will be extended for one year until January 1, 2014.

 - One-year "doc fix." Medicare physician payments were not cut and were extended through 2013 with new rules set in place for 2014. 

 - Nine-month farm bill extension. A much-feared spike in milk prices, dubbed the “dairy cliff” because it was also set to kick in abruptly on Jan. 1, will be averted through a nine-month extension of certain portions of the farm bill.

 - Personal exemptions phased out for individuals making over $250,000. Personal exemptions will be phased out and itemized deductions will be limited for taxpayers making over $250,000 and families earning more than $300,000. Phases out personal exemptions (PEP) for adjusted gross income over $250,000 (single), $275,000 (head of household) and $300,000 (joint filers).  Limits itemized deductions (Pease) for adjusted gross income over $250,000 (single), $275,000 (head of household) and $300,000 (joint filers).

 - 40-percent estate tax. Raises estate and gift tax to 40% from 35%, but above the current exemption level (~$5.12 million) and adjusts for inflation in future years

 - Permanent fix to the Alternative Minimum Tax. The alternative minimum tax was levied as one of the major changes in the fiscal cliff deal.  It was not indexed for inflation but is usually “patched” annually to prevent an increasingly large swath of middle-class Americans from being caught in its net. As part of the fiscal deal, the AMT permanently sets an exemption at $50,600 (single) and $78,750 (joint filers) for 2012 and adjusts for inflation thereafter.

 - Tax breaks for working families. The deal includes extensions of the:
· American Opportunity Tax Credit, which can be claimed for college-related expenses through 2017 
· Doubled child tax credit ($1,000) permanently, its refundable portion through 2017 
· Earned Income Tax Credit, which is a refundable income-tax credit for low- to moderate income working Americans through 2017 
· Deduction for private mortgage insurance (PMI) premiums paid through 2013 
· Teacher “above the line” deduction for school supplies through 2013h 
· Charitable IRA transfer of up to $100,000 for taxpayers 70.5 years of age and older was extended for 2012 and 2013.  Given the retroactive nature of this bill, taxpayers will have until February 1, 2013 to designate a charitable transfer and count it towards 2012 and any required minimum distribution rules thereof 
· Home energy and vehicle credits were extended through 2013
 - Business tax breaks. The Senate Finance Committee passed a package in August that tackled a variety of routinely expiring tax provisions known as extenders. These include:
· The cancellation of indebtedness provision for short sales for primary residences was extended through 2013 
· The deduction for sales and use taxes was extended for 2012 and 2013 
· The R&D tax credit was extended for 2012 and 2013 with new rules imposed on acquisitions of companies and the impact of qualifying R&D expenditures 
· For businesses, the 50% bonus depreciation was extended through 2014 which should increase capital investment and spending 
· Special definitions for Section 179 depreciation involving real estate and computer software were extended by the Act 
· The built-in-gains (BIG) tax period for S-Corporations will remain at 5 years through 2013 
· The 100% exclusion of gain on small business stock was extended through 2013 
· The special 15-year, straight-line depreciation method for certain qualified leasehold improvements and restaurant property was extended through 2013

 - Congressional pay freeze.  A previously-authorized congressional pay raise will not take place under the New Year's cliff measure, as members of Congress won't see their pay increase.
 

Although the legislation will avert many of the year-end tax hikes and spending cuts that were set to kick in, it failed to address some of the major issues that have divided Congress in recent months. Here’s what it left out:
 
 - An agreement to raise the debt ceiling. The nation reached its borrowing limit on Monday, and the Treasury Department has said it will use “extraordinary measures” to avert default as long as it can—likely into February. Then Congress will have to once again take up the contentious issue of raising the country’s so-called debt ceiling.

 - Extension of the payroll-tax cut. A temporary, 2-percentage-point cut to the payroll tax expired at midnight on Dec. 31, 2012, and was not renewed.  For example, this means workers who make $50,000 will pay an extra $1,000 in taxes.
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The Small Empleyer Health Insurance Credit

What businesses of yours are affected by the Affordable Care Act of 2010?

One up to 49 Emplovees (FTE)

Employer not required to provide
health insurance for employees.

However, by 1/1/2014, employees
will be required to carry minimum
essential health coverage or be
subject to penalty.

One up to 25 Employees (FTE)

To encourage small businesses to
provide health insurance coverage,
a credit of 35% (increasing to 50%
in 2014) of eligible health
Insurance premiums is available.

The increased credit is available for
a maximum of two years beginning
with the first year after December
31, 2013, that the employer offers
one or more health plans offered
through the Health Benefit
Exchanges’ IRC 45R.

Employer Mandate
50 or more Emplovees (FTE)

Employer must provide basic health insurance or
will be subject to a shared responsibility penalty of
either $2,000 or $3,000 per employee, effective
1/1/2014.

Beginning in 2014, an “applicable large employer”
(50 or more employees or full-time equivalents)
will owe a penalty - termed an “assessable
payment” - if it does not offer its full-time
employees (and their dependents) an employer
sponsored plan that provides “minimum essential
coverage.” This is the employer mandate. The
penalty applies for any month in which one or
more full-time employees has enrolled in a
qualified health plan through a state-established
exchange, and the employee qualifies for a
premium tax credit or cost-sharing reduction.

Practitiorer’s Alert: The credit or reduction is
generally available to lower- and middle-income
employees that are not offered affordable
minimum essential coverage.

Amount of credit for an eligible small employer:

Tax Year Beginning In: Tax-Exempt Emplover

Taxable Emplover

2010-2013 35% 25%
2014 - 2015 50% 35%
(1) The credit is temporary, expiring after 2015.

After 2013, the credit applies only to health insurance purchased through a state-
established insurance exchange.
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