New Tax Rules for 2018
What You Need to Know to
Reduce Your Tax Burden
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Key Takeaways from the Tax Cuts and Jobs Act of 2017
The new tax laws represent the most significant changes in our tax structure in more than 30 years. Here is
a summary of the changes enacted through 2025 as they pertain to individual tax payers. Most provisions
sunset after 2025, most notably excluding the new corporate tax rate.

Individual State and Local
tax (SALT) Deductions
Individuals can deduct no more than $10,000 of
a combination of state and local property taxes
and either sales or income taxes from their federal
taxes. Previously, individuals could deduct all SALT
(up to a certain limit for high-earners). The new
provision may disproportionately hurt taxpayers
(depending on their individual situation) in areas
with high SALT, such as California, Maryland,
Massachusetts, New Jersey and New York.

Mortgage Interest Deduction
The bill lowers the cap on mortgage debt eligible
for deductions from $1 million to $750,000 and
eliminates deductions for home equity debt
(previously capped at $100,000), except if the
homeowner uses the money for home improvements,
in which case the ceiling on both is $750,000. The
deduction for second homes survived the final
bill, with the $750,000 cap applying in aggregate
to mortgage debt. New mortgage debt caps will apply
only to new mortgages.

Medical Expense Deduction
Early debate about the medical expense deduction
centered on whether it would be repealed, but it
will actually be expanded for the tax years of 2017
and 2018. Current law allows taxpayers to deduct
medical expenses exceeding 10% of Adjusted
Gross Income (AGI), while the new law will reduce
the threshold to 7.5% for two years. After 2018,
the deduction reverts back to 10% of AGI.
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Standard Deduction
The standard deduction will increase from $6,350
(individual)/$12,700 (joint) to $12,000/$24,000.
There is also a repeal of the personal exemption
and the surtax imposed by the phasing out of
the benefit from your itemized deductions.

Alternative Minimum Tax (AMT)
An individual or married couple pays the higher
amount between regular income tax and the AMT,
which was designed to prevent wealthier taxpayers
from using deductions to avoid paying most
taxes. The House proposed eliminating the AMT
entirely. The Senate approach, which prevailed in
the final bill, retained the AMT while increasing
the exemption amount and phase-out threshold.
The AMT exemption is the amount you subtract
from your Alternative Minimum Taxable Income
(AMTI) – which (as opposed to regular taxable
income) does not allow the standard deduction,
personal exemptions or many itemized deductions
– for calculating AMT tax liability. Think of the AMT
exemption as the standard deduction for AMT payers.
The current AMT exemption is $54,300
(individual)/$84,500 (joint). The new law would
raise it to $70,300/$109,400. The exemption
gradually phases out as AMTI increases. Under
current law, the exemption phases out at a
rate of 25 cents for every dollar of additional
AMTI above $120,700 (individual)/$160,900
(joint). Under the new law, the exemption
begins phasing out at $500,000/$1 million.

Changes to the AMT exemption and phase-out
thresholds, combined with fewer itemized deductions,
a higher standard deduction and new lower income

tax brackets, will dramatically reduce the number of
people and amount of income subject to the AMT.

Personal Income Tax Brackets
2018 Rate

Single Filer

Joint Filer

10%

$0 to $9,525

$0 to $19,050

12%

$9,525 to $38,700

$19,050 to $77,400

22%

$38,700 to $70,000

$77,400 to $165,000

24%

$70,000 to $160,000

$165,000 to $315,000

32%

$160,000 to $200,000

$315,000 to $400,000

35%

$200,000 to $500,000

$400,000 to $600,000

37%

$500,000+

$600,000+

Corporate Tax Rate
The corporate tax rate will be cut from 35% to 21%,
with the new rate taking immediate effect in 2018. The
original House and Senate versions featured a 20%
corporate tax rate, which increased by 1% in the final
bill to pay for a reduction in the top individual income
tax rate. The final bill also eliminates the corporate
Alternative Minimum Tax (AMT) after lobbying from
business interests, who said the provision would
crimp investment in research and development.

Business Income from PassThrough Entities
Perhaps the most complex and controversial
aspect of the tax bill is the treatment of income
from pass-through entities, which constitute
95% of businesses in the United States.
Business owners (of sole-proprietorships,
partnerships, S corporations and LLCs) reporting
business income on personal tax returns will now be
able to deduct 20% of “qualified business income.”
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Qualified Business Income (QBI) is the net amount
of qualified income, gains, deductions and losses
for the business. However, in an effort to limit the
appeal of business owners reclassifying their wages as
business income eligible for the pass-through rate (i.e.
an employee leaving their firm and then contracting
back via a pass-through entity), the new bill puts a
number of restrictions in place. Most notably, QBI
does not include certain investment-related income,
deductions, losses, “reasonable compensation” to S
corp shareholders (to prevent them from under-paying
themselves to minimize tax liability) and guaranteed
payments to partners in an LLC or partnership.
The deduction is limited to the lesser of 20% of
business income or 50% of total W-2 wages paid by
the business. Thus, a high-income business with few
employees would likely be limited to a deduction of
50% of wages. However, a controversial provision
(which was not part of the original House or Senate
bills) was inserted into the final bill providing relief
for capital-intensive businesses with few employees,
such as real estate entities and machine-heavy

factories. The provision creates an alternative wage
limit of 25% of wages plus 2.5% of the unadjusted
basis of depreciable property that kicks in if the
individual’s taxable income exceeds a threshold
of $157,500 (individual) /$315,000 (joint).
Finally, the deduction for QBI does not fully
apply to specified service businesses, including
healthcare, consulting, law, accounting, financial
services, performing arts and athletics, where the
principal asset of the business is the reputation
or skill of one or more of its employees. Specified
service business owners with income exceeding
$157,500 (individual)/$315,000 (joint) will
phase out of the QBI deduction at the next
50,000/$100,000 of income ($207,500/$415,000).
The aforementioned last-minute change to passthrough provisions in the bill excluded engineers and

architects from these service business limitations.

Child Tax Credit
The final bill will double the child tax credit to
$2,000, provide a credit for each child under the
age of 17, raise the earnings phase-out threshold
for couples from $110,000 to $500,000 and cap
the refundable portion at $1,400 in 2018. The
current law includes a $1,000 credit for each child
under the age of 17 that is partially refundable to
qualified taxpayers earning more than $3,000.

529 Plans
Funds from 529 college savings plans can now
be used to pay for private school tuition (up to
$10,000 per student each year) at the
elementary and secondary school level.

Capital Gains Rates + Surtax on Investment
Income--A Fourth Bracket
The surtax on investment income at the top rate on
capital gains and dividends also remains in place,
keeping the top rate at 20%. The Act raises the top
rate for both sources of income to 20%, from the
previous maximum of 15%. That top rate will apply
to the extent the taxpayer’s total taxable income
exceeds the threshold set for the 37% rate
($600,000 for joint filers, $500,000 for single
filers). All other taxpayers will continue to see

a maximum capital gains and dividends tax rate of
15%. A zero percent rate will apply to those
taxpayers below the 12% income tax bracket.
Qualified dividends for all taxpayers will continue
to be taxed at capital gains tax rates rather than
ordinary income tax rates. This amendment,
accompanied by the net investment tax (NIIT),
creates four tax brackets for the long-term capital
gains and dividend income as follows:

2018 capital gains & qualified dividends tax rates + surtax on investment income
rate for taxpayers

married,filing jointly

single

0%

$0 - $77,200

$0 - $38,600

15%

$77,200- $250,000

$38,601-$200,000-

15% + 3.8%=18.8%

$250,000 - $479,000

$200,000-$425,800

20% + 3.8%*=23.8%

$479, 000 and up

$425,801 and up

*Net investment income tax | Source: www.taxpolicycenter.org
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Key Decision Making Regarding Asset Location
In Taxable And Tax Deferred Accounts
The disparity between tax rates for qualifying dividends and long-term capital gains compared to ordinary
income tax rates may offer a significant planning opportunity for investors in terms of where assets are held.

Taxable vs. Tax-Deferred Accounts
Dividends carry a maximum tax rate of 23.8% (20%
dividends rate plus the 3.8% NII surtax on investment
income), while ordinary income tax rates may be
as high as 43.4% (39.6% ordinary income tax rate
plus the 3.8% NII surtax on investment income). The
lower tax rate on dividends suggests placing higher
dividend-paying securities in taxable rather than
tax-deferred accounts. Investors lose the opportunity
to defer current taxes on these dividends, but it
may be preferable to paying the ordinary income

tax rate when taking distributions from tax-deferred
accounts. With the maximum long-term capital gains
rate at 20% it may be appropriate to hold longterm property in taxable accounts and short-term
(actively managed) property in tax-deferred accounts.
If dividend and capital gains rates increase in future
years, this strategy may need to be reconsidered.
Investments that generate higher tax liabilities,
such as high dividend-paying investments, may
be appropriate to hold in tax-deferred accounts.

Tax-Deferred Accounts: Traditional IRA vs. Roth IRA Accounts
Qualified distributions from a Roth IRA are taxexempt, meaning investors do not pay taxes on the
long-term growth of the assets. In contrast, qualified
distributions from a tax-deferred account (such as a
traditional IRA, 401(k) and tax-deferred annuities),

are taxed as ordinary income with no distinction
between principal and growth. Because of these
differences in taxation, it may be advantageous to
place assets with greater expected returns in taxexempt accounts. Below are some general guidelines.

taxable vs. tax-advantaged accounts
taxable accounts

tax deferred

tax-exempt accounts

High Dividend Stocks
Long-Term Capital Gain Stocks

Investments with LOWER
Expected Return

Investments with HIGHER
Expected Return

Passively Managed

Actively Managed

Actively Managed

• Low Turn-over
• Index funds

• Large Cap
• Core Strategy

• SmallCap
• International

Tax-Exempt Income
• Municipal Bonds
• Closed-End Muni Funds

Taxable Income

Taxable Income

• Investment Grade
Corporate Debt
• Government Bonds

• High-Yield Corporate Debt
• REITs

Source: Nuveen Investments

The decision regarding which assets to hold in
tax-deferred and taxable accounts is a function
of many factors, only one of which is taxes. The
primary benefit of asset allocation remains risk
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management, leading to a more consistent client
experience. The suggestions offered in this document
are not intended to influence the appropriate
allocation of assets in various forms of accounts.

Estate Tax and Wealth Transfer Planning in 2018
For an estate of any decedent during calendar
year 2018, the basic exclusion amount is
$11,200,000 or $22,400,000 for a married

couple. The annual gifting exclusion was
increased to $15,000 per recipient per year.

8 WAYS TO REDUCE YOUR TAX BURDEN IN 2018
1. Proactive Year-Long Tax Loss Harvesting
To derive the benefit of a capital loss to offset a capital
gain, accelerate the unrelated loss to realize, and
replace the investment with a similar investment to
maintain the portfolio allocation. This strategy allows
you to benefit from the loss without transferring the
wash sale rule. This rule states if you sell a security
at a loss and purchase an identical security within
30 days your loss is disallowed. Capital losses are
carried forward and offset capital gains and also
can be used to offset ordinary income up to
$3,000. The wash sale rules are detailed
and this strategy should be employed
in coordination with your advisor.

2. Consider Using Low-Cost
Basis Securities or your Required
Distribution from your IRA Instead
of Cash for Charitable Giving
The fourth quarter is often a time when philanthropy
giving is done in tandem with tax planning. More
high income wage earners than ever are going to find
themselves with the dual challenge of paying a higher
level of capital gains tax and receiving less tax benefit
from charitable giving due to the previously mentioned
phase out of itemized deductions. A win/win can be
accomplished with a careful review of your taxable
investments to see where you may have significant
unrealized gains. These low-cost basis securities can
be gifted to a charity who can sell the security tax
free. Your charitable contribution is the fair market
value of the security the day it is received by the
charity and is not your cost. You benefit by avoiding
the capital gain tax due at the sale of the security and
giving the tax laden security to the charity. If you like
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the investment, you can purchase the same security
back and establish a new, higher cost basis. If you
are over 701/2 and taking required distributions from
your IRA, there is an opportunity to reduce tax liability
here as well. The IRA charitable rollover will allow
individuals over 701/2 to make tax free charitable
donations up to $100,000 from their IRA accounts.

3. Attempt to Delay or Defer the Receipt of
Certain Types of Ordinary Taxable Income
If you have control over when you receive bonuses,
deferred compensation, restricted stock units or
exercise stock options, careful consideration should
be paid to move the income to 2018. When you
delay these events, you delay the tax burden on
that income. This could also be more meaningful if
these events would push you into the top tax rate
of 39.6% or the 3.8% net investment income surtax
threshold. Retirees receiving social security could also
see their benefits subject to tax if certain thresholds
are crossed. When your personal income, Modified
Adjusted Gross Income (MAGI) including tax
exempt bond interest plus half of your social security
benefits exceeds $44,000 for a married couple, up
to 85% of your social security benefit is taxable.

4. Take Full Advantage of Tax Favored
Retirement Plan and 529 Plans
Before the calendar year draws to a close, make sure
you are taking full advantage of employer sponsored
retirement plans such as 401(k), 403(b) or simple
plans. If you are self-employed you can fund a
Simplified Employee Pension up until the due date
for filing your taxes. Your pre-tax savings in the plan
can help reduce your tax liability in this calendar year.
Deductible contributions to a traditional IRA also help

to reduce your taxable income. If you are married
and you or your spouse’s portfolio is in a retirement
plan at work, your contributions to an IRA may be
subject to income ceilings. Section 529 plans are
another way to save and derive tax benefits. If you are
saving for college education for a child or grandchild,
the 529 plan provides a modest state income tax
deduction, and the monies grow completely tax free if
withdrawals are used for gratifying higher education
expenses. 529 plans allow a one-time five years of
gifting in any one calendar year, so a married couple
could gift $150,000 to a 529 plan but not add to it for
five more years. 529 plans should also be considered
as a funding vehicle for private secondary education
to benefit from the PA/NJ State income tax deduction.

5. Family Gifting Strategies
Utilize the Annual Exclusion
In 2018, an individual can make gifts up to $15,000
per recipient per year, free from gift taxes, in order to
reduce his or her taxable estate. A married couple can
effectively give gifts of $30,000 per recipient per year,
without exceeding the annual exclusion, by utilizing gift
splitting. In effect, a married couple with three children
can reduce their taxable estate by $90,000 in 2018.

Leverage Annual Gifting and the
Lower Capital Gains Rate
In past years, parents and grandparents may have
considered gifting appreciated assets to children
and grandchildren to take advantage of the
potentially lower capital gains rates when these
assets are sold (note that the donor’s cost basis
is transferred with the stock). Those who may be
in the two lowest brackets—10% to 15%— and
subject to the 0% capital gains rate in 2018 may be
appropriate recipients. Children subject to the
“kiddie tax” ($2,100) who may pay tax or the trust/
estate rates, may be less appropriate recipients.

Pay Certain Expenses Directly
Unlimited payments for qualified medical and
educational purposes can be made on behalf of
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another person without generating gift tax, enabling
investors to accelerate their gifting strategies. These
gifts must be made directly to the respective medical
or educational institution to qualify for exclusion.

6. Avoid Year-End Mutual
Fund Investments Until After
Distributions Are Declared
Many mutual funds wait until November or
December to pay out dividends and capital gains
earned during the year. Before making any fund
purchases in taxable accounts in the latter part
of the year, check to see when the distributions
have been made. Purchasing these funds before
distributions are paid can result in owing tax on
gains you did not benefit from during the year.

7. Utilize Tax Efficient
Borrowing Strategies
If you are considering home improvements in 2018
or beyond, you can still write off as a deduction
the interest for home equity debt as long as
combined mortgage and home equity balances
do not exceed $750,000. If you are considering
using leverage as a swing loan to buy a home,
excerise stock options, make a capital investment,
you may want to consider a margin loan rather than
a home equity loan. Margin interest is deductable
up to net taxable investment income.

8. IRA to Roth Conversions
If you are expecting to earn a higher level of
income in years after 2018, or if you are retired but
not yet 70 1/2 you may want to consider the merits
of a conversion to a Roth. While the inital
conversion is taxable as ordinary income, all future
growth is income tax free if left for 5 years. You
can pay the income taxes out of the IRA account or
a separate account, also a powerful gifting
technique. Roth IRA’s are also ideal assets to leave
to heirs as the funds are withdrawn income tax
free. In 2018, there will not be a provision to
recharacterize or unto your decision, so proper
planning is paramount.

This is a brief summary of a handful of proactive strategies you should strongly consider that may serve
to reduce your 2018 tax burden. It is centrally important that these moves are made in the context of
a comprehensive financial plan that is implemented in coordination with your financial, tax, legal and
insurance advisors. Please make sure you discuss any tax minimization effort with your CPA.
The Sarian Group at HighTower stands ready to help you evaluate these
and other planning considerations in the coming months
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