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Introduction 

The American Taxpayer Relief Act of 2012 (2012 Act), signed by President Obama on January 1, 2013, 

significantly changed the gift and estate taxes and income taxes that are in effect in 2013 and thereafter. 

Medicare tax changes made by the Affordable Health Care Act in 2010 are first effective take effect in 

2013 and the 2% reduction in social security taxes that was in effect beginning in 2011 expired at the end 

of 2012. These tax changes affect farm estate planning, income taxes, and payroll taxes. 

 

Federal Estate and Gift Taxes 

The amount each taxpayer could pass tax-free under the federal estate and gift taxes was scheduled to fall 

from $5.12 million for gifts and deaths in 2012 to $1 million beginning with gifts and deaths in 2013. The 

2012 Act made the $5 million exemption (adjusted for inflation) permanent. Therefore, each taxpayer can 

pass $5.25 million of assets to the next generation in 2013 without incurring any gift or estate taxes. The 

2012 Act also: 

 reduced the highest estate and gift tax rate to 40% from the 55% that was scheduled to apply 

beginning in 2013 

 made the portability of the estate tax exemption permanent. Portability allows the estate of the 

first spouse to die to pass any of the $5 million (adjusted for inflation) exemption that spouse did 

not use to the surviving spouse 

 

Federal Income Taxes 

The 2012 Act made the income tax brackets that were enacted in 2001 and range from 10% to 35% 

permanent except that for taxpayers with more than $400,000 of taxable income ($450,000 for married 

taxpayers filing jointly) a 39.6% bracket was added. Similarly, the 0% and 15% tax rates for capital gains 

and qualified dividends were made permanent except for taxpayers with more than $400,000 ($450,000) 

of taxable income who will pay 20% instead of 15% on some of their capital gains and qualified 

dividends. Congress permanently increased the alternative minimum tax (AMT) exemption and indexed it 

for inflation. That change eliminates the AMT for more than 20 million taxpayers and reduces the AMT 

for more than 4 million taxpayers. 

 

Medicare Tax 

A new 0.9% Medicare surtax applies to earned income in excess of $200,000 ($250,000 for married 

taxpayers filing jointly; $125,000 for married taxpayers filing separately) beginning in 2013. The surtax is 

added on to the 2.9% Medicare tax on all earned income. Also beginning in 2013, there is a new 3.8% 

Medicare tax on the lesser of a taxpayer’s net investment income or his or her adjusted gross income in 

excess of $200,000 ($250,000 for married taxpayers filing jointly; $125,000 for married taxpayers filing 

separately). 

 

Social Security Tax 

The employee share of social security tax on wages went back to 6.2% in 2013(from 4.2% for 2011 and 

2012). Similarly, the social security tax on self-employment income went back to 12.4% in 2013 (from 

10.4% in 2011 and 2012). 


