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A Guide To The New Rules
On Tax Deductions In 2018

ncle Sam giveth, and Uncle Sam
U taketh away. The new federal tax
code, which went into effect in
2018 and affects the return you’ll file in
spring 2019, lowers taxes by expanding
some deductions, but restricts or outright
eliminates others.

Deductions lower your taxable
income so you pay less tax. Here’s how
deducting items from your income were
expanded, restricted, or eliminated.
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Here's a guide to how the new rules expand some deductions, but
restrict or eliminate others.

EXPANDED DEDUCTIONS

Standard deduction. The standard
deduction is the amount you can subtract
from your taxable income if you don’t
itemize — that is, individually deduct
items like mortgage interest, charitable
donations, and car loans. Nearly doubling
the standard deduction to $24,000 for
joint filers and $12,000 for singles pushes
it up from $12,700 and $6,350,
respectively. Fewer than half of taxpayers
who itemized their 2017 return are
expected to itemize their 2018 return. If
you file using the standard deduction,
preparing your return will be much
simpler. If the standard deduction is less
than the total of your itemized deductions,
you’ll still want to file by itemizing,
subject to the rules below.

Medical expenses. If you itemize
deductions, medical expense deductions

will be more generous. For tax years
2017 and 2018, medical outlays in excess
of 7.5% of your adjusted gross income
are deductible. Starting in 2019, the
threshold rises to the previous level of
10%. Congress is widely expected to
consider extending the 7.5% threshold or
making it permanent.

Alternative minimum tax. This very
unpopular parallel tax system has been
reined in and will zap fewer Americans in
2018. The AMT started
in 1982 as an effort to
reduce loopholes open to
ultra-high-income
earners, but its net
gradually spread and it
affected more
individuals. In the 1990s,
Congress hiked the AMT
tax rate, stiffening its
cost. Under the AMT, the
standard deduction and
deductions for state and
local income taxes are lost. With the new
law, your exemption — the amount you
can subtract from your AMT liability — is
much larger. Previously, $54,300 was
exempt for a single-filer and $84,500 for a
married couple filing jointly. Respectively,
the exemptions increased by almost a
third, to $70,300 and $109,400.

Child tax credit. This actually is not
a deduction against your income. It’s a
credit on your tax bill. A credit reduces
your tax bill dollar for dollar. The credit
for children under age 17 was raised to
$2,000 from $1,000.

RESTRICTED DEDUCTIONS

State and local taxes. Lawmakers
placed a $10,000 cap per return on
deductions for state and local taxes
(SALT). Till now, the amount you could

(Continued on page 4)
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Good Riddance To
The Alternative
Minimum Tax

erhaps the most despised
P federal levy is the alternative

minimum tax, which Congress
passed in 1969 to prevent the loophole-
savvy ultra-wealthy from
shortchanging Uncle Sam.

Over the years, AMT’s reach
expanded to include households with
more than $200,000 in AGT (adjusted
gross income) annually and two-
earner couples with children in high-
tax states.

Under the new tax law, starting in
2018, the AMT’s damage radius is
reduced considerably. This alternative
tax calculation still requires some
individuals to calculate their tax bill
twice — under regular rules and then
the AMT’s, and pay the higher sum. In
2018, though, a fraction of tax-filers
will fall into the clutches of the
dreaded AMT.

With the tax code rewritten, only
about 200,000 tax filers are expected to
be required to pay the AMT in 2018,
way down from the 5.25 million,
according to the Tax Policy Center.

Congress increased income
exempt from the AMT calculation.
This expands to $109,400 for joint
filers, up from $84,500, and to $70,300
for individuals, up from $54,300.

The happy outcome is that the
changes permit many more households
making more than $200,000 to bid the
AMT a not-so-fond farewell.



New Deduction Rules For Business Owners

Washington, D.C. has changed tax
rules to lower your burden but the
new rules are fairly complex. Many small
businesses, and some that aren’t so small,
are “pass-through companies,” tax-jargon

that means the entity’s net income isn’t
taxed at the corporate level but flows
straight to their owners’ personal returns.
That income is taxed at personal income
tax rates, as opposed to corporate rates
that are generally lower.

I fyou are a small business owner,

To balance out the difference,
Congress allowed pass-throughs —
limited liability companies (LLCs), S
corps, partnerships and the like — a 20%
deduction on their net income. The effect,
for those in the top tax bracket, is to
lower an owner’s rate to 29.6% from
37%. True, 29.6% is higher than 21%,
but owners of C corps, meaning
shareholders, pay a tax on dividends they
receive, usually 15%. So that comes
closer to parity with the pass-throughs.

businesses, according to the tax law, may
count as their principal asset the
“reputation or skill” of the owners and
employees, while manufacturers may
not.

In addition, Congress inserted
income limits on the deductions that
affect all pass-throughs, whether or not
they’re a service business. The 20%
deduction is confined to income of
$157,500 for single-filers and $315,000
for married couples. For service

The new tax law, though, has a
valuable deduction that evens
things out for pass-throughs,
although the accounting gymnastics
make this anything other than
simple. “The size of the deduction
varies, depending on the nature of
the business activity and the total
income of its owner,” says Howard
Gleckman, a senior fellow at the
Tax Policy Center. “It may also
depend on how much the business
pays its employees and how much
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businesses, the deduction is
phased out progressively in excess
of those levels and eliminated
entirely when total taxable income
is $207,500 for singles or
$415,000 for couples filing jointly.
For other types of businesses,
the deductions over those
thresholds are limited to the
greater of 50% of paid wages or
25% of wages plus 2.5% of the
business’ tangible depreciable

property.

property it owns.”

Under the new tax law, the top
personal rate drops to 37% from 39.6%,
with similar reductions in brackets below
the highest level. Yet most U.S.
businesses are classified as C
corporations, which means these
companies are taxed separately from
their owners. The new tax law lowers the
federal tax for C corps to 21% from 35%.

To prevent those part-time jobs into
pass-through entities, lawmakers limited
the new rules. So, you can’t suddenly
claim you are a consultant and create a
sole proprietorship with the intent of
grabbing a tax break.

Owners of service businesses —
doctors, lawyers, and consultants — are
limited in what they can deduct. Service

The pass-through rules are a
big boon for real estate operators, whose
properties usually each are LLCs.
Further, if every property in a real estate
owner’s portfolio, say an office building
or a shopping mall, is worth a large
amount, the deductions can be sizable.
For example, on a shopping mall worth
$5 million, 2.5% of its value is $125,000.
That’s quite a deduction. ®

Six Tips To Avoid Phishing Scams

‘ ‘ Fake news” has exacted a high cost
to American culture and political
discourse, but the internet fakery

that costs you time and money is phishing,

emails diabolically aimed to trick you

into opening your personal data to crooks

and miscreants.

Phishing is the practice of emailing
people purporting to be a reputable
company to fool people into revealing
passwords, credit card numbers, contacts,
emails, internet accounts, and your most
personal digital data. It’s rampant.
Whether you’re using a smartphone,
tablet, or computer, here are some tips for
protecting yourself:

Mistakes. Phishing emails often are

generated by teens or crooks with weak
skills in English punctuation, grammar,
and spelling. The phishing email from

Privacy & Cookies Developers make
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Investing For The Long Run Amid Volatility

ith stocks surging
one moment and
plunging the next,

it’s good to remember that,
from 1926 through 2016, a
portfolio diversified across
stocks, bonds and cash
averaged a 9.6% annual
return, with a better risk-
reward ratio than any one of
the four investments with
large liquid markets.
Ninety-one years goes
back to when stock returns

1926-2016

Annualized Return

Standard Deviation of Returns

91-Years, 1926-2016

us
Cash
10.04% 11.31% 5.32% 3.45%
19.9% 31.5% 5.7% 3.2%

* Diversified portfolio rebalanced annually.
Source: Dr. Craig Israelsen, low-expense portfolio design consultant.

guarantees against loss in a
declining market and past

a-Asset Portfolio | performance is not a
Rebalanced guarantee of future results,
Baneily but these results show that
0.64% the longer you invest, the
Loeo more likely you are to

experience the 91-year
return and risk statistics.
Recently, volatility
surged after investors were
spooked by rising inflation
and lending rates, and
growing concern over the

were first recorded on Wall Street, but
most people don’t invest for 91 years. The
bar chart shows returns of the four
investments versus the diversified four-
asset portfolio over more realistic
holding periods.

Over 35 years, large-company stocks

the diversified portfolio for five years beat
the 91-year return of 9.6% in 56% of the
12-month rolling periods over the 91
years, holding the four-asset portfolio for
35 years beat the 91-year results in 88% of
the 12-month rolling periods.
Diversification neither assures a profit nor

long-term U.S. debt. Statistically, the
chance of a bear market decline of 20%
or more increases as the eight-and-a-
half-year bull market grows older, and
the new tax law increased the chance of a
Federal Reserve interest-rate policy
mistake quashing growth for allowing

beat their long-term average

ROLLING RETURNS
How Often Above the Long Run Nominal Return

inflation to surge. Fed
mistakes caused every
recession in post-World

75-100% of the time beating
the long-run average return

War II history.
However, earnings

return over 91 years in a
whopping 88% of the 35-year -
rolling periods! In contrast, i
over all of the 10-year rolling o
periods between 1926 and e
2017, large-company stocks o=
beat their 91-year return in o
only 46% of the 12-month .
rolling period. o
In addition, the longer o
you stayed in the diversified 1o
portfolio, the more likely you o~
were to experience the 91-
year results. While holding
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Past performance is not a good indicator of your future results.
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drive stocks and earnings
expectations have recently
surged. When the tax law
was signed on December
22,2017, the average
company in the S&P 500
was expected to earn $131
a share in 2018, but that
was revised to $152 and
could be boosted again.

4-hsset Portfolie

W 5-Years

S&P 500 operating

phishing email, the reply address at the top
left says “Microsoft support,” but if you
look closer, the reply email address is
“support@simpur.net.bn” and that is not a
Microsoft address. The “bn” suffix is the
internet country code for Brunei, and
that’s another telltale sign of fraud. Clever
phishing emails often fake reply addresses
in other ways. The easiest way to verify a
reply email address is to double click on it
and look at its properties. If the email
purports to be from Microsoft or Google,
will hitting reply send an email to a
Microsoft or Google email account? If
not, it’s fake.

Links. Don’t click on links in a
suspicious email without being
deliberate. The link could be a malicious
website. Right click on the link and check

its properties and see if the link goes to
the company.

Slow down. The grammar,
misspelling, bad links, and other telltale
signs are easily overlooked when you’re
in arush, and that’s perhaps the reason
why people become ensnared by
phishing emails.

Verify before you trust. Trust but
verify works for some things but not with
internet security. First verify and then you
can trust.

Secure Software. Microsoft and
Apple release updates to computer
operating systems continually and those
are essential to staying secure. Anti-virus
and anti-malware programs are also
essential and they need to be kept updated
with the latest fixes. ®

earnings per share as of February 7, 2017
were $132.40 for 2017, $155.26 in 2018,
and $170.93 in 2019, according to data
from Yardeni Research, Inc. and
Thomson Reuters I/B/E/S. According to
independent economist Fritz Meyer,
2018 and 2019 estimates were revised up
in December 2017 from, respectively,
$146.19 and $160.69.

With real wages continuing to
grow, consumers are spending and
consumers account for 69% of economic
growth. So, despite the recent correction,
the bull market and economic
expansion could strengthen and last
many months longer. ®

US Large Cap represented by S&P 500 Total Return In-
dex; US Small Cap represented by S&P Small Cap600
Total Return Index; US Bonds represented by Bar-
clays US Aggregate Bond Index TR USD; Cash repre-
sented by USTREAS Stat UST-Bill 90 Day TR.




Understanding Economic Fundamentals

t 105-months-old, this is
the second-longest
economic cycle in post- 2500

World War I America. For the
last couple of years, a new phase
of the expansion marked by rising
interest rates began. Shifting
fundamentals underpinning the

S&P 500

economy can cause jitters in 500

investment markets or spark
changes in sentiment. In fact, the
most recent correction — a loss
of about 12% — was caused by
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Have Rising Bond Yields Ended Bull Markets Historically?
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Past performance is not a guarantee of future results.
Sources: National Bureau of Economic Research, Federal Reserve; Standard & Poor's; through February 22, 2018.

fears of rising interest rates and inflation.
So, let’s set the record straight.

While no one can predict the stock
market’s near-term ups and downs, what

Treasury Bill is more than zero,
an expansion could continue
just fine. However, when the
yield curve is inverted — when
a 30-Day Treasury yields
more than a 10-year Treasury
— that has been bad for the
economy and stocks. Before
each of the last three
recessions, the yield curve
went into negative territory.
Currently, the yield curve
isn’t near inversion. It’s not

between long-term bond yields and short-
term interest rates. When the difference
between the yield on 10-year U.S.
Treasury Bond and the 30-Day U.S.

signaling an end to the eight-and-a-half-
year expansion and bull market. This 105-
month old economic expansion is
approaching the length of the longest

we do know is that history shows
rising rates are not bad for stocks.

the same time.

A more reliable economic
and financial indicator is the
yield curve — the difference

Actually, rising bond yields have j:: et cur Pl
often coincided with bull s | i ['h Jl'a'. |

markets in stocks. The red arrows wo SN T 1

point to five periods since the § = Sy FlU i

1990s when the yield on the 10- E = AN |I | W AN

year U.S. Treasury bond rose B | R o

sharply and stock prices rose at 70 v/@// O U

Yield Curve vs. S&P 500

expansion, the 120-month
cycle in the 1990s, and it’s still
got legs. Of course, indicators
are not a guarantee and must be
considered in the context of
history and your personal
situation. But the yield curve is
key to watch as this expansion
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Past performance Is not a guarantee of future results
Sources: National Bureau of Economic Research, Federal Reserve: Standard & Poor’s; through February 22, 2018

nears the 120-month longest-
ever cycle in the 1990s. Please
let us know if you’d like to
receive our email newsletter
about wealth management. ®

Tax Deductions In 2018
(Continued from page 1)

deduct for SALT levies was unlimited. If
you live in a place with high state and
local taxes and home prices, you’re hit
hard. If you earn more than $100,000 in
adjusted gross income and live in
California, Connecticut, Maryland, New
Jersey, New York or Oregon, you’re very
likely to see a material hike in your
annual federal tax liability for at least the
next decade.

Mortgage interest. You can
continue to deduct this interest for first
and second homes. The change: For
mortgages dated after Dec. 14,2017,
only the interest on the first $750,000 of
debt is deductible. Before that date, the
$1 million ceiling still applies. In places
where home prices and, thus, mortgages,
are low, that is not as much of a concern.

In high-price locales, it is.

Home equity interest. You no longer
can deduct interest paid on home equity
loans, unless it is used to improve the
dwelling. Many people use such loans,
which are secured by their homes, to pay
for college tuition or new cars. If a home
equity loan and the mortgage totals more
than $750,000, the amount over that limit
can’t be deducted.

ELIMINATED DEDUCTIONS

Personal exemption. Exemptions,
which lowered your income by $4,050 per
person — usually family members — are
gone. For some families with children
over 17, who can’t take advantage of the
expanded tax credit, the elimination of the
personal exemption will be a net loss.

Alimony. For divorce and separation
agreements made after 2018, alimony
payments will no longer be deductible.
The deduction is helpful to a paying ex-

spouse who is short on funds.

Casualty and theft losses. If your
house burned down or a crook took your
wallet, you could deduct the loss not
covered by insurance to the extent it
exceeded 10% of your income. Under the
new law, only casualty losses suffered in a
natural disaster declared by the president
are deductible.

Job expenses. Continuing education,
medical tests and licensing fees previously
were write-offs. Not anymore.

Moving expenses. Before, you could
deduct these if you moved to start a new
job and it was a good distance (that varies
by circumstances, but typically meant 50
miles away) from your old home. Now,
that is gone, unless you are in the military.

Tax prep. Depending on the
complexity of the return, these fees can
amount to more than $500. Uncle Sam no
longer will let you deduct them, though. @
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