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RECONCILIATION: NEARING AN END
YEAR-END CONSIDERATIONS AS TAX REFORM BECOMES LIKELY
House and Senate Republicans announced today that a deal on tax reform is pending which indicates that a
vote should take place on a hybrid bill prior to the holiday recess. The major details are beginning to be reported
by news outlets while smaller differences in the plans are yet to be determined. However, despite complete
information today, we have a roadmap of possible changes that could go into law as soon as January 1, 2018.
See below for a summary of the major items within the tax reform legislation bills that were passed in the House
and the Senate. We hope to see the text of the final bill by Friday this week.
As we finalize 2017 tax planning with clients during the last two weeks of the year, we urge conversations with
tax advisors and suggest that the following considerations are discussed depending on unique income tax
circumstances:
1. Income Deferral: Each of the plans provides a tax cut for most individuals so if possible, it likely makes
sense to defer income into 2018. Top federal income tax rates may be lowered from 39.6% to as low
as 37% in the most recent releases from top GOP aides working on the compromised plan. Note that
this top rate proposal is lower than either plan already passed by the House or the Senate. How can
income be managed over a tax year? Consider deferring year-end bonuses until the next calendar
year or perhaps delay a planned ROTH IRA conversion that would generate income in the current
tax year.
2. Review Your Deductions: The current proposals would significantly increase the standard deduction
to $24,000 for Joint Filers. If you currently itemize your deductions but could become subject to the
standard deduction in 2018, you may consider accelerating charitable gifts. You may also consider
prepaying booster fees to your Alma Mater that are currently deductible (in part) as charitable
contributions but will no longer be allowed as deductions in the future.
3. Prepay What May be Lost: There has been a lot of discussion around the elimination or significant
limitation of the State and Local Income Tax (SALT) deduction. Particularly if you are a resident of a
state with high income tax and you are not subject to the Alternative Minimum Tax (AMT), you may
consider prepaying state and local taxes in the current year. The most recent compromised position
suggests that state income tax or sales tax along with property taxes could be deducted for those
who itemize up to a total of $10,000. Regardless of the possible change, the SALT deduction for
many of the wealthiest taxpayers in high income tax states would be significantly reduced.

4. Homeowners under Pressure: While the Senate plan does not change the mortgage interest
deduction, there is speculation that this item will be negotiated and that mortgage interest may only
be deductible on home purchases up to $750,000. Those with home equity indebtedness should
possibly consider pay downs as the interest deduction up to $100,000 will likely be eliminated.
Further, as referenced above, the deductibility of property taxes will likely be capped. Those with
high property tax liabilities may consider a prepayment for 2018 this year assuming they are not
subject to AMT. Finally, it is important to know that the tax-free capital gain on the sale of a primary
home up to $500,000 for Joint Filers may require the homeowners to live in that residence for five out
of the last eight years rather than current law which mandates residence for two out of the last five
years.
5. Beware of FIFO: Typically, when a portfolio is rebalanced or cash is raised from liquid securities,
those positions are sold to minimize capital gains: the highest cost tax lot is sold first. Suggested
changes from the Senate would no longer allow investors to select specific tax lots upon liquidation
instead requiring the first tax lots purchased to be sold first (FIFO). If significant portfolio rebalancing
is expected in the near term on low cost basis stock positions, be ready to act in the current year.
Recent releases indicate this proposal may be eliminated from the final plan.
6. 529 Plan Bonus: 529 College Education Plans provide tax free growth of assets that will be used for
qualified college related expenses. These eligible costs may soon be extended to include elementary
and high school expenses as well. Early 2018 may be an important time to consider further transfers
into such savings plans.
7. Owners of Pass-Through Entities May Get Relief: Business owners will have to closely analyze their
business structure to determine they are effectively taking advantage of proposed laws that would
allow a reported 20% deduction for pass-through income allocated to the taxpayer (equivalent 29.6%
top tax rate for pass through income). It is still unclear if income levels would eliminate the deduction
or if certain industries would be prohibited from taking the deduction. On a side note, be sure to pay
all 2017 business entertainment expenses prior to 12/31/2017 as the deduction of entertainment costs
will likely no longer be allowed.
8. Corporations Are the Winners: The proposals include a decrease of the Corporate Tax rate from 35%
to 20% while broad speculation today indicates the rate may be slightly pushed up to 21%. Further,
repatriated earnings may be taxed at 10-15%.
9. Federal Estate Tax May No Longer Be a Concern for Most: Over the last 15+ years, estate plans
have changed numerous times as tax law has evolved. Next year may be the most important year
yet to review personal plans and ensure they are still reasonable given the significant changes
proposed in each plan below. Each plan would double the lifetime exemption amount to $10M
allowing a married couple to transfer $20M tax free to their heirs. The combined bill may allow an
exemption as high as $11M per taxpayer, or $22M per couple. The House Plan would also repeal
the Estate Tax all together after 2023. The Generation-Skipping Transfer exemption would tentatively
match the Estate Tax exemption.
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Like this article? Find more Research Insights here: edgecappartners.com/category/research-insights/
Don’t forget to follow us on social media and share your favorite articles.
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