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Strategies for managing
new federal tax brackets
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ow will 2014 tax law
changes impact your
finances this year and
beyond?
Although the top
marginal tax bracket
was increased to 39.6%,
most physicians will
have their marginal
rate (their last dollar of income) taxed at
28% or 33%, depending on your taxable in-
core.

UNDERSTANDING
TAX BRACKETS

Contrary to popular belief, when you earn an
additional dollar and cross into the next tax
bracket, only that dollar and any additional
dollars are taxed in the higher bracket, not
income below the threshold. Some people
reduce their income for fear of moving into
a higher bracket, but only additional dollars
are taxed at the higher rate.

Taxes are calculated in two ways, the tra-
ditional way and what's known as the "alter-
native minimum tax” (AMT). The AMT was
established for taxpayers who itemize their
deductions and take significant write-offs.
It can add as much as $5,000 to $10,000 per
year to a tax bill. All taxpayers are obligated
to calculate their taxes using both methods
and to pay the higher amount.

For taxpayers in higher brackets, most

long-term capital gains (a category that in-
cludes most assets held for more than one
year) and qualified dividends are taxed at
either 15% or 20% for federal purposes, plus
any state or local tax. The tax rate you pay
depends on your level of taxable income.
The highest tax rate on long-term capital
gains and qualified dividends is 20%.

The Affordable Care Act, however, add-
ed a 3.8% Medicare tax for taxpayers with
adjusted gross incomes over $250,000 if
married or $200,000 if single, in addition
to the 20% rate mentioned previously. The
tax also applies to rental income and other
forms of unearned and passive income.
Therefore, your capital gains and qualified
dividend tax bracket could be as high as
23.8%.

ITEMIZED DEDUCTION
PHASE 0UT

The government also reinstituted the phase
out of itemized deductions and personal
exemptions if you are married and your ad-
justed gross income exceeds $300,000 or if
you are unmarried and your adjusted gross
income exceeds $250,000.

Essentially, this means that you lose
some deductions, such as mortgage inter-
est and charitable donations, and exemp-
tions if your income is higher, effectively
raising your taxes further. You lose 3% of
the amount by which your adjusted gross
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2014 TAXABLE INCOME BRACKETS AND RATES
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a technique often used to
keep them out of the estates
of children, where they would
be taxed al a higher rate. This
should be considered when
doing estate planning,
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income exceeds the stated thresholds. Al-
though this provision had been in effect pre-
viously, it had not applied since 2009 and has
now been implemented again.

ESTATE AND GIFT TAXES

Any person can gift up to $14.000 per ealen-
dar year to any other person without paying
gift taxes and without reporting the transac-
tion on a gift tax return.

For example, a married couple can each
give $14,000 to each child and grandchild.
Larger gifts can also be given by filing a
Federal Gift Tax Return. Such gifts would
offset one’s lifetime exemption, and usually
not result in taxes.

The exemption during an individual's life-
time or upon the person's demise is currently
$5.34 million per donor. To the extent that a
taxable estate at death exceeds this thresh-
old, there is a federal 40% tax on the excess.

Subject to certain exemptions, there is
also a generation-skipping tax that often ap-
plies when passing assets to grandchildren,
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the new high estate tax
thresholds, it is important to
update your wills and trusts
to ensure that your assets
are passing to the intended
parties whether they be your
children, grandchildren,
charities or others.

Payroll taxes have also in-
creased, because the Social
Security wage base increased
to $117,000 this year. Taxes
paid on this level of income
fund Social Security and
Medicare. Although the em-
ployer and employee pay
both Medicare and Social Se-
curity up to the aforemen-
tioned wage base, Medicare
taxes apply even to wages, ex-
ceeding the wage base, and
are in addition to the 0.9%
surtax that became law as
part of the ACA.

STRATEGIES FOR

REDUCING TAXABLE INCOME

You can reduce your taxable income by con-
tributing up to $6,450 as a family to a health
savings account (HSA), and up to $17,500 to

a 401(k) account. In addition, if you are age ‘

50 orolderin 2014, you can contribute an ad-
ditional $5,500 to your 401(k) as a “catch-up”
contribution.

You might make sure you are maximiz-
ing tax reduction strategies by funding
regular or Roth IRAs and 401(k)s, an HSA,
utilizing the child care credit, and taking
advantage of 529 and Coverdell accounts
for your children and grandchildren. &
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