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Tax Fundamentals: The Hidden
Complexity of When Tax Rules Interact
 

Todd  A.  Herman,  CFP®  –  Financial  Advisor  |  Financial  Planning
Specialist

In earlier discussions, we introduced the structure of the tax system and why
outcomes can vary even when income appears similar. A related question often
follows: Why can a relatively small change in income lead to a larger-than-expected
change in the overall tax result?
That question came up in a recent conversation with a client who had received a modest raise, but saw several parts of
her return change at once.

“I understand that more income can mean more tax,” she said, “but this feels like more than that.”

She was right. The issue was not one rule, but the interaction among several rules. Additional income does not move
through the tax return in a straight line: It can affect thresholds, reduce phaseout-sensitive benefits, and change how
other calculations apply.

In these situations, the impact of additional income is often defined less by the income itself and more by what that
income changes elsewhere on the return.

This discussion is most relevant for individuals who want to understand why tax outcomes can shift unexpectedly when
income or financial activity changes modestly.

THRESHOLDS AND PHASEOUTS: WHERE RULES BEGIN TO SHIFT
Many parts of the tax system are tied to income thresholds (refer to our 2026 Important Numbers Guide).

A threshold is a point where a rule begins to apply, stops applying, or changes in value. These thresholds may be based
on Adjusted Gross Income (AGI), Modified Adjusted Gross Income (MAGI), taxable income, or filing status.

Phaseouts add another layer of consideration. Instead of a benefit disappearing all at once, it may decline gradually over
a defined income range. That makes the effect harder to see because the change often appears as a smaller deduction
or credit rather than a clearly labeled event.
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Some thresholds create immediate changes, while others phase in gradually, but both can alter how multiple parts of the
return are calculated at the same time.

These thresholds may determine eligibility for credits, impact deductions, introduce additional taxes, increase Medicare-
related costs, or create exposure to investment-related surtaxes. Individually, these rules are generally straightforward.
The complexity emerges when a single income change affects more than one calculation.

Additional income can therefore create two effects at the same time: The income itself is taxed, and a related tax benefit
becomes less valuable.

THE LAYERING EFFECT: WHEN MULTIPLE RULES MOVE TOGETHER
The most meaningful complexity comes from layering.

A bonus, investment gain, Roth conversion, or retirement distribution may move income into a range where several rules
adjust at once. One rule may reduce a credit, another may limit a deduction, and another may trigger an additional tax or
future surcharge.

For a retiree, additional income from a portfolio distribution or Roth conversion may affect current tax liability and later
Medicare income-related premium adjustments. For an investor, realized capital gains may create tax on the gain while
also moving income closer to thresholds tied to the Net Investment Income Tax or other income-based limits.

Viewed individually, each rule follows a defined structure. Viewed together, the combined effect can be difficult to
anticipate.

PLANNING IMPLICATIONS: EVALUATING THE COMBINED EFFECT
For the client sitting across the table, the raise had not been taxed incorrectly. It had changed how several parts of her
return applied at the same time.

That distinction matters. A Roth conversion, investment sale, charitable deduction, or retirement distribution may appear
reasonable when viewed alone, but its full impact depends on how it interacts with the rest of the return.

This is where planning differs from tax preparation. Preparation can record what occurred, whereas planning can evaluate
how decisions may interact before they occur.

Viewed comparatively, tax brackets often receive the most attention. In practice, thresholds and phaseouts can be
equally important because they determine whether other benefits remain available.

The tax system is structured, but its complexity often comes from interaction rather than any single rule. As income and
financial decisions evolve, a disciplined approach means evaluating how thresholds and phaseouts may shift together,
avoiding decisions based on one calculation alone and maintaining a long-term perspective when tax outcomes appear
unexpectedly different.
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IMPORTANT DISCLOSURES:
Please remember that past performance is no guarantee of future results.  Different types of investments involve varying degrees of risk, and there can be no assurance that
the future performance of any specific investment, investment strategy, or product (including the investments and/or investment strategies recommended or undertaken by
Grimes & Company Wealth Management, LLC (d/b/a Grimes & Company), or any non-investment related content, made reference to directly or indirectly in this blog will be
profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.  Due to various factors,
including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions.  Moreover, you should not assume
that any discussion or information contained in this blog serves as the receipt of, or as a substitute for, personalized investment advice from Grimes. To the extent that a
reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to consult with the
professional advisor of his/her choosing. No amount of prior experience or success should be construed that a certain level of results or satisfaction will be achieved if
Grimes is engaged, or continues to be engaged, to provide investment advisory services. Grimes is neither a law firm nor a certified public accounting firm and no portion of
the blog content should be construed as legal or accounting advice. A copy of the Grimes’ current written disclosure Brochure discussing our advisory services and fees is
available for review upon request or at https://www.grimesco.com/form-crs-adv/. Please Note: Grimes does not make any representations or warranties as to the accuracy,
timeliness, suitability, completeness, or relevance of any information prepared by any unaffiliated third party, whether linked to Grimes’ web site or blog or incorporated
herein, and takes no responsibility for any such content. All such information is provided solely for convenience purposes only and all users thereof should be guided
accordingly. Please Remember: If you are a Grimes client, please contact Grimes, in writing, if there are any changes in your personal/financial situation or investment
objectives for the purpose of reviewing/evaluating/revising our previous recommendations and/or services, or if you would like to impose, add, or to modify any reasonable
restrictions to our investment advisory services.  Unless, and until, you notify us, in writing, to the contrary, we shall continue to provide services as we do currently. Please
Also Remember to advise us if you have not been receiving account statements (at least quarterly) from the account custodian./
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