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The  potential for a “Fiscal Cliff” is looming and proves to be an obsta-

cle for politicians, the economy and investors.  Here’s a quick primer 
on how it might affect investors: 

What Is It?   

The “fiscal cliff” refers to a series of Bush-era tax cuts that will expire 
and automatic spending cuts that will occur at year-end if the govern-
ment doesn’t act upon them.  Congress created this hazardous dead-
line back in August, 2011, when it agreed to this deal as a way out of 
raising the debt ceiling. 

With an annual US deficit over $1,000,000,000,000 (yes, that is the 
correct number of zeros), these cuts are designed to dramatically re-
duce spending.  Conveniently, the cuts start a few weeks after this 
year’s Presidential election, with the hopes of keeping the US from be-
coming the “Greece” of the West. 

While there are multiple tax hikes and spending cuts (both large and 
small) that comprise the “cliff”, I will focus on how they may affect in-
vestors: 

Long Term Capital Gains Tax Hike: Currently, long term capital 
gains  (profits from sale of investments held more than one year) are 
set to increase from 15% (top rate) to 20% in 2013. 

This tax increase could further erode the confidence of an already 
nervous investing public.  I can tell you from personal experience, 
that the average investor has much less patience with investment 
returns than they did several years ago. I believe that this tax in-
crease will not have dramatic impact on the markets, but it may 
increase volatility.  In effect, the few remaining, patient, long-term, 
investors are being “rewarded” with higher taxes. 

Qualified Dividend Tax Rate: The top rate for “qualified dividends” 
will increase from 15% to 39.6%. 

For investors that have searched for “yield” through stock divi-
dends (a very popular strategy over past several years), this tax  
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Investing for retirement is one of the most important steps you can take to 

plan for your future.   Government legislation over the years has created vari-
ous tax-advantaged retirement plans to encourage saving for retirement.  
With all these different options available to investors, many wonder about the 

benefits and differences between plans.   

A common type of retirement plan offered through a private employer is the 401k.  This plan allows an 
employee to contribute a portion of each paycheck before taxes which reduces the amount of income 
subject to tax.  Most 401k plans offer a limited choice of investment options for employees to invest.  
Once the money is withdrawn in retirement, all contributions and any qualified earnings are taxed at 
current ordinary income tax rates.  

A newer variation on the 401k is the Roth 401k.  The concept of setting aside money and investing for 
retirement remains the same.  However, dollars set aside from an employee’s paycheck are contributed 
to the Roth 401k after taxes.  A major benefit of the Roth 401k, is that contributions and earnings are 
withdrawn tax-free under most circumstances during retirement. 

 

Unlike a 401k which is provided by an employer, an Individual Retirement Account (IRA) can be 

opened by anyone on their own and allows for a greater choice of investment options (i.e.: stocks, 

bonds, exchange traded funds (ETF’s) and mutual funds).  Contributions to a traditional IRA may reduce 

your current taxable income (assuming you qualify to take a deduction).  In exchange for receiving an 

up-front tax break, you will pay income taxes on any withdrawals from your IRA during retirement. 

 
Similar to the Roth 401k, there is also a Roth IRA.  Again, contributions to the Roth IRA come from dol-
lars that have already been taxed and the qualified withdrawals in retirement are received tax-free in 
most circumstances.  However, a major downside to the Roth IRA is that it’s not available to high in-
come earners (see chart).  

 

Traditional 401k Roth 401k 

Set up through an employer with wages 
contributed from each paycheck before 
tax 

 
Taxable income decreases by the 
amount you contribute 
 
Income taxes (on both contributions 
and earnings) paid upon withdrawal 
during retirement 

Set up through an employer with contribu-
tions from each paycheck after taxes  

 
 
Tax– free withdrawals (of contributions and 
qualified earnings) during retirement 
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GenWealth Walks for Hope:  An Update 

It was a sea of pink.  More than 70 women, men and children gathered for the 1st Annual GenWealth 

Walks for Hope, a charity event for breast can-
cer.  We not only raised awareness about the 
importance of early detection, but raised more 
than $10,000 for scientific research to find a 
cure.  All funds were directed to the Breast Can-
cer Research Foundation (www.bcrfcure.org).  
Participants enjoyed a pre-walk breakfast, a 
guided three-mile walk around Maplewood Vil-
lage, a pink team T-shirt and a digital pedome-
ter donated by GenWealth.   

The success of this event has inspired us to con-
tinue on a path of philanthropy.  We are grateful 
to our clients, family and friends who donated 
their time and financial resources to this im-
portant cause.  NOTE:  Our winter coat drive is on!  The GenWealth Group will serve as a collec-
tion site for gently used coats for men, women and children until Dec. 15th.  After the recent 
storm here in NJ, more people than ever will need warm coats this year!   

 

Traditional IRA Roth IRA 

Need to have earned income or be a non-working 
spouse to be eligible for contributions 

 
Potential for contributions to be deductible from 
income (subject to income limitations) 

 
Income taxes are generally paid on contributions 
and earnings upon withdrawal 

 
Option to “rollover” a 401k to an IRA when  
retiring or leaving an employer to allow for more 
investment choices 

Need to have earned income (joint income 
filers with over $183,000 in annual income 
are not eligible to contribute) 

 
Contributions made after taxes have already 
been paid 
 
No taxes are generally paid when contribu-
tions and qualified earnings are withdrawn 

Those in a higher income bracket during retirement would benefit greatly from the tax-free withdraw-

als of a Roth 401k or Roth IRA.  On the other hand, contributing to a 401k or traditional IRA could help 

lower your current yearly taxes.  At The GenWealth Group, we emphasize the psychological importance 

of tax-free withdrawals from the Roth 401k and Roth IRA when advising clients on choosing a plan.  

Please call our office or email braden@thegenwealthgroup.com with any questions on choosing the 

right plan for you. 
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Fiscal Cliff… 

increase will have a devastating impact.  Investors with a substantial 
amount of “qualified dividend income” will see their tax bill almost 
triple in 2013!  Fortunately, for our clients, this is not a strategy that 
we have endorsed over the years.  We view stocks as a strategy for 
growth, more than for income.  

New Medicare Tax on Investment Income: For income earners over 
$200,000 (single) or $250,000 (joint), 2013 will bring a new 3.8% tax on 
interest, dividend and capital gains. 

If enacted, this will have a large impact on higher income investors. This 
will be a direct hit for many clients and it will be difficult to plan around. 
I am hopeful that this tax won’t be enacted, but recommend that all cli-
ents minimize its impact by fully contributing to tax-advantaged retire-
ment plans. 

Estate Tax Increase:  In 2013, the top-rate for estate tax will rise from 35% 
to 55%  

Estate Tax Exemption: The amount a person can pass to the next genera-
tion upon death (without paying federal estate taxes), is scheduled to be re-
duced from $5.12 million in 2012 to $1 million in 2013. 

While all estate taxes are aimed at “the next generation”, these are puni-
tive steps aimed at fairly modest estates. The estate tax levels have been 
a bouncing ball over the past several years. I expect a compromise is 
reached on this, and things will settle somewhere between the current 
generous rates and exemptions of 2012 and the dramatically reduced 
levels in 2013. 

 
How Might The Fiscal Cliff Affect You ? 
The non-partisan Congressional Budget Office has predicted that the “cliff” 
may force the US economy into “significant recession”. My guess is that the 
White House and Congress will stay true to form and partially punt the ball 
(again).   

With that, even some of these measures will be felt by all investors.  When it 
comes to adjusting our investment strategy for this environment, I think it 
is premature. We must first see the details as they emerge and then we can 
more effectively and specifically re-strategize.   

As with most political situations, there is no easy answer. Politicians on 
both sides are fighting an economic war on two fronts:  growing the current 
economy while putting people back to work and capping ever increasing 
budget deficits.  Both parties will need to address these challenges and the 
devil will be in the details.  

 

Sources:  Fiscal Cliff:  Why Markets Haven’t Priced In Disaster Yet.  8/24/2012:  www.cnbc.com; Tax 
Law Changes Call For Careful Planning in 2012. June 2012:  Merrill Edge 

 


