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Just three weeks after the Tax Cut and Jobs Act of 2017 was introduced, the final bill was passed on 
December 20, 2017, and signed into law by The President on December 22nd.  

The most significant changes in the Tax Cut and Jobs Act (TCJA)  are to the tax treatment of 
businesses in the United States, with the elimination of the Alternative Minimum Tax and the 
consolidation of corporate income taxes down to a single 21% tax rate, all of which are permanent. 
The legislation also introduces a series of cuts and tweaks for individual taxpayers, but these 
provisions are temporary and are slated to end -- “sunset” --  in 2025.  

Ultimately, even with these sunset provisions, the new tax rules mean there are numerous tax 
planning strategies that have taken shape in the past few weeks. 

Here are the provisions of the new law that are effective January 1, 2018 and some strategies we will 
be exploring and implementing with our clients. 

Ordinary Income Tax Brackets 

Under the bill, the seven current income tax brackets are being slightly trimmed and will remain in 
place until the end of 2025, when they will sunset.  
 

New Tax Brackets  Old Tax Brackets 

10%  10% 

12%  15% 

22%  25% 

24%  28% 

32%  33% 

35%  35% 

37%  39.6% 

 

The highest rate -- 37% -- applies to individuals with income above $500,000 and $600,000 for married 
couples. Keep in mind these thresholds are for taxable income, not adjusted gross or total income.  
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In the future, the income range for each tax bracket will be adjusted for inflation using chained-CPI -- a 
slightly different measure of inflation from the Consumer Price Index published by the  Department of 
Labor.  Although most individual tax provisions expire after 2025, the chained-CPI indexing provisions 
are permanent. 

Capital Gains and Dividends 

Long-term capital gains and qualified dividends will continue to be taxed at the existing rates of 0%, 
15%, and 20%. However, the thresholds for determining the rates are based on the old tax brackets 
and no longer line up with the ordinary income tax brackets.  

 

The 3.8% Medicare surtax on investment income remains unchanged and applies to those with a 
modified adjusted gross income over $250,000 for married couples and $200,000 for individuals.  

Standard Deduction and Personal Exemptions 

Deductions for personal exemptions  have been repealed and are essentially merged into an 
expanded standard deduction. The new standard deduction -- $12,000 for individuals and $24,000 for 
married couples -- is slightly higher than the current combined standard deduction and personal 
exemptions. 
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The personal exemptions for dependent family members was also repealed which could leave a family 
with a smaller deduction under the new rules than under current law.  

Child Tax Credit and Qualifying Dependent Credit 

The Child Tax Credit is doubled to $2,000 per qualifying child under the age of 17, with a maximum 
refundable amount per child (if the credit reduces the tax below zero) of $1,400. The bill also includes 
a credit of $500 for each dependent that is not a qualifying child (elderly parent, special needs adult 
child, college-age children).  

The phase-out threshold for these credits is increased to $400,000 for joint filers (up from $110,000) 
and $200,000 for single filers (up from $75,000). These credits both sunset after 2025.  

The net result of these new rules – especially given that the Child Tax Credit is a dollar-for-dollar credit 
– is a significant tax savings compared to the loss of the additional personal exemptions.  

Itemized Deductions 

The IRS estimates that itemized deductions are only used by roughly 30% of taxpayers under the old 
law. However, many of the itemized deductions currently available to individuals are repealed or 
modified under the bill, and it is expected that less than 10% of taxpayers will itemize deductions 
under the new tax code.  

The following deductions are specifically no longer available: 
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● Personal casualty and theft losses 
● Moving expenses (except for active-duty members of the US military changing duty stations) 
● Alimony payments (and no longer included as income to the recipient) 
● All miscellaneous itemized deductions that are subject to the 2%-of-AGI floor (such as tax 

preparation expenses) 

Minimal changes were made to the laws governing charitable deductions, except that the charitable 
deduction for cash donations to public charities has been expanded from 50% of AGI to 60%. 
However, given the expansion of the standard deduction, very few taxpayers will be able to deduct 
charitable gifts going forward. We expect to see significantly expanded use of strategies such as 
Qualified Charitable Distributions and lumping multi-year gifts. 

Two areas that have received a lot of attention -- especially in the media recently -- are the 
deductibility of payments for state and local taxes (“SALT” deduction) and interest payments on a 
mortgage loan for residential real estate. 

Going forward, taxpayers who itemize their deductions will only be able to deduct up to a limit of 
$10,000 of combined state and local income taxes and property taxes (or sales tax) paid. The $10,000 
limit applies to both individuals and married couples. 

For mortgage loan interest, a taxpayer may deduct interest on indebtedness up to $750,000 (married 
filing jointly) to acquire qualifying real estate for loans taken out after December 15, 2017. For loans 
existing before that date, the current $1 million indebtedness limitation still applies. Interest on home 
equity loans is no longer deductible. Interest on acquisition indebtedness -- debt used acquire, build, 
or improve a primary residence -- continues to be deductible within the new limits for both a principal 
residence and a qualifying second home. These provisions -- both the mortgage interest limitation 
and the deductibility of home equity debt -- sunset after 2025 regardless of when the indebtedness is 
incurred.  

For the remaining itemized deductions, the current phase-out/cap on itemized deductions for 
high-income taxpayers (the so-called “Pease Amendment Limit” ) is repealed. This is a significant 
benefit for clients that have both a high income and high levels of itemized deductions 

Again, keep in mind that very few taxpayers will be making itemized deductions under the new tax bill. 

Gains From Selling a Principal Residence 

The gain on the sale of your residence remains excludable from income for federal tax purposes, but a 
qualifying residence must have been used as the taxpayer’s principal residence for five of the 
preceding eight years (currently two of the preceding five years). 
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Alternative Minimum Tax 

The individual alternative minimum tax (AMT) remains but the exemption and phaseout amounts are 
being temporarily (until 2025) expanded which will drastically reduce the number of individuals 
paying AMT.  

The AMT exemption amount is increased to $109,400 for married couples (up from $84,500 in 2017) 
and $70,300 for all other taxpayers (up from $54,300). The phaseout thresholds for when the 
exemption is no longer available are increased to $1 million for married couples (up from $160,900) 
and $500,000 for all other taxpayers (up from $120,700).  

The AMT for corporations is being permanently repealed.  

Estate, Gift, and Generation-Skipping Tax 

The basic exclusion from the estate and gift tax temporarily doubles (until 2025) from the current $5.6 
million to $11.2 million per person -- $22.4 million for married couples. Even at the current rate, a 
majority of households were unaffected by the estate tax. The increase in the exemption means it is 
unlikely most taxpayers will need to worry about the estate tax. 

The estate tax brackets are unchanged (with a top rate of 40%) and the date-of-death step-up in tax 
cost basis remains, as does existing rules on generation-skipping taxes. 

Changes to 529 College Savings Plans 

529 college savings accounts aren’t just for college anymore. 529 distributions can now be used 
tax-free for private elementary and secondary school expenses -- up to $10,000 in distributions per 
student each year. Homeschooling expenses continue to be excluded.  

The reform increases the ability of parents to pay for education options outside of college expenses, 
giving families more choices. 

Corporate Taxes / Pass-Through Income 

The new law permanently replaces the four existing corporate tax rates with a flat 21% rate applicable 
to all corporations starting 2018. 

Many small businesses are structured as “pass-through entities” rather than corporations, which 
means business income is allocated among the owners and the owners pay income taxes at the 
individual tax rates. Under the new laws, these pass-through businesses will be able to deduct 20% of 
certain non-salary business income, which will lower their tax liability if they are in a higher individual 
tax bracket.  
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Service providers in the fields of health, law, consulting, athletics, financial, or brokerage services are 
denied the deduction if their income is over a threshold of $157,500 for individuals and $315,000 for 
married couples, where the 20% deduction begins to phase out. 

Miscellaneous Provisions 

The ability to recharacterize a Roth conversion has been repealed, but recharacterization is still 
allowed for other contributions.  

The individual mandate (tax) for health insurance has been repealed, but this change won’t take effect 
until 2019.  

Tax Planning Strategies 

We think that accelerating/lumping several years of itemized deduction and charitable contributions 
into a single calendar year will be advantageous for an increasing number of clients going forward. For 
example, setting up a donor advised fund to give away $50,000 to charity in one calendar year rather 
than $10,000 per year for five years will typically enable you to itemize deductions and claim the 
charitable gift in year one. During the same year, other expenses that qualify as itemized deductions 
can also be made, or even pre-paid for later years, allowing deductions that would otherwise be lost. 

If you are 70 ½ and are subject to required minimum distributions (RMD), utilizing a qualified 
charitable distribution (QCD) from your IRA will allow the charitable gift to reduce your taxable income 
even if you are not itemizing deductions. 

The QCD is an underutilized tax-saving tool that will see its benefit dramatically expand starting in 
2018 under the new tax law.  The biggest beneficiaries of the QCD going forward are those who claim 
the standard deduction, as they can receive a tax benefit from charitable contributions that would 
otherwise provide no tax benefit.  Given that the number of standard deduction filers will significantly 
increase,  the tax benefit of the QCD expands to a much larger base and should be a tool that everyone 
over age 70 ½  considers.  

For pass-through businesses -- where income and specified service business limitations are an issue -- 
it may be possible to structure the business in a way that lower income partners and 
owner-employees might still be eligible for the 20% deduction. This could also introduce a number of 
new family business planning opportunities by distributing ownership to multiple family members 
who are all below the threshold.  

The distribution of ownership could also help delay required minimum distributions from a 401(k) 
plan. If you're still working for the company sponsoring your plan by the time you turn 70 ½,  and you 
don't own 5% or more of that company, you can avoid the RMD requirement for as long as you remain 
employed since RMDs only apply once you stop working. Keep in mind that this exception applies to 
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401(k) plans only; if you have an IRA in addition to your 401(k), you'll need to take your IRA RMDs 
regardless of whether you're still working at the time. 

These strategies are not intended to be all-encompassing or to cover every unique situation.  They are 
just broadly applicable strategies that we have identified during our initial review the new tax laws.  

Conclusion 

The Tax Cut and Jobs Act lowers corporate and individual tax rates, doubles the standard deduction, 
expands the child tax credit, and repeals the individual health care mandate, while simultaneously 
making significant changes to the deductibility of many expenses. In the coming years,  Congress will 
likely have to revisit the tax code in order to make the temporary provisions permanent and to make 
further improvements to the tax code.  

 

About Precedent Asset Management 

Precedent Asset Management provides ongoing wealth management, financial planning, and active 
investment management services to clients throughout Central Indiana and across the country from 
our offices located in Indianapolis, Indiana.  

Precedent Asset Management is led by Kenneth Klabunde, MSFP, CFP®, Founding Principal and CIO. 

Kenneth, Patrick, or Kevin can be reached at 800-264-9908 and mail@precedentam.com. 
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