
 

In December 2017 Congress signed a wide‐
ranging tax bill called The Tax Cuts and Jobs Act 
(TCJA) which made significant changes to the 
way Federal taxes are calculated. The new law 
changed tax rates and tax brackets, eliminated 
many deducƟons and added others, altered the 
way small businesses will be taxed, dramaƟcal‐
ly lowered the corporate tax rate to 21%, and 
provided many new rules and opportuniƟes for 
individuals and businesses to maximize tax 
planning.  
 
The new tax changes can be quite beneficial for 
those with sizeable incomes and assets. There‐
fore, it is necessary to work with your financial 
advisor and tax accountant soon to review your 
current financial condiƟon, goals, and inten‐
Ɵons while there is sƟll Ɵme leŌ in the year to 
make changes.  
 
Our desire is to help you review the complex 
changes in the tax laws and help you coordi‐
nate with other experts to construct an opƟmal 
path forward. As a financial advisor and invest‐
ment manager, our funcƟon is to cooperate 
with your tax advisers and aƩorneys to make 
sure that your goals are being met, and that 
the recommendaƟons fit your unique needs. 
Such coordinated discussions can help you 
make educated decisions involving tax returns, 
adjustments to wills, trusts, and life insurance, 
and planning for your family’s long‐term  well‐
being.  
 
Let’s begin with some general comments about 
the new tax law. 
 
General ObservaƟons About the TCJA 
1) It’s the most far‐reaching and complex tax 

reform since 1986.  
2) It impacts nearly every person and every 

business. 
3) Many people will see a net posiƟve to their 

boƩom line. 
4) InterpretaƟon and revision of the rules will 

conƟnue.  
5) Most individual changes are temporary and 

will expire aŌer 2025 unless altered by 
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Congress. The business‐related changes 
don’t expire. 

6) It adds an esƟmated $1.8 trillion to the 
naƟonal deficit over ten years. 

7) It was not passed with biparƟsan support, 
unlike previous big tax revisions. 

 
Four Key Areas of Difference in the TCJA 
1) Many deducƟons have been eliminated 

and some have been reduced. These 
changes will require your aƩenƟon. 

2) Where you live and where you die will 
make a difference to the amount of taxes 
you or your heirs could owe. 

3) A wide range of family tax issues are raised 
by this new tax bill. Such as the altered 
deducƟbility of each child, how your chil‐
dren’s educaƟon is funded, changes to the 
marital deducƟon, rules affecƟng the tax 
treatment of various reƟrement plans  
(401(k), Roth IRA, pension, or IRA), and 
especially the  much greater limits on the 
value of an estate not subject to estate tax. 

4) Businesses and small business owners face 
a wide range of rule changes, many of 
which are extremely complicated and will 
require expert advice and planning. How‐
ever, a potenƟal benefit of the TCJA is a 
new deducƟon equal to 20% of “qualified 
business income” if specific condiƟons are 
met. We will elaborate on page four.  

 
 
Now we will look at the details of some of the 
tax law’s rule changes. 
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The New Tax Tables 
Exhibit 1 displays the new tax tables for single and joint 
married filers. There are sƟll seven brackets but on aver‐
age, most taxpayers will pay approximately 2‐4% less 
than they did in 2017 on the same amount of income.  
Other noteworthy observaƟons are: 
 
1) The highest Federal tax rate of 39.6% has been re‐

duced to 37%.  
2) Higher income earners will see more of a reducƟon 

than lower earners. On average, filers with income 
over $200,000 will save 3‐4%. Filers with income be‐
tween $30,000 and $200,000 will save 1‐2%.1 

3) Lower taxes paid to the IRS means that households 
will have more money to spend, save, or invest. 

4) You may need to adjust (lower) your withholding 
amounts in order to not overpay esƟmated taxes. 

 
The IRS assumes that there will be addiƟonal changes 
made by Congress between now and 2019 which may 
require further adjustments by taxpayers. An example is 
the “indexaƟon” of capital gains. The Treasury Depart‐
ment is researching whether the ExecuƟve Branch has 
sufficient authority to make this adjustment without ap‐
proval from Congress.  
 

Note 1: hƩps://www.npr.org/2017/12/19/571754894/charts‐see‐how‐
much‐of‐gop‐tax‐cuts‐will‐go‐to‐the‐middle‐class 

Other Major Changes AffecƟng Tax Planning 
Exhibit 2 illustrates the significant increase in the stand‐
ard deducƟon. As a result of this doubling, the number of 
people taking the standard deducƟon in the U.S. is ex‐
pected to go from 68% of returns filed to 90% of returns!  
 
Another reason many will take the new standard deduc‐
Ɵon is because (as illustrated in Exhibit 3) many deduc‐
Ɵons are being eliminated or greatly curtailed. For exam‐
ple, the deducƟon for state and local taxes, along with 
property taxes, and sales taxes in the aggregate is now 
capped at a total of $10,000. In states with an income 
tax, this restricƟon is meaningful. 

Exhibit 1: The New Tax Brackets  

Exhibit 2: Changes to the Standard DeducƟon 

Source: Fidelity, IRS 

*Chart does not account for the Medicare surtax on high earners.  Source: House of RepresentaƟves, Tax Cuts and Jobs Act, December 22, 2017 
Source: Fidelity, IRS 
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A Summary of Exhibit 3 
The 2017 Tax Cuts and Jobs Act is the broadest change in 
the tax landscape since 1986. Many former deducƟons 
have been eliminated or reduced. Exhibit 3 lists the bulk 
of the changes. There are so many we can’t list them all, 
but here are a few major changes.  
 
1) The child credit went up to $2000 for each child un‐

der the age of 17. 
2) The new mortgage interest deducƟon is capped at 

the interest paid on a $750,000 mortgage. Filers will 
be allowed to conƟnue deducƟng interest on exisƟng 
mortgages, as long as the mortgage value is under $1 
million. 

3) The charitable giŌ allowance was raised to 60% of 
adjusted gross income (AGI) vs. 50% under the old 
code. 

4) Given the new larger standard deducƟon, many filers 
will bunch as many deducƟons as possible into one 
year, and then take the standard deducƟon in the 
next year. It will take careful planning to make that 
work.  

5) As can be seen in the far right column, many previ‐
ously allowed deducƟons have been eliminated. 
Some examples are: moving expenses, home equity 
loan interest (except where the loan is used for sub‐
stanƟal improvements to the property), casualty and 
theŌ, alimony, and many miscellaneous expenses.  

 
Business Taxes and Estate Planning Are Greatly 
Affected By The New Tax Laws 
Perhaps the most wide‐ranging and influenƟal secƟon of 
the new tax act is applied to business taxaƟon. Many 
small to medium‐sized businesses are run by individuals 
who may have started their businesses and have by now 
accumulated some wealth. The new business tax changes 
have posiƟve applicaƟons for further maximizing wealth. 
And, if such an individual or individuals have not taken 
the Ɵme to establish an estate plan, the new tax laws 
provide considerable incenƟve to do so. 
 
The four most important changes to business taxes are: 
1) The new top tax rate is now 21% vs. the previous 

39.6%. The new rate applies to C and S corporaƟons 
as well as LLCs, sole proprietorships, and partner‐
ships.  

2) The TCJA eliminates the AlternaƟve Minimum Tax 
(AMT) for business. 

3) A new 20% deducƟon is available for business own‐
ers who don’t pay the corporate tax. We will discuss 
this in greater detail below. 

4) Small businesses will now be able to expense more 
property and equipment up front than before.  
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Exhibit 3: Other Tax Changes, Adds and EliminaƟons  

Source:  Fidelity, IRS 
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The 20% DeducƟon on Qualified Business Income 
Examples of businesses eligible for the 20% deducƟon are: 
partnerships, sole proprietorships, S corporaƟons, and lim‐
ited liability companies (LLCs). Commonly called “pass‐
through” businesses, these owners have been paying in‐
come tax at the 2017 rate for individuals (or married filing 
jointly).  However, to qualify for the 20% deducƟon, the 
income must be “Qualified Business Income (QBI)” as de‐
fined by IRS rules. The definiƟon of QBI is complicated. 
 
A determinaƟon of what is QBI will require addiƟonal help 
from a tax accountant.  For example, excluded from quali‐
fied income is the income of many professional service pro‐
viders such as: lawyers, doctors, denƟsts, and other service 
based providers where only one individual provides the ser‐
vice (such as a baker).  AddiƟonally, the calculaƟon of how 
much of a deducƟon you can take can be affected by the 
number of employees. 
 
CPA firms are currently in discussion with the IRS asking for 
clarificaƟon and for possible changes to the descripƟon or 
rulings. Here is the latest from the IRS website: 
 
“For taxable years beginning aŌer December 31, 2017, taxpay-
ers other than corporaƟons may be enƟtled to a deducƟon of 
up to 20 percent of their qualified business income from a qual-
ified trade or business under the Tax Cuts and Jobs Act.  This 
deducƟon can be taken in addiƟon to the standard or itemized 
deducƟons. The deducƟon is subject to mulƟple limitaƟons 
based on the type of trade or business, the taxpayer’s taxable 
income, the amount of W-2 wages paid with respect to the 
qualified trade or business, and the unadjusted basis of quali-
fied property held by the trade or business.  Notwithstanding 
these limitaƟons, however, taxpayers with qualified business 
income (which does not include income from performing ser-
vices as an employee) and with taxable income under 
$157,500, or $315,000 for joint returns, will generally be eligi-
ble for the deducƟon. The IRS will provide addiƟonal infor-
maƟon and guidance on this deducƟon later this summer.” 
hƩps://www.irs.gov/newsroom/new-deducƟon-for-qualified-
businesses 
 
An Estate Tax Checklist  
One of the most notable changes in the Federal Estate tax 
law is the doubling of the size of the exclusion. UnƟl Decem‐
ber 31, 2017, the amount of value excluded was $5.6 mil‐
lion for one person, and $11.2 million for married couples. 
This amount doubled with the new tax law and is now $11.2 

million for one person, and $22.4 million for a married cou‐
ple.  This large change created a need to update estate 
plans. Please note that the State of Washington exempƟon 
for estate taxes is sƟll $2.193 million per person. Here is a 
checklist of items to consider: 
 
1) Is there an updated Will, and does it take into account 

the new excluded amounts? 
2) Are each of the Trusts and beneficiaries idenƟfied 

properly with the desired inheritances and properƟes? 
3) Do you have an acƟve Power of AƩorney document and 

a relevant Health Care DirecƟve? 
4) In 2018, the IRS allows an unlimited number of giŌs of 

$15,000 to be granted tax free to family members or 
relevant people (up to the value of the estate). 

5) Do you sƟll need life insurance, since many policies 
were designed to pay the estate tax? You may want to 
change the beneficiaries and their allocaƟons. 

6) Are you sure you want to live and/or die in your current 
state of residency? Each state has unique taxaƟon poli‐
cies with regard to inheritances and estates.  

7) Formulas used in previous estate documents could 
have the effect of cuƫng out your children or your sur‐
viving spouse. Revisit your documents to make sure 
they sƟll reflect your wishes. 

 
These and numerous other issues suggest that it is Ɵmely to 
review with your financial adviser, CPA, and estate aƩorney 
the new rules that could affect your family legacy. 
 
The Personal Tax Cuts Are Not Permanent 
Congress designed the personal tax cuts to expire. AŌer 
2025, the personal tax schedules revert back to 2017’s lev‐
els and rules.  Congress is likely to address this as we ap‐
proach 2025. The business tax cuts will remain in place aŌer 
2026. We also expect Congress to make addiƟonal changes 
over Ɵme, both correcƟons and addiƟons. 
 
The new tax laws are complex and impact each individual 
differently depending on income, the state of residency, 
and family size. This added complexity produces many in‐
teracƟng parts and alters dynamically the impact of many 
investment decisions. Decisions such as how to structure a 
porƞolio, the Ɵming of purchases and sales, how much capi‐
tal gains to take (and when), and how much of your assets 
you want to personally enjoy vs. give to others.   
 
It is Ɵme to have a detailed conversaƟon.  

M A R K E T  S T A T S  
S&P 500       2816          
DOW JONES    25415 

 10 YR T-BOND      2.95% 

Source: Bloomberg 
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