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EDGE is an independent financial firm whose objective advice helps individuals and 

institutions realize their goals in the areas of investment management and 

corporate finance. The Edge Research Team’s thoughtful and timely reports are 

based on extensive independent research and analysis of firms, financial 

developments, and macroeconomic trends. 

 
Inflation.  Spending.  Taxes.  As we begin a new year, we thought it appropriate 

to review one of the largest drags on a portfolio: Taxes.  Edge is working hard 
every day to be a firm who focuses on tax efficiencies across our clients’ 
portfolios and our strategy recommendations.   Fortunately, we also work in 

conjunction with some of the brightest CPA’s available who are able to provide 
tailored advice for specific circumstances.  Regardless, it is important to generally 
understand the various tax liabilities you may be exposed to in a given year.  

Since tax law is ever changing, we have summarized the 2016 rates and selected 
data below for your review as well as a few interesting facts you may not know 
about our current tax system.  Yes, we said interesting and taxes in the same 

sentence!  See if you agree….. 
  

Individual Federal Income Tax Update 
 
The Internal Revenue Service recently released 2013 tax data showing exactly 
who is paying individual income taxes and what tax rate they actually pay.   
The top 50% of all income tax returns filed during 2013 represented over 97% of 

income taxes paid.  What does it mean to be in the top 50% of earners?  You have to have an 
adjusted gross income of at least $36,840 for the year.  The top 2% of all income tax returns 
filed in 2013 (returns with income in excess of $287,000) paid over 46% of all federal income 

tax.   
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Perhaps more surprising is the highest average tax rate paid in 2013.  During a political 

environment when significant rate reductions are on the table, the actual rate paid by even 
the highest earners is lower than you may expect and is being held down by favorable capital 
gain and dividend rate policies.  As you will see in the chart below, the top average tax rate 

(27%) is seen by those returns reporting income between $428,000 and $1,860,000.  Once a 
taxpayer reaches the 0.01% or 0.001% of income earned ($9.4M or $45M), that average tax 
rate actually drops to 26.2% and 24.1%, respectively. 

 
 

 
To put the average tax rate of the top 1% into more recent perspective, it has increased over 
5.5% since 2007 and is closing in on a level not seen since 2002.  The steep rate increase 

came as a result of the 2012 fiscal cliff deal and passage of the Affordable Care Act which 
increased top income tax rates to 39.6%, increased capital gain and qualified dividend rates, 
resurrected limits on itemized deductions for high income earners, and introduced the 

Medicare surtax. 
 
As we look to 2016, you need to focus on three items to understand the drivers of you income 

tax liability: Marginal Income Tax Rates/Brackets, Exemptions/Deductions (and their limits) 
including Retirement Savings limits for 2016, and planning opportunities from the Protecting 
Americans from Tax Hikes (PATH) Act of 2015 (passed 12/2015). 

 
Marginal Income Tax Rates for 2016 
In 2016, the top marginal tax rate of 39.6% will impact all jointly filing taxpayers with 

adjusted gross incomes in excess of $466,950.  Note that these rates do not include the 
additional Medicare Tax of 0.9% which is applied to earnings over $250,000 for joint filers 
effectively increasing the top marginal tax rates for the top three brackets. 

Top 1% Represents Earners Over 
$428K as of 2013 

Source: Tax Foundation 
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2016 Limits on the Personal Exemption and Itemized Deductions 

For joint income earners over $433,000, the personal exemption of $4,050 is phased out.  
More importantly, 2016 Pease phase-out’s of most itemized deductions begins for joint income 
earners over $311,000.  Pease phase-out’s, named for a Congressman Donald Pease, limits 

widely used deductions such as the mortgage interest deduction or charitable gift deduction.  
Pease can phase out up to 80% of the value of certain itemized deductions.  Be sure to 
discuss the specific limit on these deductions for personal situation with your tax advisor but 

proper planning to evenly spread deductions over time will lessen the potential impact of 
Pease.   
 

2016 Retirement Planning Summary 
Importantly for retirement savers, the 2016 contribution limits remain largely unchanged 
from the prior year. 

 401(k) contributions remains steady at $18,000 with a $6,000 catch up provision for 

those over 50.  The annual compensation limit for 2016 remains at $265,000. 

 Defined contribution limits (primarily used for self-employed plans such as the SEP IRAs 

or the Solo 401(k)) for 2016 remains at $53,000 with a $6,000 catch up contribution 

limit for those over 50.  

 Individual Retirement Account (IRA) contribution levels remain constant at $5,500 for 

2016 with a $1,000 catch up for those over 50.  This is the 4th year of no change!  

  Finally, income earners who do not qualify for ROTH IRA’s (joint earners over $194K) 

are still able to contribute to a nondeductible IRA and roll those proceeds OR  the 

proceeds from an existing IRA to a ROTH regardless of income level. 

Future Planning Opportunities Created by PATH 
The PATH act created a number of permanent tax extender provisions we all need to be 

mindful of during 2016.  Below are the highlights that would most broadly apply to our client 
base.  

1. Taxpayers over 70 ½ can now permanently contribute up to $100,000 from their IRA to 

a qualified charity without realizing taxable income.  Further, the transfer will count 

Source: Tax Foundation 
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toward the required minimum distribution for an IRA account.  A couple may contribute 

up to $200,000. 

2. Taxpayers who live in states without income taxes and who itemize deductions will 

continue to be able to deduct sales tax rather than state income tax. 

3. The income tax deduction for contributions of real property restricted for conservation 

purposes and that is enforceable by a qualified charity is now permanent.  Such 

property would no longer be part of an individual’s taxable estate. 

4. The “Cadillac” tax on the most expensive employer-sponsored health insurance plans 

will be delayed until 2020. 

5. First year bonus depreciation on qualified property placed into service will continue to 

receive 50% immediate expensing through 2017. 

2016 Capital Gain and Dividend Tax Update 
 
A far cry from the late 1970’s era of a nearly 40% capital gains tax rate, the 2016 top long 
capital gains rate as well as the qualified dividend rate remain constant at 20% plus a 3.8% 

Affordable Care Act tax to joint tax payers earning over $250,000.  With state capital gains 
taxes ranging from 0-13.3%, the average long term rate for high income earners including 
state tax is estimated to be over 28% according to the Tax Foundation!  When compared to 

other Organization for Economic Cooperation and Development (OECD) countries, that is well 
above average.  Taxpayers in lower income tax brackets pay capital gains rates more in line 
with international averages: the 25-35% tax brackets will continue to pay a 15% capital 

gain/qualified dividend tax rate and those in the 10-15% tax brackets will pay 0% on capital 
gain/dividend income.   
 
 

 
 

Remember, not all dividends automatically qualify for the more favorable rates outlined above.  

Generally, in order to qualify for the more favorable qualified dividend rate, the dividend must 
be paid by a US corporation or qualified foreign corporation and you must hold the stock for a 
period of time prior to the ex-dividend rate.  Finally, the short term capital gains tax rate does 

not receive special treatment.  Rather, the short term capital gains rate mirrors a taxpayer’s 

Source: Tax Foundation 

The US has a High Capital Gains Tax Rate by 
International Standards 
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ordinary federal income tax rate in 2016.  As a reminder, the short term tax rate applies to 

the sale of a capital asset within one year of the purchase date. 
 

2016 Estate and Gift Tax Update 
 
Currently at 40% in 2016, the United States has the 4th highest estate tax among the OECD 
countries only behind Japan, South Korea and France.  To make the system more progressive, 

the estate/gift exemption amount has dramatically increased over the past 15 years from 
under $1,000,000 to now $5,450,000 ($10,900,000 for joint filers) in 2016.  The annual 
gift exclusion for individuals remains at $14,000 for 2016. 

 
Due to extensive tax planning, along with increasing exemptions, the estate tax is becoming 

less of a revenue driver for the Federal Government.  The office of Management and Budget 
estimates that the estate tax collected in 2015 will be approximately $20 Billion or less than 
1% of the government’s annual revenue, nearly a 50% decline from 15 years ago. 

 

                                      

 
 
As many of you already understand, Federal estate taxes are coming down generally but some 

states are increasing their estate and inheritance taxes at alarming rates.  In the chart below, 
the highlighted states include those with marginal “death” taxes over 12%!  Most of the 
shaded states have rates that are at least 15-16%!! 

Source: Tax Foundation 
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Hopefully this quick summary will serve as a helpful reference as you plan throughout 2016.  
Please do not hesitate to call with any questions. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
This material represents the views of Edge Advisors, LLC. This information is provided to discuss general market activity, 
industry or sector trends, or other broad-based economic, market or political conditions. This information should not be 
construed as research or investment or tax advice, and investors are urged to consult with their financial advisors before 
buying or selling any securities.  This information may not be current and Edge Advisors, LLC has no obligation to provide 
any updates or changes to such information.  This material contains forward-looking projections and there is no assurance 
that these projections will prove correct.  Past performance is no guarantee of future results. 


