
In 2012, qualified dividends from domestic 

corporations and certain foreign corporations 

were subject to the same maximum rates as 

net capital gains in 2012 (15% for qualifying 

taxpayers, 0% if the income would otherwise 

be taxed in the 10% or 15% income tax 

brackets). These dividends were to have been 

taxed as ordinary income starting in 2013, 

resulting in substantially higher taxes, but 

ATRA intervened to retain the 2012 dividend 

rates of 15% and 0% for qualifying taxpayers. 

As with capital gains, higher income taxpayers 

whose income exceeds the thresholds set for 

the 39.6% income tax rate now have a 

maximum rate of 20% on qualified dividends.

Personal Exemption Phaseout and 
Limitation of Itemized Deductions 
Before 2010, the personal exemptions 

available to higher income taxpayers were 

gradually reduced when their adjusted gross 

income (AGI) exceeded a specific threshold 

amount. Those higher income individuals also

had their allowable itemized tax deductions 

for the year reduced by up to 80%. By law, 

the personal exemption phaseout and 

itemized deduction limitation were gradually 

reduced, until they were completely removed 

in 2010. The exemption phaseout and 

deduction limitation were set to return in 

2013. ATRA revives the exemption phaseout 

and deduction limitations, but at higher 

threshold levels than had been in place. The 

end result is that the personal exemption 

phaseout and itemized deduction limitation 

will likely affect many more people than just 

those in the new 39.6% top tax bracket.

ATRA also includes extensions of a variety of 

individual tax benefits that either expired at 

the end of 2011, or would have at the end of 

2012. Just a few examples of these many 

benefits are the Child Tax Credit, the State 

and Local Sales Tax Deduction, the Earned 

Income Credit, the Coverdell Education 

Savings Accounts, IRA Distributions to 

Charities (by persons age 70½ or older), and 

the Energy Credit.

Estate and Gift Tax
For 2012, the maximum federal estate-tax rate 

was 35%, with an exclusion amount of $5.12 

million ($5 million indexed for inflation) that 

shelters an aggregate amount of transfers at 

death and lifetime gifts from estate and gift 

tax. But for ATRA, this top rate and exclusion 

amount were set to expire after 2012, 

resulting in a highest tax rate of 55% and an 

exclusion amount of only $1 million (not 

indexed for inflation).

ATRA permanently sets the top federal estate 

tax and gift tax at 40% with an exclusion of $5 

million (inflation adjusted) for decedents 

dying and gifts made after 2012. ATRA also 

permanently allows “portability” of a 

decedent's unused exclusion between 

spouses.

Included among the other parts of ATRA are 

provisions that extend the estate-tax 

deduction for state estate taxes, qualified 

conservation easements, and the installment 

payment of estate tax on closely held 

businesses. ATRA repeals the 5% surtax on 

estates larger than $10 million.
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SGK is kicking off 2013 with an exciting new look! 
We’re launching our newly designed logo (to the left) along with a revamped 
website and newsletter. Our firm is proud to unveil the new face of SGK which 
reflects our continued commitment to a tradition of innovative legal service. 
Watch for our progressive corporate mark on upcoming communications.

C O R P O R AT E  S E R V I C E S  I S S U E A N N O U N C E M E N T S

Sherrard, German & Kelly, P.C. 
represented II-VI Incorporated 

(“II-VI”) in a series of recent 

acquisitions.  In the last quarter of 

2012, II-VI acquired all of the 

outstanding shares of M Cubed 

Technologies, Inc., the thin film 

filter business and interleaver 

product line of Oclaro, Inc. and 

acquired of all of the outstanding 

shares of LightWorks Optics, Inc.

II-VI is a public company that is 

headquartered in Saxonburg, PA 

and is a global leader in engineered 

materials and optoelectronic 

components. Sherrard, German

& Kelly, P.C. has represented

II-VI since II-VI’s initial incorporation 

in 1971.
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At the eleventh hour, Congress averted the tax 
side of the ominous “Fiscal Cliff” that it faced 
as 2012 drew to a close. The end result of the 
intense negotiations was the American 
Taxpayer Relief Act of 2012 (ATRA).

The most publicized part of ATRA prevented 
scheduled federal tax rate hikes from going into 
effect for most taxpayers in 2013, while raising 
taxes on America's highest earners. ATRA also 
keeps in place many expiring income tax 
breaks and revives some tax increases that 
had expired over the past several years.

Individual Tax Rates
For tax years beginning after 2012, ATRA 
makes permanent almost all of the federal 
income tax rates first put into place in 2001. 
Those rates otherwise would have increased 
in 2013. For high-income taxpayers, a new 
top tax rate of 39.6%, as opposed to the 
previous 35%, applies beginning for tax years 
after 2012.

The new 39.6% rate applies to taxable income 
above a specified threshold (subject to future 
adjustments for inflation): $450,000 for 
married taxpayers filing jointly, $425,000 for 
heads of households, $400,000 for single 

taxpayers, and $225,000 for married 
taxpayers filing separately. The rate schedule is 
graduated, so taxpayers whose income falls 
within the 39.6% rate bracket still benefit from 
the extension of the Bush-era rates in the lower 
rate brackets.

Capital Gains and Dividends
In recent years, individual and other 
noncorporate taxpayers have benefited from a 
maximum rate of 15% on net capital gains (net 
long-term capital gains minus net short-term 
capital losses). To the extent the net capital 
gains would have been taxed at the 10% or 
15% tax rate if they had been ordinary income 
like wages, the net capital gains tax rate has 
been 0%.

These net capital gains rates for noncorporate 
taxpayers had been scheduled to be replaced 
after 2012 by rates of up to 20%. ATRA 
operates to make the 2012 net capital gains 
rates of 0% and 15% permanent for qualifying 
taxpayers. A new 20% maximum net capital 
gains rate applies to taxpayers whose income 
exceeds the levels mentioned above 
concerning the 39.6% income tax rate.

AMERICAN TAXPAYER
RELIEF ACT of 2012

This summary of legal issues is 
published for informational 
purposes only. It does not 
dispense  legal advice or create an 
attorney–client relationship with 
those who read it. Readers should  
obtain professional legal advice 
before taking any legal action.

Two PNC Plaza, 28th Floor
620 Liberty Avenue
Pittsburgh, PA 15222
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For more information about
SGK or to speak with a member
of the firm, please contact us.

412.355.0200 PHONE

412.261.6221 FAX

www.sgkpc.com
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Mr. Edward B. 

Gentilcore

was recognized

for inclusion in

the 2013 Best 

Lawyers in 

America for 

Construction 

Law and Litigation Construction.

The Pennsylvania Bar Institute will be 

releasing “Pennsylvania Construction 

Law: Project Delivery Methods, 

Execution, and Completion,” the 

second volume in the Construction

Law Series of publications. Mr. 

Gentilcore is the co-editor of this 

publication and contributed a

chapter entitled “Environmental 

Regulations and Contract Provisions 

Impacting Construction Project 

Activities in Pennsylvania.”

In 2012, qualified dividends from domestic 

corporations and certain foreign corporations 

were subject to the same maximum rates as 

net capital gains in 2012 (15% for qualifying 

taxpayers, 0% if the income would otherwise 

be taxed in the 10% or 15% income tax 

brackets). These dividends were to have been 

taxed as ordinary income starting in 2013, 

resulting in substantially higher taxes, but 

ATRA intervened to retain the 2012 dividend 

rates of 15% and 0% for qualifying taxpayers. 

As with capital gains, higher income taxpayers 

whose income exceeds the thresholds set for 

the 39.6% income tax rate now have a 

maximum rate of 20% on qualified dividends.

Personal Exemption Phaseout and 
Limitation of Itemized Deductions 
Before 2010, the personal exemptions 

available to higher income taxpayers were 

gradually reduced when their adjusted gross 

income (AGI) exceeded a specific threshold 

amount. Those higher income individuals also 

had their allowable itemized tax deductions 

for the year reduced by up to 80%. By law, 

the personal exemption phaseout and 

itemized deduction limitation were gradually 

reduced, until they were completely removed 

in 2010. The exemption phaseout and 

deduction limitation were set to return in 

2013. ATRA revives the exemption phaseout 

and deduction limitations, but at higher 

threshold levels than had been in place. The 

end result is that the personal exemption 

phaseout and itemized deduction limitation 

will likely affect many more people than just 

those in the new 39.6% top tax bracket.

ATRA also includes extensions of a variety of 

individual tax benefits that either expired at 

the end of 2011, or would have at the end of 

2012. Just a few examples of these many 

benefits are the Child Tax Credit, the State 

and Local Sales Tax Deduction, the Earned 

Income Credit, the Coverdell Education 

Savings Accounts, IRA Distributions to 

Charities (by persons age 70½ or older), and 

the Energy Credit.

Estate and Gift Tax
For 2012, the maximum federal estate-tax rate 

was 35%, with an exclusion amount of $5.12 

million ($5 million indexed for inflation) that 

shelters an aggregate amount of transfers at 

death and lifetime gifts from estate and gift 

tax. But for ATRA, this top rate and exclusion 

amount were set to expire after 2012, 

resulting in a highest tax rate of 55% and an 

exclusion amount of only $1 million (not 

indexed for inflation).

ATRA permanently sets the top federal estate 

tax and gift tax at 40% with an exclusion of $5 

million (inflation adjusted) for decedents 

dying and gifts made after 2012. ATRA also 

permanently allows “portability” of a 

decedent's unused exclusion between 

spouses.

Included among the other parts of ATRA are 

provisions that extend the estate-tax 

deduction for state estate taxes, qualified 

conservation easements, and the installment 

payment of estate tax on closely held 

businesses. ATRA repeals the 5% surtax on 

estates larger than $10 million.

AMERICAN TAXPAYER RELIEF ACT of 2012
(Continued)

2SPRING 2013

At the eleventh hour, Congress averted the tax 
side of the ominous “Fiscal Cliff” that it faced 
as 2012 drew to a close. The end result of the 
intense negotiations was the American 
Taxpayer Relief Act of 2012 (ATRA).

The most publicized part of ATRA prevented 
scheduled federal tax rate hikes from going into 
effect for most taxpayers in 2013, while raising 
taxes on America's highest earners. ATRA also 
keeps in place many expiring income tax 
breaks and revives some tax increases that 
had expired over the past several years.

Individual Tax Rates
For tax years beginning after 2012, ATRA 
makes permanent almost all of the federal 
income tax rates first put into place in 2001. 
Those rates otherwise would have increased   
in 2013. For high-income taxpayers, a new    
top tax rate of 39.6%, as opposed to the 
previous 35%, applies beginning for tax years 
after 2012.

The new 39.6% rate applies to taxable income 
above a specified threshold (subject to future 
adjustments for inflation): $450,000 for 
married taxpayers filing jointly, $425,000 for 
heads of households, $400,000 for single 

taxpayers, and $225,000 for married 
taxpayers filing separately. The rate schedule is 
graduated, so taxpayers whose income falls 
within the 39.6% rate bracket still benefit from 
the extension of the Bush-era rates in the lower 
rate brackets.

Capital Gains and Dividends
In recent years, individual and other 
noncorporate taxpayers have benefited from a 
maximum rate of 15% on net capital gains (net 
long-term capital gains minus net short-term 
capital losses). To the extent the net capital 
gains would have been taxed at the 10% or 
15% tax rate if they had been ordinary income 
like wages, the net capital gains tax rate has 
been 0%.

These net capital gains rates for noncorporate 
taxpayers had been scheduled to be replaced 
after 2012 by rates of up to 20%. ATRA 
operates to make the 2012 net capital gains 
rates of 0% and 15% permanent for qualifying 
taxpayers. A new 20% maximum net capital 
gains rate applies to taxpayers whose income 
exceeds the levels mentioned above 
concerning the 39.6% income tax rate.

Christopher Passodelis, Jr. has joined the firm   
as a Director in the firm’s Corporate Services   
and Litigation Services Groups. Christopher 
provides counsel on general corporate and 
commercial matters while also assisting clients 
with matters regarding the acquisition of 
commercial and residential property in 
Pennsylvania and West Virginia.

Megan Tymoczko-Korch has joined the firm 
as a Senior Associate Attorney in the firm’s 
Corporate Services Group. Megan’s practice 
includes a wide range of business and 
corporate transactions ranging from entity 
formations to corporate governance   and 
reorganizations.

Brian R. Boyer  has joined the firm as an Associate 
Attorney in the firm’s Energy and Natural 
Resources and Corporate Services Groups. Brian 
concentrates his practice on oil and gas law, real 
estate, and general corporate matters. He has 
represented oil and gas clients in connection with 
acquisition and divestiture of oil, gas and mineral 
assets, the negotiation and drafting of leases,    
joint operating agreements, 

purchase and sale agreements and other contracts. 

Curtis M. Schaffner has joined the firm as an 
Associate Attorney in the firm’s Corporate Services 
and Financial Services Groups. Prior to joining the 
firm, Curtis served as an attorney advisor to District 
Chief Administrative Law Judge Thomas M. Burke at 
the United States Department of Labor. He is a 2011 
graduate of Duquesne University School of Law.
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C H A N G E  I N  P E N N S Y LV A N I A  L A W

Until a recent decision by the Supreme Court 
of Pennsylvania, a minority shareholder of a 
Pennsylvania corporation who was deprived of 
fair value for his or her stock by a "cash-out" or 
"squeeze-out" merger had no remedy after 
the merger was completed other than to take 
the payment received in connection with the 
merger - or demand appraisal under the 
Pennsylvania Business Corporation Law 
seeking payment of "fair value" for his or her 
shares. No other post-merger remedy, 
whether based in statute or common law, was 
thought to be available to a minority 
shareholder to address the actions of the 
majority in this type of a "squeeze-out" 
transaction.  After the Pennsylvania Supreme 
Court’s recent decision in Mitchell Partners, 
L.P. v. Irex Corporation, minority shareholders 
may now also pursue common law claims on 
the basis of fraud or fundamental unfairness 

against the majority shareholders that 
squeezed them out.

In Mitchell Partners, the Pennsylvania 
Supreme Court reasoned that "barring 
[post-merger suits] would do little more than 
insulate alleged tortfeasors from responsibility 
for their conduct." Although the Court 
observed that the exceptions for fraud and 
fundamental unfairness "may not be invoked 
lightly," it did not attempt to define or describe 
the circumstances that would give rise to the 
exceptions, other than to say that inadequacy 
of price is insufficient to bring the exceptions 
into play, since those misgivings can be 
remedied adequately through the dissenter's 
rights set forth in the Pennsylvania Business 
Corporation Law. While Pennsylvania law is 
still not entirely clear as to what activities 
courts may consider to fall within the 

"fundamental unfairness" standard, the 
Pennsylvania Supreme Court has made clear 
that statutory appraisal is the usual remedy in 
the absence of exceptional circumstances.

This change moves the law of the 
Commonwealth of Pennsylvania closer to that 
of the State of Delaware which, like many other 
jurisdictions across the United States, allows 
for post-merger remedies in addition to 
appraisal rights.  Those considering pursuing 
a cash-out merger must now address the 
potential of post-merger claims in every stage 
of planning. SGK’s Corporate Services 
Practice Group has assisted clients with 
planning for and reacting to squeeze-out 
mergers. If your circumstances require 
counseling with respect to a squeeze-out 
merger, we are here to help. 

"squeeze-out" merger transactions

By: Jonathan P. Altman, Attorney at Law
jpa@sgkpc.com
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