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An unusually calm and positive year.
All asset classes except MLPs enjoyed solid returns.
US stocks look fully valued (see later Outlook slide)
Some of the 2nd half gain can be attributed to optimism over tax cuts; where we stand
now—is it all baked in at today’s valuations, or is there room for further advances?
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• Bond math: when interest rates go up, bond prices go down—so while you’ll eventually
enjoy higher yields, it could be at the expense of losses in the bond portfolio until yields
settle at their new levels.
• Your bonds remain conservatively positioned, with average maturities of 3‐4 years on
average. Shorter‐maturity bonds lose the least when interest rates advance.
• International bonds: recall that the Euro Zone started their quantitative easing (bond
buying) program about 18‐24 months after the U.S. had, so they’re about that far behind
us. They’re now just tapering their purchases, so expect this sector to hold up
reasonably well over the short term.
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• US stocks have been so strong for so long, bargains are few and far between.
• International stocks, even with the strong surge up in 2017, still look reasonably
attractive—modest multiples and solid dividend yields.
• With market gains far outpacing profit growth, amidst a long period without even a
reasonable corection‐‐investors need to be ready for a period of more modest returns—
and a few downdrafts.
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• This chart was created in December before December returns were known—but as you
probably already know, December was a positive (“green”) month for the markets as
well.
• Note how in all previous years, it’s a mix of red (down) and green (up) months. 2017
was truly an anomaly.
• Expect volatility to return; not sure what will trigger it, but it’s overdue –and investor
complacency is high.
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• Another way of looking at volatility: this chart shows the periods in which the returns of
a typical balanced portfolio (60% stocks, 40% bonds) went negative.
• Sept 2011 was a tough stretch; does anyone remember how they felt back then?
Probably terrible—with bonds and stocks both down, it had to be wearing on folks.
Remember that it’s times like these that put fear back into investors, remind them that
returns are accompanied by risk—and that lower prices provide the re‐set for expected
returns to a higher level going forward.
• Currently everyone’s feeling bullish; we didn’t have any drawdowns during 2017—you
have to go back to 9/2016 to reach the last one. Prices are high, and everyone’s
convinced they’ll just keep going up. Good time for caution—and rebalancing where
appropriate.
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This chart shows you another view of the current state of affairs, e.g. the current streak of
market calmness is unprecedented. 299 days (actually a few more now) and counting
while we stay within 3% of an all‐time high.
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This Wall Street Journal journalist considered how much of the last year’s stock market
performance was attributable to the new president. As you can see it’s not very much.
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Big (S&P 500) and small (MSCI USA Small Cap) US companies have performed strongly in
the past year but so have the international (MSCI AC World Ex‐USA) stock markets. In other
words, the gains over the past year have been global. And while President Trump wants to
selectively take credit for everything positive in the US he has little or no influence
internationally.
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Consumer confidence was rebounding strongly before the elections. However, following
the elections small business owners confidence has soared likely due to the expectation of
lower taxes.
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The first year in office is a poor gauge of the success of Administrations via the U.S. stock
market performance.

13

It’s years 2‐4 of a new administration that reflects the success of Presidential policies. And
it’s tough for presidents when they take office after long success of the previous
administration. W. Bush was elected as the country was dealing with Y2k and a year into his
presidency the attacks on 9/11 pushed the U.S. into a recession. And he took considerable
risk by making many unpopular decisions at the beginning of the Great Recession. This
provided some political cover for the Obama Administration.
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Two key drivers affect real (after inflation) economic growth; changes in population and
worker productivity. With a current push for less immigration anticipated it seems
unrealistic worker productivity can make up the difference to achieve the 3%‐4% growth
projections assumed in the recent tax bill.
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Another indicator of why high growth is difficult is seen in this chart. The only time since
WWII that high productivity has been achieved was a decade following the war. Innovation
in manufacturing during the war was the foundation of this growth. Since then
manufacturing has become a much less important part of our economy. Today service
dominate the composition of our economy and it’s much harder to get people to adapt to
changes and adopt new technology…
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…besides, as people age they are less able to incorporate new systems and process.
Consider how easily a 10 year‐old handles a computer or cell phone and how difficult it
becomes for a 70 year‐old. People generally begin loosing the ability to rapidly adopt new
technology around 50 years old.
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Currently the U.S. has a very low percentage of young workers while productivity has
languished. With a large portion of older workers in the workforce today and over the next
decade how can higher growth be achieved?
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China has a young workforce which is part of the reason they have achieved growth rates
never seen in the U.S.
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The government of China has also maintained high spending in infrastructure and
government services. The U.S. consumer spends a greater percentage of total national
spending than any other country in the world.

21

While China has finally equaled the U.S. in total retail sales their population is nearly 4
times as large as the U.S. So, the per capita spending is lower but this currently gives China
an edge in trade. The current administration believes the U.S. holds all the leverage but not
any longer. And China’s advantage will only increase.
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Normally, consumer, government and business debt expands and contracts with recessions
and economic growth. But these three components have different patterns and responses
to the ebb and flow of the economic cycle. Businesses and consumers borrow during
expansions and reduce debt during recessions. The traditional role of government is to
boost economic growth during recessions to counterbalance the reduction in spending
from consumers and businesses. National debt is reduced through higher tax revenues
while experiencing the good times and government deficit spending grow the national debt
during economic contractions…
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…but we are now in different times. Unemployment is near historic lows and yet the
government continues to spend more than it makes.
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In the 1970s, while the U.S. experienced stagflation (minimal growth and high inflation)
government spending was modest relative to growing tax revenues. President Reagan was
the first to try trickle‐down; by reducing taxes on the wealthy it was thought that they
would invest more in business which would increase taxes paid to the Treasury. It didn't
work during his or GW Bush’s tenure (1980‐1988). But during Clinton’s terms (1992‐2000) a
balanced budget was passed. Higher tax revenue combined with extensive exercising of
stock options from the tech boom significantly reduced national debt. During the Great
Recession government spending skyrocketed. The last two years of the Obama
administration the national debt moderated but upward pressure continues as the three
pillars of government spending (Social Security, Medicare and the military) continue to
grow.
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Yep, unemployment is really low…
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And mortgage defaults continue to decline…
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But overall debt has reached Great Recession levels. The primary reasons are student debt
and auto loans. And unlike many other forms of debt, student debt cannot be cleared via a
personal bankruptcy.
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Here’s another way to see the increases in student debt and auto loans.

29

Back to the slide where I mentioned that Trump has a headwind. While he tapped into
“middle country” angst the economy has been expanding for 7 years, unemployment is
near historical lows, consumers are likely nearing their debt capacity, the nation’s
population growth is modest and the government will be adding to national debt. Yep, one
heck of an economic headwind…
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…but there’s one wild card. Technology. Throughout human history technology has
provided growth tethered by our ability to adapt and adopt. We’re on the verge of a
technological evolution that will eventually accelerate exponentially. Imagine that
computers can learn. Thinking and evolving machines. If they do so without the need for
people the advancements will be lightening fast and extraordinary. Ok, and maybe a little
frightening. But if it happens in the next 2‐3 years the Republican assumptions on growth
will happen!!
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Agenda: first up will be the TCJA of 2017. The bill was more than 1,000 pages long, so will
cover just the major elements of the bill that might impact you as tax payers. Will touch on
the contribution limit changes for 2018. There’s a there’s a few relevant ones. Will take a
minute to remind you how the tax document time line works since it’s about that time of
the year again. And then finish up by answering the question I know you all have– should I
buy bitcoin? We have a short video by a young man who appears to be the definitive
source on all things Bitcoin. I think you’re going to like it.
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The “GOP Tax Plan”… the Tax Cuts and Jobs Act of 2017 (Public law no. 115‐97) was signed
into law by President Donald Trump on December 22, 2017. Most of the changes
introduced by the bill went into effect on January 1, 2018, and will not affect 2017 taxes. It
is the most significant tax bill since Pres. Reagan’s tax reform in 1986 and was based on tax
reform advocated by congressional Republicans and the Trump administration. The
nonpartisan Congressional Budget Office (CBO) reported that under the Act individuals and
pass‐through entities like partnerships and S corps would receive about $1.125 billion in
net benefits (i.e. net tax cuts offset by reduced healthcare subsidies) over 10 years, while C
corps would receive around $320 billion in benefits. Will increase the deficit by $1.5 trillion
over the next 10 years. Those estimates do not incorporate the effects of
macroeconomic feedback. The distribution of impact by individual income group varies
significantly based on the assumptions involved and point in time measured. In general,
businesses and upper income groups will mostly benefit regardless, while lower income
groups will see the initial benefits fade over time or be adversely impacted.
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In practice, the primary focus of true tax reform, sweeping changes and simplification, was
for corporations, which had their rates cut to just a flat 21% rate (down from 35%
progressive max), along with a repeal of the AMT, in an attempt to encourage especially
global US‐based businesses to bring their profits back home and reinvest into the US. These
rates don’t sunset & are permanent (until changed!).
Business Interest Deduction Limit‐ caps deductions for debt interest payments at 30% of
taxable income, regardless of deductions.
Capital Expensing‐ allows biz to immediately write‐off or expense the full value of
investments in new plant & equipment for 5 years & then gradually eliminates this 100%
expensing over next 5 years. Gives ability to write off immediately rather than depreciate
so pay less tax now vs prior rules.
Repatriation‐ 8% illiquid assets & 15.5% on cash & equivalents for the $2.6 trillion in
business profits held overseas.
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Here a few companies that might be interested in moving some of their overseas cash back
to the US.
Matter of fact just on Jan 18 Apple said it will not only pay $38B in taxes to move its entire
foreign trove of money back to the US, but also add $350B to the US economy and create
20k new jobs (25% addition to current staff) over the next 5 years.
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For individuals, the new legislation was less “sweeping reform” (and the simplification that
usually comes with it), and more of a series of tweaks and adjustments, which will produce
new tax planning opportunities for years to come. Big picture issues to remember‐
Many changes are temporary & sunset 12/31/2025, reverting back to 2017 rules, and
become net tax increases starting in 2026 (corporate tax cuts are permanent). This enabled
the Senate to pass the bill with only 51 votes, without the need to defeat a filibuster, under
the budget reconciliation process.
Rules haven’t been tested in court so prudent to expect changes once they are.
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7 tax brackets remain, most are decreased by a few percentage points (to a top rate of
37%), along with the repeal of the Pease limitation. The good news for most is that, relative
to today’s tax brackets, the new TCJA tax brackets will produce at least a small reduction in
marginal tax brackets for virtually all taxpayers, roughly a 1% to 4% reduction in rates. The
Pease limitation phased out 3% of a taxpayer’s itemized deductions once income crossed a
certain threshold (in 2017, more than $261,500 AGI for individuals, $313,800 for married).
The removal of the Pease limitation effectively provides a further reduction in marginal tax
rates for upper‐income individuals. As with the individual tax brackets, the repeal of the
Pease limitation sunsets after 2025.
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Basically everyone gets an income tax rate cut except these two brackets (red bars in
graphic):
Individuals who make between $157,500 to $191,650 will see their tax rate go up from the
current 28% to 32%
Individuals who make between $200,000 to $416,700 will see their tax rate go up from the
current 33% to 35%
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In the case of trusts and estates, the number of tax brackets actually is reduced from the
current 5 trust tax brackets, to just 4: 10%, 24%, 35%, and a top rate of 37%. The the lower
tax brackets for a trust or estate have limited impact, as the brackets are very
“compressed” – it only takes $12,500 of income to reach the top 37% tax bracket. Which
means for most trusts, the net result is simply a small tax cut of 2.6% (from 39.6% down to
37%) on the majority of trust income.
Under 2017 law, children (generally, those under age 19, or full‐time students under age
24) were taxed at their own individual tax brackets for any earned income, but their
unearned income (i.e., portfolio income) above a modest threshold of just $2,100 is
stacked on top of their parents’ income as reported on their own tax return, taxing the
child’s unearned income at their parents’ top marginal tax rates. Under TCJA, the “allocable
parental tax” is restructured. Instead of adding the child’s income to their parents’ tax
brackets, the Kiddie Tax will instead be calculated by subjecting the child’s unearned
income to the trust tax brackets – which have a top tax bracket of 37% on any income over
$12,500. It’s worth noting that, at today’s low interest rates, it takes a substantial portfolio
to generate $12,500 of unearned income.
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While the new TCJA rules introduce new tax brackets, and slightly re‐draw the tax bracket
thresholds, preferential rates for long‐term capital gains and qualified dividends will
continue to use the old thresholds. As a result, capital gains and qualified dividend rates
will no longer line up cleanly with the ordinary income tax brackets. Instead, the )% capital
gains rate will end at $38,600 individuals/$77,200 couples even though the bottom two tax
brackets end at $38,700 and $77,400. It’s possible a future Technical Corrections act will re‐
align these. More significantly, the transition from 15% to 20% capital gains rates will also
continue to use the “old” top tax bracket thresholds of $425,800 individuals/$479,000
couples – which would now fall in the middle of the new 35% brackets, rather than being
aligned to the top 37% brackets. The 3.8% Medicare surtax on net investment income will
also continue to apply with its own not‐indexed‐for‐inflation thresholds of $200,000 of AGI
for individuals/$250,000 couples.
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A key aspect of the tax reform was a consolidation and expansion of the Standard
Deduction and Personal Exemptions into a single, larger standard deduction. Under the
new rules, the Standard Deduction will be $12,000 for individuals & $24,000 for married
couples, compared to just $6,350 for individuals and $12,700 for married couples under
2017 law. And the “additional standard deduction” amount will continue to apply as well.
Those who are over 65 or blind are entitled to an additional amount in their standard
deductions. Single filers can get an additional $1,600 if they are either over 65 or blind, or
$3,200 if both conditions apply. For married filers, the added amount is $1,300 per
condition, allowing for a maximum increase in the standard deduction of four times $1,300
or $5,200. These are the amounts for 2018 before TCJA passed. What the exact amounts
will be is not quite clear until the IRS releases the 2018 tax tables (late Jan.?).
Notably, though, while these new Standard Deductions are higher, under the prior law
individuals would have received a $4,150 personal exemption (and married couples could
claim $8,300) on top of their standard deduction, which means the new consolidated
standard deduction is only a slight net increase, from $6,500 + $4,150 = $10,650 for
individuals up to $12,000, and from $13,000 + $8,300 = $21,300 to $24,000 for married
couples (a $1,350 increase for individuals & $2,700 married couples). For families with just
1 child, the higher standard deduction is worth less than the lost personal exemption!
Currently about 1/3 of tax payers itemize, estimated that now only about 10‐15% will.
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While the consolidated standard deduction may add up to less than the “old” standard
deduction plus personal exemptions for families, in practice a related expansion of the
Child Tax Credit will more than make up for this in many cases. The Child Tax Credit is
expanded from $1,000 per qualifying child under the age of 17, up to a Child Tax Credit of
$2,000 per qualifying child (of which $1,400 is a refundable credit for those whose net tax
liabilities would be more than zeroed out by the credit). The income phaseout rules for the
Child Tax Credit are dramatically increased, from the current thresholds of $75,000
individuals/$110,000 married, up to $200,000/$400,000 . Although these thresholds are
not indexed for inflation. Up to $1400 of the credit is refundable where as before
potentially 100% of the $1k was refundable. Notably, the new rules also include a new
$500 (nonrefundable) credit for dependents who are not “qualifying” children (i.e.,
dependents under age 17). This may include older children (e.g., college‐aged) who are still
claimed as dependents, and even dependent parents who are being cared for in the home.
The new $500 qualifying dependent credit is also subject to the same (higher) income
phaseout rules.
The expanded Child Tax Credit, along with the new $500 qualifying dependent credit, will
sunset after 2025.
And as a reminder, unlike deductions, which merely exempt a portion of your earnings
from taxes, a tax credit is a dollar‐for‐dollar reduction of your tax liability, which means it
has the potential to be far more lucrative.
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Households will be given the option to deduct their combined state and local property and
income taxes, but only up to a cap of $10,000. Notably, it is a $10,000 limit on the
combined total of property and income taxes, not $10,000 each! The $10,000 limit applies
for both individuals and married couples (an indirect marriage penalty for high‐income
couples). Hits residents of high state income taxes harder (NY, NJ, CA, MD). Adding in sales
tax is geared towards those states with no state income tax (WA, WY, NV, TX, FL…)
It’s worth noting, the original proposals for tax reform would have completely eliminated
any deductions for both state and local income taxes and local property taxes.
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The bill places a new cap on mortgage interest deductibility on the first $750,000 of debt
(“acquisition indebtedness”‐ used to acquire, build, or substantially improve a primary
residence or designated second home). Notably, though, the lower limitation only applies
to new mortgages taken out after December 15th of 2017; any existing mortgages retain
their deductibility of interest on the first $1,000,000 of debt principal, and a refinance of
such mortgages in the future will retain their $1,000,000 debt limit (but only for the
remaining debt balance, and not any additional debt). The original House GOP proposal to
limit mortgage interest deductibility to only the primary residence was not retained in the
final legislation; instead, the rules continue to apply to both a primary residence and a
designated second home.
On the other hand, the final GOP Tax Plan did retain the decision to eliminate deductibility
for any home equity indebtedness altogether, and without any grandfathering for existing
home equity indebtedness. The determination of “home equity indebtedness” vs
“acquisition indebtedness” is based on how the mortgage proceeds are used. Specifically,
“acquisition indebtedness” is a mortgage used to acquire, build, or substantially improve
the primary residence; “home equity indebtedness” is money used for any other purpose
(e.g., for personal spending, refinancing credit cards, paying for college, buying a car, etc.).
Thus, a HELOC that is used to build an expansion on a house is still treated as acquisition
indebtedness (as it was used for a substantial improvement), while a cash‐out refinance of
a traditional 30‐year mortgage used to repay credit cards will be “home equity
indebtedness” for the cash‐out portion.
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The medical expense deduction was actually temporarily expanded. The 10%‐of‐AGI
threshold for medical expense deductions is reduced to just 7.5% of AGI, both retroactively
for the now‐ending 2017 tax year, and the upcoming 2018 tax year. In addition, the medical
expense threshold is adjusted to 7.5%‐of‐AGI for AMT purposes in 2017 and 2018 as well,
ensuring that even AMT’ed taxpayer receive the benefit. But come 2019, it will go back to
the 10 percent threshold for all taxpayers at least through 2025. Tip‐ bunch any qualifying
elective medical expenses into 2018 where possible rather than incurring in later years.
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Beginning in 2018, the Act provides for up to a 20% deduction for individuals for qualified
business income earned through pass‐through entities, such as partnerships and limited
liability companies taxed as partnerships, S corporations, disregarded entities and trusts.
There are limits, however, including a phaseout for the deduction that begins at $157,500
of income for individual & $315,000 for married. This deduction (when combined with the
reduction in individual income tax rates) theoretically would result in an effective maximum
marginal tax rate of 29.6% (plus unearned income Medicare tax, where applicable), for
taxpayers entitled to the full 20% deduction. REIT & MLP dividends are generally classified
as pass‐through income. This is not an itemized deduction, so it can be claimed even for
those who claim the standard deduction. However, the deduction is subject to several
limitations that are likely to materially limit the deduction for many taxpayers so discuss
this with your tax professional. The deduction sunsets after 2025.
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The 2017 standard rules for charitable contributions limited the deduction for cash
donations to public charities at 50% of the taxpayer’s AGI. However, under TCJA, this 50%
limit is expanded to 60%. Contemporaneous written documentation for gifts over $250 will
continue to be required in the future.
Because so many will be taking the standard deduction, the belief is this will make it harder
for charities to raise funds through donations.
QCD‐ in the past it made most sense to do these if were going to donate to a charity and
were getting phased‐out on itemized deductions but since the phase‐out has gone away
(temporarily)‐ Pease‐ these aren’t advantageous from that standpoint but if you’re going to
donate to a charity regardless of whether you get a deduction for it or not, are subject to
RMDs, and will be taking the Standard Deduction rather than itemizing, then it wouldn’t
hurt to do a QCD to your charity. Doing so will reduce your AGI by the amount of the
donation which would decrease the amount of tax you pay.
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Alternative Minimum Tax
One of the big goals from the earliest stages of tax reform was the repeal of the Alternative
Minimum Tax but in the end AMT wasn’t fully repealed. However it was dramatically
altered under the final bill. Beginning 2018, the AMT exemption amount increases to
$109,400 for married taxpayers filing a joint return and $70,300 for most other taxpayers
(was slated to be $86,200 for married & $55,400 for others prior to passage of TCJA). The
phase out thresholds are increased to $1 million for married taxpayers filing a joint return
and $500,000 for most other taxpayers. The exemption and threshold amounts are indexed
for inflation. The phaseout of the AMT is also adjusted substantially higher, from a
threshold of $123,100 for individuals and $164,100 for married couples, up to a whopping
$500,000 for individuals and $1,000,000 for married couples. The end result of these
changes is it will be difficult for virtually anyone to be subject to the AMT in the future.
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Education Provisions
The bill allows for 529 plan distributes of no more than $10,000 in expenses for tuition
incurred during the tax year at pubic, private, or religious elementary or secondary schools
(but not homeschooling expenses). This limitation applies on a per‐student basis, rather
than a per‐account basis. This makes 529 accounts more a competitive alternative to
Coverdell Education Savings Accounts but they are still limited to $10k max allowed
distribution for pre‐college tuition expenses.
Otherwise, there are no changes to major education deductions and credits or to the
teacher deduction for unreimbursed classroom expenses. Student loan interest up to
$2,500 a year is still deductible (phases out at fairly low income levels). Word of warning‐
the State of Idaho hasn’t aligned its rules with the Feds so until they do you potentially
could be subject to state recapture tax if you use funds for elementary or secondary school,
plus potentially pay income tax on the distribution. To play it safe, wait for ID to make ruling
on this.
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All miscellaneous itemized deductions were repealed which includes Investment Advisory
& Tax Prep Fees‐ (>2% of AGI). Therefore it may now make sense to have us deduct our
management fee for your IRA directly from your IRA. Please discuss this with us if
applicable to your situation.
Moving Expense Reimbursements: Qualified moving expenses must now be included in
gross income and wages; except in the case of an armed forces member on active duty
who moves pursuant to a military order. Also employer reimbursed moving expenses will
be taxable income to employees.
Casualty Losses‐ can only deduct loss if occurred during an event that the president
officially declared to be a disaster.
Alimony‐ no longer deductible by the payor for new decrees, payments would be excluded
from the recipients income.
Employee Unreimbursed Business Expenses‐ Employees are no longer able to claim an
itemized deduction for businesses expenses incurred on behalf of the employer but not
reimbursed by the employer.
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Other notable loophole closers that did not make the final cut (and therefore all remain
intact) include:
Tuiton waivers‐ employees of educational institutions who receive reduced tuition for
themselves, spouses or dependents are generally not taxed on that income. This is
particularly helpful for certain graduate students who teach or do research in exchange for
reduced tuition rates.
Employer‐paid tuition‐ When employers pay your tuition for continuing education, the
amount they pay is not taxable income for you as long as it meets certain conditions and
amounts to no more than $5,250 a year.
401(K) tax break‐ there were rumors pre‐tax contributions into 401k accounts might be
restricted ($2,500 max?) but in the end they weren’t.
Sale of Primary Residence‐ exclusion of up to $500,000 of capital gains on the sale of a
primary residence was not included in the final legislation. The proposal would have
changed the lived‐and‐used in 2‐of‐the‐last‐5‐years requirements to a 5‐of‐the‐last‐8 years
instead, and would have imposed a phaseout of the capital gains exclusion for couples with
more than $500,000 of AGI (or $250,000 AGI for individuals). Yet despite being included in
both the House and Senate versions of TCJA, the final legislation did not include the
proposal.
Tax lot identification‐ a provision that would have required FIFO treatment for all
investments was not included in the final legislation.
Electric car‐ Up to $7,500 credit but only for the first 200,000 cars each carmaker sells
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Roth Recharacterizations‐ The original rules for Roth conversions contained a provision
that allows for such conversions to be “recharacterized” – effectively an “undo” button that
would permit a Roth conversion to be switched back to its original source IRA. The TCJA
repeals the rules permitting recharacterizations of Roth conversions, starting in 2018.
Notably, though, the rule only limits recharacterizations of Roth conversions (and not of
Roth contributions), permitting those who mistakenly make a new Roth contribution and
later discover they’re over the income limits to recharacterize it back to a traditional IRA.
But Roth conversions cannot be recharacterized anymore. This provision should not affect
the ability to make so‐called “backdoor Roth” contributions. With the caveat that once the
IRA contribution is converted, that conversion can no longer be undone.

Affordable Care Act‐
Individual Mandate Repealed. After being proposed mid‐way through the drafting process,
the final TCJA legislation does repeal the individual mandate for health insurance. Notably,
though, the individual mandate (and the potential tax penalty) does remain in place for the
2018 tax year. The repeal will not take place until 2019.
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The final legislation did double the unified estate and gift tax exemption amounts from
their current levels, which turns the otherwise‐scheduled‐to‐be‐$5.6M exemption in 2018
into an $11.2M individual estate tax exemption (or $22.4M for married couples with
portability). The increased exemption is not retroactive, though, and only applies to those
who pass away after December 31st of 2017. No other changes were enacted, though; step‐
up in basis remains, as does the top 40% tax rate on gifts and estates, and the other
existing rules on generation‐skipping taxes. A doubling of the estate tax exemption amount
will make estate tax planning irrelevant in 2018 and beyond for all but the wealthiest of
ultra‐HNW clients. Reverts back in 2026 to 2017 level of $5.5M (plus inflation indexing)
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Chained CPI‐U ("C‐CPI‐U") replaces CPI‐U in inflation adjustments. Various tax parameters
under the Code are adjusted annually for inflation. Previously, inflation was indexed by
reference to the Consumer Price Index for all urban consumers ("CPI‐U"). Under the Act, C‐
CPI‐U is required instead of CPI‐U.
The C‐CPI‐U, like the CPI‐U, is a measure of the average change over time in prices paid by
urban consumers. But the C‐CPI‐U reflects people’s ability to lessen the impact of inflation
by buying fewer goods or services that have risen in price and buying more goods and
services whose prices have risen less, or not at all. Thus, C‐CPI‐U is a slower‐growing
method of calculating cost of living adjustments. Using a slower rate of inflation to
calculate tax brackets means taxpayers will more quickly slip into the next higher tax
bracket, and may pay more in taxes over time. This change is effective beginning after Dec.
31, 2017. This change, unlike many provisions in the Act, is permanent.
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2018 401k 403b Contribution Limits
401k/403b/457 contribution limit will go up by $500 from $18,000 in 2017 to $18,500 in
2018. If you are age 50 or over, the catch‐up contribution limit will stay the same at $6,000
in both 2017 and 2018. Employer match or profit sharing contributions aren’t included in
these limits. 401k and 403b share the same limit. The 457 plan limit is separate. With that
in mind, the overall contribution limit from all sources is rising by $1,000 in 2018 to
$55,000. For savers aged 50 and up who are eligible for a catch‐up contribution, the $6,000
limit is in addition to this maximum, for a total maximum possible 2018 401(k) contribution
of $61,000.
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• The $5,500 limit on annual contributions to IRAs/Roths remains the same for 2018, sixth
year in a row! The catch‐up contribution limit, which is not subject to inflation
adjustments, remains at $1,000. Remember that 2017 IRA contributions can be made
until 04/16/2018. (2013 changes were 1st since 2008. For 2008‐2012, IRA contributions
were capped at $5,000.)
• In 2018, the deduction for taxpayers making contributions to a traditional IRA is phased
out for singles and heads of household who are covered by a workplace retirement plan
and have modified adjusted gross incomes (AGI) between $63,000 and $73,000, a
$1,000 increase. For married couples filing jointly, in which the spouse who makes the
IRA contribution is covered by a workplace retirement plan, the income phase‐out range
is $101,000 to $121,000, a $2,000 increase
• For an IRA contributor who is not covered by a workplace retirement plan but is married
to someone who is covered, the deduction is phased out if income is between $189,000
and $199,000, an increase of $3,000 from 2017.
• The same adjustment helps Roth IRA savers. In 2018, the AGI phase‐out range for
taxpayers making contributions to a Roth IRA is $189,000 to $199,000 for married
couples filing jointly, up $3,000 from 2017. For singles and heads of household, the
income phase‐out range is $120,000 to $135,000, up $2,000 from 2017.
• Spousal contribution‐ If you file a joint return, you and your spouse can each make IRA
contributions even if only one of you has taxable compensation. The amount of your
combined contributions can’t be more than the taxable compensation reported on your
joint return.
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For 2018,
SEP IRA & Individual 401K (Solo 401k)‐ Contribution limit increases by $1,000 to $55,000
based on compensation up to $275,000, an increase of $5,000.
SIMPLE IRA‐ is unchanged at $12,500 & $15,500 with “catch‐up”, based on compensation
up to $275,000, a $5,000 increase

58

If you earn too much to contribute to a Roth IRA, you can make a nondeductible IRA
contribution and immediately convert it to a Roth IRA as Congress lifted any income
restrictions for Roth IRA conversions. To learn more about the backdoor Roth, talk to us for
details.
Keep in mind you can convert your IRA at any point throughout the year, but many folks
wait until the last minute. Similar to procrastinating on retirement account contributions,
by waiting until December to convert, you miss out on 11 months of potential tax‐free
growth. The goal is still to get the money inside a Roth IRA, and the sooner you do that, the
longer it will grow tax‐free.
As mentioned prior, the ability to recharacterize a Roth Conversion is no longer available
beginning in 2018. That was a nice undo feature while it lasted but it was being abused in
the eyes of the IRS so they took it away.
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Here’s a quick run down on the tax document timeline process. Berkeley will be posting
your realized gain/loss reports and annual management fee summary statements to your
portal in within the next couple weeks.
The account custodians (TD Ameritrade & Schwab) send out the first batch of Consolidated
1099s around Feb 1st. Keep in mind those can be corrected with revisions being mailed out
into March.
If you own a K‐1 issuing entity the timing on when those are sent various but most are out
by mid‐March.
So if you’re eager to turn your tax documents into your accountant just be sure to let them
know your 1099 could be revised. Let them know if you’re waiting on any K‐1s. They can
then begin processing your return. Just be sure they’re aware not to file your return until
they’ve received all documents for you.
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All the answers when it comes to Bitcoin. Search “Ultra Spiritual Life episode 86” on
YouTube to see the video. It’s really funny.
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