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Federal Tax Changes

Hello,
I hope you have been enjoying all
the festivities commemorating Hanover’s 250th anniversary and the 150th
anniversary of the Battle of Gettysburg.
Given all the news that captures our
attention on a daily basis, it is refreshing sometimes to step back and take a
longer view of where we have been and
where we are going.
For me personally, one such event
was the birth last year of my grandson,
Colin, who perhaps will be joining Matt
and I as the third generation of Smiths
in this firm.
This issue deals with matters of permanence. First we take a look at the
latest news of what Benjamin Franklin
called one of life’s only two certainties:
taxes. We also give a brief history of our
building which, over the last 223 years,
has served as both a tavern and a
church.
Contact us to find out more about
these tax changes and how you can minimize what you owe. That way we can
make sure you will have a bit more to
put in the collection plate on Sunday,
rather than feeling the need to hit the
tavern when your tax bill arrives.

Dwain Smith, CPA

On January 1st, after months of wrangling, Congress and
President Obama arranged a hurried deal to avoid the ‘fiscal
cliff’ which would occur when tax rates would rise simultaneously with automatic cuts in federal expenditures. The 154
-page A merican Taxpayer Relief A ct of 2012 covers everything from personal income tax rates to Puerto Rican rum.
Many of the provisions are only applicable to special
interests (NASCAR track owners, mine owners, renewable
energy producers, teachers), but following are some of the
changes that broadly affect individuals, business owners and
investors. Please note that these are simplified explanations
of the changes to the tax code and should not be taken as
advice on how you should manage your finances or file your
tax returns. The tax code is very complex - in December the
IRS released 159 pages of new regulations covering the investment income surcharge discussed below - so you should
consult a tax professional before making any decisions.
Individual Income Tax Rates - The “Bush tax cuts”
of 2001 and 2003 have been made permanent for most tax
payers. Starting in 2013, there are seven tax rates – 10%,
15%, 25%, 28%, 33%, 35%, and 39.6%. The 35% rate applies to individuals and families with taxable incomes over
$380,000. The 39.6% rate starts at $400,000 for individuals
and $450,000 for families.
(Continued on page 2)

Colin explains how accurate financials are the
building blocks of a successful business.

What Our
Clients Are
Saying
Rob Miller

Brent Clabaugh

I have been providing financial
advice for fifteen years. Six years ago
I decided to open my own investment
management and retirement planning
firm, Riggle and Associates. In addition to myself, I have two other advisors and a service manager.
The most important asset I have is
my time. I don’t want to spend time
that should be devoted to building my
business and servicing my clients doing payroll and tax returns. So, one of
the first actions I took when opening
my own office was to hire Smith and
Company as my accountants.

Heather Snyder

Dwain and his firm are a good fit
for my business. They offer a greater
range of services and expertise than a
solo accountant, but they are not so
big that they lose the hands on personal service and care for their clients. Their service is invaluable and
enables me to use my own time more
efficiently.
As a financial professional, I
know how important it is to regularly
review your finances and make sure
that you are on track for achieving
your goals. Just as I meet regularly
with my own clients, every quarter I

Andy Riggle

sit down with Dwain and go over the
financial, short and long term goals
and planning. He is very good at
thinking outside the box and finding
ways to utilize deductions that I
would probably miss.
In addition to being highly
knowledgeable on taxes and accounting, Dwain and his staff are very personable and provide great customer
service. I would absolutely recommend him and have numerous times
in the past.

Andy Riggle

Federal Tax Changes
(Continued from page 1)

Payroll Tax Hike – In 2011
and 2012, the Social Security portion of the payroll tax had been cut
from 6.2% to 4.2%. That cut was
allowed to expire.
Medicare Hospital Insurance As part of Obamacare, the Medicare
Hospital Insurance portion of the
payroll tax rose from 2.9 percent to
3.8 percent for family incomes over
$250,000. Though not part of the
recent tax bill, it is an important
change for this year.
Estate and Gift Taxes – Estate,
gift and generation skipping transfers are now permanently tax exempt
up to a combined level of $5 million
per person, indexed for inflation.

However, the tax rate for amounts
above $5 million has been raised
from 35% to 40%. Any unused exemption can be transferred to a surviving spouse.
Capital Gains Taxes – The
current capital gains and dividends
tax rates of 0% for those below the
25% tax bracket and 15% for those
in the 25% bracket and above were
extended. However, those in the
new 39.6% tax brackit will pay a
20% tax rate. Also, as part of
Obamacare, starting in 2013 individuals with more than $200,000 in
modified adjusted gross income and
married couples filing jointly with
more than $250,000 will also pay a
3.9% surtax on their investment
income.

Personal Exemption Phase-out
and Phase-down of Itemized Deductions – For individuals with adjusted gross income over $250,000
($300,000 for married filing jointly),
the amount they can deduct from
their incomes as personal exemptions, as well as the amount they can
itemize, is phased out as their income rises. This doesn’t directly
(Continued on page 3)

State Tax Changes
On July 9, Governor Corbett
signed Act 52 which modifies numerous aspects of Pennsylvania tax
law. Here are some of those changes:
The Capital Stock Franchise Tax
is one imposed on entities such as
business trusts, limited liability companies and corporations doing business in Pennsylvania, whether or not
they are headquartered in the state.
The tax was scheduled to phase out
next year, but this has now been extended through 2016. The rate for
2013 remains at 0.89 mills (.089%),
drops to 0.67 mills (.067%) in 2014
and finally 0.45 mills (.045%) in 2015.
Corporate Net Income Tax
changes included eliminating certain
deductions, a change in the way that
gross receipts for the sale of services
is determined and an increase in the
cap on the annual deduction for net
operating losses. Starting next year,

the state is also imposing a penalty
for failing to file corporate returns.
Estates and Trusts with r esident beneficiaries must file returns in
Pennsylvania and they are now required to withhold personal income
tax from non-resident beneficiaries.
Employers Beginning on July
9, 2013 every employer that does not
pay, underpays, or fails to file returns
for employer withholding tax, interest, or penalty within 90 days after
the due date is subject to fines, penalties of between $300 and $1,500, and
imprisonment for five to 30 days.
Inheritance Tax When a familyowned business is transferred between
members of the same family, it may
be exempt from inheritance tax if the
business assets are worth less than $5
million dollars and the business has
fewer than 50 full-time employees.
The person who receives the transfer

must continue to operate the business
for at least seven years or the tax and
interest must be paid immediately.

Federal Tax Changes

(Continued from page 2)

raise their income tax rate, but increases the amount subject to taxation
and can even put them into a higher
tax bracket.
Section 179 Expensing – For
businesses expensing the full cost of
new capital expenditures, rather than
depreciating the purchases, the bill
extended the temporary levels in effect for 2010 and 2011 (maximum

amount $500,000; phase-out at
$2,000,000) through the end of
2013. In 2014 these levels revert to
the earlier levels of $25,000 and
$200,000.
Bonus Depreciation – The 50%
bonus depreciation for qualifying
property purchased and placed in service in 2012 has been extended for
2013.
Alternative Minimum Tax
Patch – The exemption amounts
for 2012 were set at $50,600 for individuals and $78,750 for married couples filing jointly. These exemptions
are not indexed to inflation for coming tax years.
Sales Tax Deduction – For another two years, taxpayers can take
an itemized deduction for their state

and local general sales taxes instead
of their state and local income taxes.
Child Tax Credit – The 2001
changes to the child tax credit have
been made permanent: $1000 for
each qualifying child under 17;
amounts refundable up to 15% of
earnings over $10,000.
Other Provisions - The bill contains many other provisions covering
items such as Education Savings Accounts, employer provided educational assistance, mortgage debt relief
and the Earned Income Tax Credit. If
you have any questions about how
these changes affect you, and what is
your best tax strategy for 2013, call
our office to schedule a consultation
to go over your personal and business
finances.

Tannery, Tavern and Taxes
In 2004, Smith & Company
moved into a building at 126 Carlisle Street. Because this is a unique
year for celebrating the history of
our town, we thought we would
share our office’s history.
Built in the 1790s, 126 Carlisle
is one of the oldest buildings in town.
Originally it was a tannery, providing
leather for Hanover’s shoemakers.
Then during the War of 1812, it
housed the Constitution and Guerriere Tavern, named in honor of the
USS Constitution’s (Old Ironsides)
victory over British frigate Guerriere.

During the Civil War, the building provided solace in the form of
prayer, rather than ale. At that time
it was the home of the Hilt family.
Since there was no Catholic church
in the town, the Hilts opened up
their home to the visiting Jesuit
priests. Records show baptisms,
confessions, Holy Communion and
youth instruction were held here in
1863 and 1864, before the opening
of St. Joseph’s Church.
We are proud to be the latest
inhabitants of this storied building,
and invite you to drop by and view

the unique architectural features,
including the keyed wooden lintels
and Flemish bond brickwork, something only available to wealthy families in the 1700s. We also have two
restored 1790’s deeds on display as
well as other photos and information on the building.

OOPS —THERE’S A TYPO
We have hidden a typo in our newsletter. Be the first to find it and email us at
teresa@smithandcompanycpas.com

You can WIN $20.
© 2013 Joe Zwers. All rights reserved.

(717) 632-0042
Call our office today
for a consultation.
126 Carlisle Street
Hanover, PA 17331

Smith & Company, CPAs

