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It is our hope that all of you have found a way to “beat the heat” during the very ex-
treme summer that most of us are experiencing. I thought now would be a good time 
to review the new tax changes that the Obama administration proposes.  Let’s jump 
right in to see how all of us will be affected. 

 

Are you ready for the ma-
jor tax hikes which will 
occur in 2011 and 2013 
on everything from wages 
and capital gains to royal-
ties and rental income?  It 
is estimated that tax pay-
ers in the highest brackets 
will be forking over an 
extra $1 trillion or more 
over the next decade.  Our 
national debt is out of 
sight and still growing – 
thanks to  bailouts, wars 
and ambitious social pro-
grams.  At $13 trillion, it is 
equivalent to 89% of the 
U. S. Gross Domestic Prod-
uct and it is likely to ex-
ceed it in 2012.  The last 
time we were this deep in 
hock was during World 
War II, but it was much 
easier to dig out.  We sim-
ply enacted spending cuts 
after the War and the debt 
problem was solved.  Sixty 
percent of the national 
spending is devoted to 
Medicare, Social Security 
and other mandatory pro-
grams.  The shrinking of 
the deficit with budget 
cuts would require the 

elimination of virtually all 
entitlement outlays ac-
cording to Deloitte Touche.  
So if you cannot solve the 
deficit problem with 
spending cuts then it’s 
inevitable that taxes must 
go up.  How will this affect 
you? 

Before we jump into an 
analysis of the income and 
estate tax increases, I 
would like to spend a few 
moments talking about a 
new tax to America called 
the VAT tax.  This tax 
would be necessary since 
to whittle the deficit down 
to 2% of the GDP (the 
norm since 1990) it would 
be necessary to raise the 
income tax rates by 50%.  
If we focus the increases 
on the top 3 tax brackets, 
they would be required to 
go up 117%.  So, we have 
the introduction of the 
new Value-Added-Tax, or 
VAT, which is essentially a 
Federal Sales Tax.  Cur-
rently some 140 nations 
have a VAT tax.  A 5% VAT 
tax would raise $293 bil-

lion in 2012 and $3.3 
trillion by 2019 according 
to the Tax Policy Center.  I 
am very familiar with the 
VAT tax since I have been 
required to pay it many 
times on purchases during 
my trips to Europe.  Leo-
nard Burman,  a former  
Deputy Assistant Secretary 
of   the U. S. Treasury De-
partment and a professor 
at Syracuse University’s 
Center for Policy Research 
says “the VAT tax is the 
only thing standing be-
tween us and insolvency”. 

The Health Care Bill is 
expected to cost $938 
billion over the next 10 
years.  It calls for a new 
Medicare Tax of 3.8% on 
investment income, includ-
ing capital gains, interest, 
dividends, royalties, rent 
and annuity income, and 
an additional 0.9% Medi-
care payroll tax on top of 
the 1.45% already de-
ducted from workers 
wages.  This 3.8% tax goes 
into effect when the Ad-
justed Gross Income or 
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(AGI) – wages and investment 
income combined – exceeds 
$250,000 per couple and 
$200,000 for singles.  The tax 
will be applied to the lesser of 
net investment income or any 
adjusted gross income in ac-
cess of AGI thresholds. 

Dividends are currently taxed 
at 15% and this will rise to 
36% or 39.6% in 2011.  The 
current estate tax is “0” and it 
will rise to 45% in 2011.  New 
Medicare Payroll Taxes will 
increase from 1.5% to 2.35% 
in 2013 while a new tax for 
Medicare on investment in-
come will be implemented in 
2013 at 3.8%.  The Capital 
Gains tax which is currently at 
15% will rise to 20% in 2011 .  
Medical expenses can be 
itemized currently at 7.5% and 
this will change to 10% in 
2013 while contributions to 
flexible spending accounts will 
drop from $5,000 to $2,500 

in 2013. 

The bottom line is that 85% of 
the tax burden under the bill 
will be shouldered by the top 
1% of tax payers.  This select 
group will see an average in-
crease of $28,500 in their 
annual federal tax bill accord-
ing to the Tax Policy Center. 

What can you do now to help 
reduce your tax burden?  You 
should consider selling any 
highly appreciated invest-
ments such as stock or sec-
ond homes in advance of the 
capital-gains increases.  Of 
course you should not make 
this decision based solely on 
taxes but if you have been 
planning on selling it, I would 
accelerate the process.  Your 
stock portfolio could be sold 
and bought back if you still 
want to hold the stocks, and  
any loss carried forth you 
should retain and use them 

once the rates have gone up.  
You might want to consider 
over funding a life insurance 
policy where the money can 
grow tax deferred and be 
drawn out without any realized 
taxable gains.  I would also 
take a look at any vesting of 
restricted stock options and in 
exercising of stock options 
since it might make sense to 
accelerate these to this year 
and to the months prior to the 
2013 tax increases.  Estate 
taxes will be coming back with 
a vengeance with $1 million 
tax exempt and the top estate-
tax rate returning to 55%.  
This compares with last year’s 
$3.5 million exemption and 
top rate of 45%.  There is talk 
that the Republicans might 
prevail in implementing a $5 
million exemption and a 35% 
rate 

 

“You cannot legislate the poor into prosperity by legislating the wealthy out of prosperity.  

What one person receives without working for, another person must work for without receiving.  

The government cannot give to anybody anything that the government does not first take from 
someone else. 

When half of the people get the idea that they do not have to work because the other half is 
going to take care of them, and when the other half gets the idea that it does no good to work 
because somebody else is going to get what they work for, that my dear friend is the beginning 
of the end of any nation.  You cannot multiply wealth by dividing it.” 

“Ten Secrets for a Successful Family”  Pg 138 

 Adrian Rogers  
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There is an old saying “there aren’t any free boat rides”.  It looks like ours is about over for the 
next few years.  As always we stand ready to help you with your planning and to take advan-
tage of strategies to enhance your portfolio based on your goals and objectives.  Should you 
have any questions regarding any of the above please do not hesitate to email me or call.  

 The summer months are upon us—time for family and fun.  Here’s hoping you and your fami-
lies have a wonderful 4th of July holiday and a great vacation time together throughout the 
rest of the summer.   

Tom Wallace  

All material herein is believed to be reliable but we cannot attest to its accuracy.  Market opinions contained herein are in-
tended as general observations and are not intended as specific investment advice.  Readers are urged to check their invest-
ment counselors before making any investment decisions. 

Opinions expressed in these reports may change without prior notice.  

This newsletter does not constitute an offer of sale of any securities  
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