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The American Families Plan




On April 28, 2021, President Biden introduced the American Families Plan, a $1.8
trillion spending plan that includes tax increases on high-income taxpayers to
help offset its costs. This document covers potential changes to the tax law that,
if enacted, may affect you and your family.

Increases Top Federal Tax Rate

Overall, President Biden has indicated that nobody earning $400,000 or less would see any increase in
taxes, and therefore the proposed tax changes are focused on high-income taxpayers.

For ordinary income, the American Families Plan would increase the top federal tax rate from 37% to
39.6%. It is unknown whether or not there would be any changes to any of the tax bracket thresholds.

Expands the 3.8% Medicare Tax

High-income taxpayers generally pay a 3.8% Medicare tax on self-employment income and Net
Investment Income. It also applies to wages but is shared by the employer. Because the application of
the tax is inconsistent across taxpayers and types of income, the American Families Plan would call for
applying the tax to all income for those making over $400,000.

Increases the Long-Term Capital Gains Rate

Gains on the sale of assets held for more than one year are taxed at the long-term capital gains tax rate,
which currently tops out at 20%. The American Families Plan proposes to increase the top rate from 20%
to 39.6% for households with earnings of $1 million or more. When combined with the 3.8% surtax on
Net Investment Income, total federal tax on long-term capital gains would reach 43.4%.

Limits 1031 Exchanges

Real estate owners currently benefit from Section 1031 of the IRS code that allows an owner to defer
taxes on the gain from the sale of a property by purchasing a similar property shortly after the sale. The
American Families Plan seeks to eliminate the ability for owners to apply the 1031 exchange deferral
when the gain on a property sale exceeds $500,000.



Limits the Step-up in Basis

Under current law, heirs to an estate benefit from a step-up in basis on certain assets. Basically, the
cost of an asset is readjusted to the current fair market value and enables heirs to avoid paying taxes
on the appreciation of the asset. The American Families Plan proposes to eliminate the step-up in
basis on gains that exceed $1 million, or $2.5 million per couple when combined with existing real
estate exemptions. Donations to charity would not be subject to the rule, nor would family-owned
businesses and farms that are passed to heirs who will continue to run those businesses.

Closes the “Carried Interest Loophole”

The American Families Plan seeks to close the “carried interest loophole” that allows taxpayers who
receive partnership interests in exchange for services to be taxed at the long-term capital gains rate
instead of ordinary income rate on those proceeds. President Biden called out hedge fund managers
who benefit most from the current tax treatment.

Limits Excess Business Losses

The 2017 Tax Cuts and Jobs Act limited the amount of excess business losses that a taxpayer may
deduct to $250,000 for single filers and $500,000 for married filing jointly. These limits were set to
expire on December 31, 2026, but the American Families Plan seeks to make these limits permanent.

Increases IRS Enforcement

The American Families Plan, along with the American Jobs Plan, seeks to increase IRS enforcement
on wealthy taxpayers and corporations. For instance, the proposals direct an additional $80 billion to
the IRS over the next decade to improve technology and increase the number of IRS auditors.



Final Thoughts

The American Families Plan would of course need to be passed
by Congress in order to become law. There will certainly be
negotiations and changes to the plan through the legislative
process, and it is unknown what may be enacted into law.

If you would like to discuss tax planning for your unique

situation, please feel free to call our office.
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About Vasquez & Company, LLP

Simply Inspired Client Service. Vasquez & Company LLP, one of Southern California’s most venerable local
accounting firms, has earned a reputation for unwavering commitment to providing cost effective, high
caliber solutions to today’s complex business challenges. For over forty years Gilbert R. Vasquez, past
president of the California Board of Accountancy, has stewarded a public accounting practice dedicated
to honesty, integrity and excellence. Vasquez & Company LLP’s diverse and talented team helps to define
the future of the accounting profession through a client service philosophy characterized by reliability,
knowledge and responsiveness to businesses in the private, public and nonprofit sectors.

Vasquez is an integral part of the RSM US Alliance, a premiere affiliation of independent accounting and
consulting firms in the United States, with more than 75 members in over 38 states, the Cayman Islands
and Puerto Rico. This affiliation gives us access to a full range of national and international capabilities. As
a member of the RSM US Alliance, Vasquez has access to the resources and services RSM provides its own
clients and employees.
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