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NEW TAX ACT MAKES SWEEPING CHANGES TO INDIVIDUAL TAXES

The 2017 Act made the most
significant changes to the U.S.
tax code in over 30 years,

impacting virtually every individual
and business. Due to political con-
straints and Senate budget rules,
most of the individual provisions
became effective in 2018, but revert
to prior law before 2025. While there
are numerous provisions impacting
individuals, some of the most signif-
icant include:
m INDIVIDUAL INCOME TAX RATES —

While there are still seven tax
brackets for individuals, the ordi-
nary income tax rates have
decreased to 10%, 12%, 22%, 24%,
32%, 35%, and 37% (compared to
10%, 15%, 25%, 28%, 33%, 35%
and 39.6% under prior law) and
the income brackets have
widened. See the article “2018 Tax
Brackets under Prior Law and
2017 Act” on page 4 for more
details. In future years, income
levels will be indexed for inflation
using a chained consumer price
index (CPI). The IRS estimates
that taxpayers will start to see the
effects of these reductions in their
paychecks as early as February
2018. The Tax Foundation esti-
mates that the 2017 Act will
increase the after-tax incomes of
all taxpayer groups in 2018 by

0.8% to 2.2% (Source: Preliminary
Details and Analysis of the Tax Cuts
and Jobs Act, December 2017).

m QUALIFIED DIVIDENDS AND CAPI-
TAL GAINS— The tax rates on net
capital gains and qualified divi-
dends remain, but the brackets
for the different tax rates are
indexed for inflation using the
chained CPI-U. 

m CHAINED CPI-U— As mentioned
above, the income levels subject
to taxation as well as many other
provisions in the 2017 Act are
adjusted for inflation using a
chained CPI-U rather than the
CPI-U, which had been used in
the past. Typically, chained CPI-U
grows at a slower rate than regu-
lar CPI-U, since it considers sub-
stitute purchases in reaction to
changes in relative prices. Many
feel that CPI-U overstates increas-
es in the cost of living because it
doesn’t account for the fact that
consumers adjust their buying
patterns when prices increase,
instead of simply buying the
same item at a higher price.

m STANDARD DEDUCTION — The
standard deduction nearly dou-
bled to $24,000 for married cou-
ples filing jointly, $18,000 for
head of household filers, and

$12,000 for single individuals,
indexed for inflation using the
chained CPI-U. Under prior law,
the 2018 standard deduction was
$13,000 for married couples filing
jointly, $9,550 for heads of house-
holds, and $6,500 for single filers.
This change simplifies tax filing
by reducing the number of indi-
viduals who itemize deductions
by 50%. Approximately nine out
of 10 taxpayers will simply claim
the new standard deduction
starting in 2018 (Source: The Her-
itage Foundation, December 19,
2017).

m PERSONAL EXEMPTION DEDUCTION
— The deduction for personal
exemptions and the personal
exemption phaseout has been
eliminated through 2025. 

m CHILD TAX CREDIT — The 2017
Act increases the child tax credit
from $1,000 to $2000 per qualify-
ing child, with up to $1,400 being
refundable. The adjusted gross
income phaseout thresholds 
are increased to $400,000 for mar-
ried couples filing jointly (up
from $110,000) and $200,000 for
all other filers (up from $75,000
for single filers and $55,000 
for married individuals filing

CONTINUED ON PAGE 2

SPECIAL TAX ISSUE

FX2018-0102-0115

Copyright © Integrated Concepts 2018.  Some articles in this newsletter were prepared by Integrated Concepts, a separate, nonaffiliated business entity.  This
newsletter intends to offer factual and up-to-date information on the subjects discussed, but should not be regarded as a complete analysis of these subjects.  The
appropriate professional advisers should be consulted before implementing any options presented.  No party assumes liability for any loss or damage resulting
from errors or omissions or reliance on or use of this material.

Investment Answers LLC is a Financial Advisory firm.  Investment Advisory Services offered by Investment 
Answers Capital LLC, a KY and IN Registered Investment Advisor.

4205 Springhurst Blvd.
Suite 102
Louisville, KY 40241
502-690-3434 • Fax: 502-690-3437
855-741-8747 (Toll Free)
www.InvestmentAnswers.net

R. Travis Terlau, CFP®

Investment Advisor
Representative



separately), which is not indexed
for inflation. A $500 nonrefund-
able credit is also available for
qualifying dependents other than
qualifying children. 

m STATE AND LOCAL TAX DEDUCTION
— Deductions for state and local
taxes, including income taxes and
property taxes, are limited to
$10,000 ($5,000 for married indi-
viduals filing separately). Sales
taxes can be claimed as an alterna-
tive to state and local income
taxes. Prepayment of state and
local income taxes in 2017 for a
future year is disallowed.

m MORTGAGE INTEREST DEDUCTION
— The mortgage interest deduc-
tion is limited to interest on
$750,000 of acquisition debt
($375,000 for married individuals
filing separately). If the debt was
incurred prior to December 15,
2017, the prior limitation of $1
million remains ($500,000 for mar-
ried taxpayers filing separately).
Taxpayers can still include mort-
gage interest on second homes
within the lower dollar caps.
Interest on home-equity loans is
no longer tax deductible.

m CHARITABLE CONTRIBUTION
DEDUCTION— The 50% limitation
for contributions to public chari-
ties and certain private founda-
tions has been increased to 60% of
the taxpayer’s contribution base.
Contributions exceeding the 60%
maximum can be carried forward
and deducted for up to five years.

m MEDICAL EXPENSE DEDUCTION —
For tax years beginning after
December 31, 2016, and ending
before January 1, 2019, medical
expenses in excess of 7.5% of
adjusted gross income (AGI) for
all taxpayers can be deducted
(down from 10% of AGI for all
taxpayers except those over age
65). 

m PERSONAL CASUALTY AND THEFT
LOSS DEDUCTION — Itemized
deductions for personal casualty
losses, including those from fire,

storms, shipwrecks, other casual-
ties, and thefts, are suspended,
except for personal casualty losses
incurred in a federally declared
disaster.

m ALIMONY DEDUCTION — For
divorce agreements entered into
after December 31, 2018, alimony
and separate maintenance pay-
ments are not deductible by the
paying spouse and not included
in income of the spouse receiving
the payments.

m MISCELLANEOUS ITEMIZED DEDUC-
TIONS — The deduction for mis-
cellaneous itemized deductions in
excess of 2% of AGI is suspended.

m LIMITATION ON ITEMIZED DEDUC-
TIONS — Under prior law, item-
ized deductions for higher-
income taxpayers were limited
(known as the Pease limitation).
For taxpayers who exceeded the
threshold amount, itemized
deductions were reduced by 3% of
the amount AGI exceeded the
threshold. Under the 2017 Act, the
Pease limitation is suspended.

m AFFORDABLE CARE PAYMENT —
The individual shared responsi-
bility payment required under the
Affordable Care Act (also known
as Obamacare) is permanently
reduced to zero, effective for
months beginning after December
31, 2018. However, both the 3.8%
net investment income tax and the
0.9% additional Medicare tax,
which were enacted as part of
Obamacare, remain in effect.

m KIDDIE TAX — A child’s earned
income is now taxed at the rates
for single individuals and net
unearned income is taxed based
on the brackets for trusts and
estates (see the article “Estate- and
Gift-Tax Exclusion Doubled” on
page 4 for more details on those
rates). Under prior law, the child’s
net unearned income was taxed at
the parents’ rate if that rate was
higher than the child’s tax rate,
while the remainder of the child’s
income (earned income plus
unearned income up to $2,100 in
2018 less the child’s standard

deduction) was taxed at the
child’s rate.

m SECTION 529 FUNDS — The defini-
tion of qualified higher education
expenses that can use Section 529
account funds has been expanded
to include tuition at an elementary
or secondary public, private, or
religious school, up to a $10,000
per year limit.

m RECHARACTERIZATION OF IRA
CONTRIBUTIONS — Under prior
law, both regular contributions
and conversion contributions to a
Roth IRA could be recharacterized
as having been made to a tradi-
tional IRA. The 2017 Act no longer
allows recharacterization of con-
version contributions to a Roth
IRA, although the other recharac-
terizations are available.

m ALTERNATIVE MINIMUM TAX
(AMT) — The AMT is a separate
tax calculation meant to prevent
high-income taxpayers from
avoiding tax liability by using
exclusions, deductions, and cred-
its to reduce income. If the AMT
tax is higher than the regular tax,
the larger amount is owed. When
computing the AMT, only income
above an AMT exemption amount
is considered. Under the 2017 Act,
the exemption amount has been
increased to:

— $109,400 for married taxpayers
filing jointly and surviving
spouses (up from $86,200)

— $70,300 for single taxpayers (up
from $55,400)

— $54,700 for married taxpayers fil-
ing separately (up from $43,100)
These exemption amounts are
reduced (not below zero) to 25%
of the amount by which the tax-
payer’s income exceeds the
phaseout amounts:

— $1 million for married taxpayers
filing jointly and surviving
spouses

— $500,000 for all other taxpayers
All amounts will be adjusted for
inflation based on the chained
CPI-U.     mmm
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The most significant changes of
the 2017 Act were to the taxa-
tion of businesses. While most

of the changes for individuals are
effective from 2018 to 2025, most
changes for businesses are perma-
nent. It is anticipated that the reforms
to the business tax code will provide
a significant boost to the U.S. econo-
my by attracting international busi-
ness investment and jobs. Estimates
indicate that the economy could
grow an additional 2.6% to 2.8% over
the long term due to these changes.

Some of the more significant
changes enacted for businesses
include:
m CORPORATE TAX RATE — For tax

years beginning after December
31, 2017, the corporate tax rate is a
flat 21%. Under prior law, corpo-
rations were subject to graduated
tax rates of 15%, 25%, 34%, and
35%. Personal service corpora-
tions were subject to a 35% rate on
all taxable income. While this is a
significant reduction in tax rates,
the cumulative rate for businesses
when adding average state taxes
is approximately 26%, still higher
than the worldwide average of
23% (Source: The Heritage Foun-
dation, December 19, 2017). 

m DIVIDENDS RECEIVED DEDUCTION
— Under prior law, corporations
that receive dividends from other
corporations received a deduction
of 80% if the corporation owned at
least 20% of the stock. Otherwise,
the deduction was 70%. Under the
2017 Act, the percentages are now
65% and 50%, respectively.

m ALTERNATIVE MINIMUM TAX
(AMT)— Under the 2017 Act, the
corporate AMT is repealed.

m PASS-THROUGH DEDUCTION —
Partnerships, S corporations, lim-
ited liability companies, and sole
proprietorships are pass-through
entities. Their income is not taxed
at a corporate level, but is passed
through to the owners and taxed

on their individual returns at indi-
vidual income tax rates. Starting
in 2018, a 20% deduction reducing
taxable income of certain non-
salary business income will be
available to these owners. Certain
service providers in the fields of
law, health, consulting, athletics,
financial, and brokerage services
are denied the deduction if their
income exceeds a $315,000 thresh-
old, where the deduction starts to
phase out.

m BONUS DEPRECIATION — The 50%
bonus depreciation allowance is
increased to 100% for property
placed in service after September
27, 2017, and before January 1,
2023. Bonus depreciation can now
be utilized on the purchase of
used property. After January 1,
2023, the bonus depreciation
reduces to:

— 80% for property placed in service
in 2023,

— 60% for property placed in service
in 2024,

— 40% for property placed in service
in 2025, and

— 20% for property placed in service
in 2026.

m SECTION 179 EXPENSING— For tax
years beginning after December
31, 2017, the maximum Section
179 amount that can be expensed
is increased to $1 million (up from
$500,000), which is reduced by the
amount by which the cost of qual-
ifying property exceeds $2.5 mil-
lion (up from $2 million). These
amounts are indexed for inflation
after 2018.

m AUTOMOBILE DEPRECIATION —
Starting after December 31, 2017,
the cap on depreciation write-offs
of business-use vehicles for which
the additional first year deprecia-
tion deduction is not claimed is
$10,000 for the first year (up from
$3,160), $16,000 for the second
year (up from $5,100), $9,600 for
the third year (up from $3,050),

and $5,760 for each subsequent
year (up from $1,875). The limita-
tions are indexed for inflation.

m INTEREST DEDUCTION — The
deduction for net interest expens-
es is capped at 30% of adjusted
taxable income.

m NET OPERATING LOSSES (NOLS)—
NOLs will be limited to 80% of
taxable income for losses in tax
years beginning after December
31, 2017. NOLs can no longer be
carried back in most cases, but
there is an indefinite carryforward
period. 

m INTERNATIONAL INCOME — The
2017 Act only taxes corporate
income earned in the U.S. by
allowing an exemption for divi-
dends from foreign subsidiaries.
A one-time transition tax on accu-
mulated overseas profits is
assessed at 15.5% of liquid assets
and 8% of reinvested foreign earn-
ings.

m OTHER CORPORATE PROVISIONS —
Numerous business tax prefer-
ences were eliminated, including
the section 199 domestic produc-
tion activities deduction and non-
real property like-kind exchanges.
Rules for business meals and the
rehabilitation credit were revised.
The research and development
credit remains, but requires a five-
year amortization of research and
development expenditures. A
temporary credit is now available
for employers who pay employ-
ees on family and medical leave.
mmm
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ESTATE- AND GIFT-TAX EXCLUSION DOUBLED

While there was strong support
for outright appeal of the
estate tax, the 2017 Act

retained the estate tax, but doubled 
the estate- and gift-tax exclusion amount.
New income tax rates and brackets
were also enacted for estates and trusts.

Under prior law, the estate- and

gift-tax exclusion amount was $5 mil-
lion, adjusted for inflation in years after
2011. For 2018, the amounts were $5.6
million per individual or $11.2 million
for a married couple. Thus, transferred
property under those assets was
exempt from estate and gift taxes. 

Starting in 2018 through 2025, the

2017 Act doubles the estate- and gift-tax
exclusion amount from $5 million to $10
million. The $10 million amount is
indexed for inflation after 2011 and is
expected to be approximately $11.2 mil-
lion for an individual in 2018 or $22.4
million for a married couple. Genera-
tion-skipping transfers are not men-
tioned in the 2017 Act. However, since
the generation-skipping transfer tax
exemption is based on the estate- and
gift-tax exclusion amount, generation-
skipping transfers will also be increased
to these amounts.

Beneficiaries still receive a step up in
basis as of the date of death for inherited
assets for purposes of subsequent sales.

The tax rates for estates and trusts
in 2018 are:

10%$0–$2,550
24%$2,551–$9,150
35%$9,151–$12,500
37%Over $12,500
Under prior law, the maximum tax

rate for estates and trusts was 40%.
mmm

2018 TAX BRACKETS UNDER
PRIOR LAW AND 2017 ACT

MARRIED FILING JOINTLY
PRIOR LAW 2017 ACT
Rate Income Bracket Rate Income Bracket
10% $0–$19,050 10% $0–$19,050
15% $19,051–$77,400 12% $19,051–$77,400
25% $77,401–$156,150 22% $77,401–$165,000
28% $156,151–$237,950 24% $165,001–$315,000
33% $237,951–$424,950 32% $315,001–$400,000
35% $424,951–$480,050 35% $400,001–$600,000
39.6% Over $480,050 37% Over $600,000

SINGLE
PRIOR LAW 2017 ACT
Rate Income Bracket Rate Income Bracket
10% $0–$9,525 10% $0–$9,525
15% $9,526–$38,700 12% $9,526–$38,700
25% $38,701–$93,700 22% $38,701–$82,500
28% $93,701–$195,450 24% $82,501–$157,500
33% $195,451–$424,950 32% $157,501–$200,000
35% $424,951–$426,700 35% $200,001–$500,000
39.6% Over $426,700 37% Over $500,000

MARCH 2018 EVENTS
Optimizing Your Social Security Benefits and 2018 Tax Cuts
Thursday, March 1, 6:00 – 8:30 p.m. x Clifty Falls Restaurant, Madison x Dinner Provided
Monday, March 5, 6:00 – 8:30 p.m. x Two Rivers Restaurant, General Butler State Park x Dinner Provided
Tuesday, March 6, 6:00 – 7:30 p.m. | Drury Inn & Suites, Louisville | Refreshments Provided
Thursday, March 8, 6:00 – 7:30 p.m. | Drury Inn & Suites, Louisville | Refreshments Provided
Saturday, March 10, 10:30 a.m. – 12:00 Noon | Drury Inn & Suites, Louisville | Refreshments Provided

Women and Investing — Investing Across the Generations
Thursday, March 22, 6:00 – 8:30 p.m. | Clifty Falls Restaurant, Madison | Dinner Provided
Tuesday, March 27, 6:00 – 8:30 p.m. | Two Rivers Restaurant, General Butler State Park x Dinner Provided
Thursday, March 29, 6:00 – 7:30 p.m. x Drury Inn & Suites, Louisville x Dinner Provided; Catered 
by Ladyfingers




