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Year-End Planning
Top Ten Ideas

Accelerate itemized deductions

Timing the sale of securities

AMT planning

Alimony agreements

Roth IRA conversions and recharacterizations
Estate and gift tax planning

Timing business expenses

Business taxation

. Sv. CCorporation

10. Non-grantor intentionally defective trusts
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Notable Individual Changes

Senate

Individual Rates Overall rate decrease; 7 brackets retained
Standard Deduction $24,000 (MFJ)
Personal Exemptions Repealed
Child/Family Credit Increased
AMT Exemption increased;

Exemption phaseout threshold substantially increased
SALT Deduction Limited to $10,000 in

property and state/local income taxes
(except for taxes incurred in a trade or business)

Mortgage Interest Limited to interest on up to $750,000 of acquisition

Deduction indebtedness;
Repeals deduction for home equity indebtedness

Pease Limitation Repealed

Individual provisions sunset December 31, 2025




Comparison of MFJ Rates:
|__Income Range | Scheduled 2018rate|  TCJA

S1to $19,050 10% 10%
$19,051 to $77,400 15% 12%
$77,401 to $156,150 25% 22%
$156,150to $165,000 28% 22%
$165,001 to $237,950 28% 24%
$237,951to $315,000 33% 24%
$315,001 to $400,000 33% 32%
$400,001 to $424,950 33% 35%
$424,950to $480,050 35% 35%
$480,051 to $600,000 39.6% 35%
Over $600,000 39.6% 37%

Critical Changes

* Estate & GST tax
— Doubles the exemption to $11,200,000 in 2018 (Senate & House)
— Sunsets December 31, 2025
— Step-up in basis retained at death
* Business
— Lowers the corporate rate to 21%
— Lowers tax liability for certain pass-through business income
— Increased expensing of capital items
— Business interest deduction limited
— Active business losses limited
— NOL deduction modified
— Like-kind exchanges limited to real property
— New markets tax credit retained and “opportunity zones” added

— 20% historic rehabilitation credit now claimed over five-years and 10% pre-
1936 building rehabilitation credit is repealed

Source
KeeblerTax and Wealth Education, Inc.; KeeRekssociates, LLP Tax Refarithe Final Edition 12.21.17



Healthcare Mandate

The bill would end the individual mandate, a provision of the Affordable Care Act or
"Obamacare" that provides tax penalties for individuals who do not obtain health
insurance coverage, in 2019. (While the mandate would technically remain in place, the
penalty would fall to $0.) According to the Congressional Budget Office (CBO),
repealing the measure would reduce federal deficits by around $338 billion from 2018 to
2027, but lead 13 million more people to lack insurance at the end of that period and
push premiums up by an average of around 10%. Unlike other individual tax changes,
the repeal would not be reversed in 2025.

Source
www.investopedia.com

Not Includedn the Bill:

1 Repeal of the 3.8% Net Investment Income Tax (Affordable Care
Act)
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Individual Income Tax Rates
Comparison - 5250,000 & Lower
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§ 63, §11021




Exemptions

* Exemptions are completely repealed at the end of 2017
— Consolidated into the standard deduction

— Expanded child tax credit and a new family tax credit designed to
offset the loss for families

§ 151, §11041

Child and Family Tax Credits

* Credits after 2017
— Child tax credit increased from $1,000 to $2,000
— Compare to the value of an exemption: 12% x $4,150 = $498
— Additional $500 nonrefundable credit for non-child dependents
* Phase-out increased after 2017
— Phase-out to increase from $110,000 to $400,000 for joint filers
— Compare to the value of an exemption: 32% x $4,150 = 51,328

§ 24, §11022



Child and Family Tax Credits

Summary

Credit for Children $1,000 $2,000
Credit for other
Family Members >0 FEIL
Phase-out Begins $110,000 $400,000
Refundable Amount $1,000 51,400
(credit for children only)

All figures for MFJ

§ 24,8§11022

Simplification of Deductions

2018

SALT Deduction (§ 164, § 11042)

Limited to 510,000

Mortgage Interest Deduction (§ 163, § 11043)

Limited to interest on up to $750,000 of acquisition
indebtedness;
Repeals deduction for home equity indebtedness

Charitable Contributions (§ 170, § 11023)

Percentage Limit increased
from 50% to 60% (for cash);

Personal Casualty Losses (§71, § 11044)

Repealed, except for declared disasters

Medical Expenses (§213, § 11027)

Expanded for two years by setting the deduction threshold to
7.5% of AGI for all taxpayers

Job Expenses & Miscellaneous Deductions
(§67, § 11045)

All deductions subject to the 2% floor repealed;
Many above-the-line deductions retained

Alimony Paid (§71, § 11051)

Repealed for any divorce or separate instrument
executed after 12/31/18

Moving Expenses (§2017, § 11049)

Repealed




AMT

« AMT exemption increased

Single or Head of Household $54,300 $70,300
Married Filing Jointly $84,500 $109,400
Begin of Phaseout, Single or HoH $120,700 $156,300
Begin of Phaseout, MFJ $160,900 $208,400

* AMT exemption phaseout increased
— MF): $ 1,000,000
— All Others: S 500,000

§ 55, § 12003

AMT

Example

As of 1/1/2018, James has a $300,000 AMT credit carryover

In 2018, James had the following tax liabilities under current tax law and

the 2017 tax bill:
- 2018 regular tax (current law) - $350,000
- 2018 AMT (current law) - $400,000
- 2018 regular tax (2017 tax bill) - $300,000
- 2018 AMT (2017 tax bill) - $250,000

* Under current law, $0 of the $300,000 AMT credit carryover would be
utilized because AMT is greater than regular tax. However, under the 2017
tax bill, $50,000 of the AMT credit carryover would be utilized because
AMT is less than regular tax (as a result of the higher AMT exemption and
AMT exemption phase-out amounts)



§ 55,§ 12003

Estate & GST Taxes

Doubles the Basic Exclusion Amount and GST exemption in
2018 ($10,000,000 in 2011 dollars)

Higher exemption sunsets December 31, 2025
Retains the § 1014(a) basis adjustment (“step-up”)

§ 2010, §11061

Estate & GST Taxes

Estate Tax Exemption - Past & Projected
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Estate & GST Taxes

Planning for a Future Congressional Reduction in the Exemption

* Tax-free gifts (to Dynasty Trusts) to use the higher exemption in
anticipation of change

* IDGT sales
* Transfers taking advantage of valuation discounts.
* GST planning
* Shifting growth
* Four to eight-year GRATs for those “in the middle”
— Force inclusion & obtain a “step-up” sunset in case of death
* GST grandfathered trusts/GST exempt trusts
* Portability elections
*  “Springing” SLATSs (i.e. SLAT with contingent GPOA provision)
* Increased ease of income shifting

Note: It will be difficult to decrease the exemption without creatingquitable results.

Tax Brackets for Trusts & Estates

Current (2017):

Taxable income over But not over Is taxed at
$0 $2,550 15%
$2,550 $6,000 25%
$6,000 $9,150 28%
$9,150 $12,500 33%
$12,500 39.6%
Tax Bill:

Taxable income over But not over Tax Bill
$0 $2,550 10%
$2,550 $9,150 24%
$9,150 $12,500 35%
$12,500 38.5%

GIFTING VERSUS ESTATE



Higher estate tax exemptions mean a closer examination on an individual basis needs
to be made to determine tax efficiency of gifting (which conveys a lower cost basis)
versus transferring via an estate (which includes a step up in basis).

Income Taxation

* State income taxes are no longer be deductible and trustees
should focus on state tax reduction.

* NINGs will be more popular because state income taxes would
no longer be deductible.

* Treasury bills, notes and bond interest are generally not
subject to state income taxes and should be reviewed.

* |t appears that some deductions for professional fees were
limited in Conference.

* The selection of the proper year-end for a 645 estate/trust is
an important issue this year.

Year-End Planning

* Bracket Management

* Reducing Income Taxation with Trust
Distributions

* Limit on Miscellaneous Deductions
(the 2% floor)

* Reducing State Income Taxation with
Trust Situs



Shifting Income with Trust Distributions
General Tax Rules

* Income taxed to either the trust or the beneficiary

— If income is accumulated, then the income is taxed to the
trust

— If income is distributed, then the trust receives an income
tax deduction and beneficiaries report taxable income

WARNING

A lawyer or CPA should assist

the executor or trustee with
annual planning.




