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US Tax Law Developments 
 

One could not avoid tax news in 2012.  Between the elections and the Fiscal Cliff, new tax regulations were a 
necessity.  The American Taxpayer Relief Act of 2012 did not actually become ratified into law until January 
2013, but its effects have solidified many uncertainties of these past few years and provided a basis for 
planning into the future, particularly in Estate and Gift taxes.  The new act has higher rates of tax than recent 
tax years, but it is still significantly lower than the statutory rates that would have taken effect if no law were 
passed.  It should be noted that even though this law has generally increased taxes or taxable income, 
depending on your personal situation and tax credits for amounts paid in France, the new law’s effect on your 
final payment due is not necessarily an increase. 
 
Income Tax Rate 
 
The new law has maintained the progressive tax rates from the past few years (maximum 35%) for US 
taxpayers who fall below the “applicable threshold.”  For tax year 2012, the applicable threshold amounts of 
taxable income is $450,000 for married filing jointly, $425,000 for heads of households, $400,000 for single, 
and $225,000 for married filing separately.  Above these annually inflation adjusted limits, the rate of tax is 
39.6%. 
 
Qualified Dividends and Long-Term Capital Gains Tax Rate 
 
As with the income tax rates, long-term capital gains will continue to be taxed at a maximum 15% provided 
the taxpayer is below the same “applicable threshold” (see above for amounts).  If the taxpayer is above the 
applicable threshold, the maximum tax rate for qualified dividends and long-term capital gains is 20%. 
 
Alternative Minimum Tax (AMT), Itemized Deductions, and Personal Exemptions 
 
For the past decade, the AMT has been temporarily “patched” every two years or so to prevent large 
numbers of middle-income Americans from either paying or needing to calculate the AMT.  With the new law, 
the AMT exemption amounts have been permanently indexed for inflation, thus high-income taxpayers will 
still be required to calculate and possibly pay the tax, but Congress will no longer need to “patch” the 
exemption amounts.  The 2012 exemption amounts are $78,750 for married filing jointly, $39,375 for married 
filing separately, and $50,600 for single or head of household. 
 
For tax years 2010 and 2011, there was no high-income limitation of itemized deductions or personal 
exemptions as there had been in years prior.  The new law has reinstated these inflation adjusted limitations 
for 2012 with phase-outs starting at $300,000 for married filing jointly, $275,000 for heads of households, 
$250,000 for singles, and $150,000 for married filing separately. 
  
Estate and Gift Taxes 
 
In the past few years, the big tax question on the US side was Estate and Gift Taxes.  The new law has 
permanently enacted the basics of the 2011 and 2012 inflation adjusted exemption amounts for all years 
going forward, but has also increased the rate of tax above those limits.  Also, the 2012 law has made the 
portability of the unused exemption of an estate to a decedent’s surviving spouse a permanent benefit.  The 
exemption from Estate and Gift Tax is now $5.25 million for 2013 at a tax of 40%.  Additionally, the annual 
exclusion for gifts from each taxpayer has been increased to $14,000.  In general, this allows a married 
couple to gift each year to each person $28,000 tax-free and have an estate of up to $10.5 million before 
paying any estate or gift taxes to the US.  Please contact us before making any large gifts as there could be 
other (French or state-level) tax consequences. 
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Foreign Earned Income Exclusion 
 
The Foreign Earned Income Exclusion has been inflation adjusted for the 2012 and 2013 income tax years to 
allow maximum exclusions of $95,100 and $97,600, respectively, of Earned Income for those who are 
considered tax residents of a foreign country under either the Bona Fide Residence Test or the Physical 
Presence Test. 
 
Other General US Tax Information 
 

• The American Taxpayer Relief Act of 2012 contains many other provisions that either maintain 
current benefits or are unlikely to impact US taxpayers in France.  Included among these are the 
deductions and credits for higher education, the deduction for general sales tax, exclusion of 
discharge of indebtedness on the principal residence, adoption credits, and various business and 
energy credits.  Further, the law did not extend the payroll tax reduction of 2% that was available for 
2011 and 2012.  If you believe you will qualify for some of these benefits or if you would like to know 
more information about them, please contact us. 

• The Foreign Account Tax Compliance Act (FATCA) that was put partially into effect last tax 
season continues to require considerably more information on the US tax returns in regards to non-
US investments.  We recommend reviewing our 2012 Tax Talk to understand what the IRS requires 
of you.  Additionally, the effective date of this Act’s reporting requirements for banks has been 
extended to January 1, 2014.  On that date (unless there is another extension/repeal) most non-US 
banks will begin reporting directly to the IRS on their US citizen or resident clients.  If you have not 
been reporting your foreign bank accounts to the US you could face significant civil or criminal 
penalties. 

• The IRS has seen their budget cut in the past few years.  This has resulted in longer examination 
times, slower processing of paper returns and response letters, longer wait times when calling for 
account information, and all around more difficulty in dealing with the Service.  In addition, the move 
towards e-filing and direct deposit of refunds was supposed to save time and money, but has 
actually resulted in an explosion of tax fraud estimated at over $5.2 billion for just 2012. 

• For tax year 2013 (next year) there is currently an additional 0.9% payroll tax on self-employment 
wages above certain thresholds as well as a 3.8% tax on “investment income” over certain 
thresholds.  


