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• A corporate tax rate reduction from 35% to 20%, 
but the Senate version delays this until 2019.

• A reduction in the maximum tax rate for “pass-
through” businesses to 25% (House version) or a 
17.4% deduction for a portion of flow-through 
income (Senate version).

• New limitations on deductions for interest expense.

• A repeal of the domestic manufacturing deduction 
and work opportunity credit.

• A new 1.4% excise tax on net investment income 
for private colleges with large endowment funds.
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After months of rumors and fanfare about tax reform, 
both the House and Senate finally released their 
proposals.  The twin reform proposals are very similar 
as they primarily cut income tax rates for businesses 
and most individuals.  Both plans also eliminate or 
reduce the estate and gift tax but pay for these tax 
reductions by eliminating or reducing many popular 
income tax deductions for individuals.

The House passed its version 227-205 on November 
16, 2017, while the Senate vote will be deferred until 
after Thanksgiving.  While the House and Senate 
proposals contain many of the same reform 
provisions, they do still differ in several significant 
respects. Therefore, we can’t take these proposals as 
gospel since there is a long process ahead with 

many anticipated changes before year-end.  We do 
expect passage of a bill, most likely in early 2018, 
despite efforts to get something passed before 
year-end.  Stay up-to-date with all the developments.  
Visit www.trustpointinc.com/research-and-insights/
tax-reform-updates for the play-by-play. 

In any event, most of the new tax reform rules, once 
passed, will be effective in 2018 and, perhaps, could 
be phased in over time.  A big sticking point to 
passage might be the impact on the federal deficit.  It 
seems doubtful that increased economic growth will 
completely offset the reduction in revenue from the 
$1.5 trillion in tax cuts.  In the coming weeks, we will 
see which proposals survive as Congress moves 
toward votes on these bills.

HOUSE & SENATE TAX REFORM PLANS

In the meantime, some of the key tax reform proposals for business include:

Some of the key tax reform proposals for individuals include:

• Enhanced standard deductions but repeal of 
personal exemptions and for families, an increase 
in child tax credits.

• Elimination of the state income tax deduction.

• Reduced property tax deduction for homeowners 
(Senate has full repeal) and tighter limits on 
mortgage interest deduction.

• Repeal of alternative minimum tax.

• Doubled estate and gift tax exemption with 
complete repeal of estate tax in six years (Senate 
version has no provision for repeal).

• Retained basis step-up for inherited property 
(both House and Senate versions).

• Elimination of several deductions in the House 
version such as medical expense, student loan 
interest, alimony, and certain casualty losses.

• Creation of four new income tax brackets (House 
version) with a low rate of 12% and top rate 
39.6%.  The Senate version retains current seven 
brackets with low rate of 10% and top rate 38.6%.

• Home sales profit exclusion time requirement is 
extended. The House version limits the exemption 
for high earners all together.
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Several key ceilings on retirement plans will either 
remain the same or be a bit higher next year. The 
annual contribution limits for IRAs will remain 
unchanged at $5,500 and $6,500 for individuals age 
50 and over. The maximum 401(k) and 403(b) 
contribution is rising to $18,500 in 2018, while the 
catch-up contribution limit stays the same at $6,000.  
This means that individuals born earlier than 1969 
can contribute as much as $24,500 in 2018.  The 
House had discussed lowering the contribution limits 
for 401(k) plans, but the great news is that both the 
House and Senate proposals leave the limits 
unchanged from current law.

Tax limits and benefits pertaining to Social Security 
will increase slightly next year.  The Social Security 
wages base cap will increase to $128,700, up from 
$127,200 in 2017.  Social Security recipients will 
receive a 2% hike in benefits next year, which is up 

from last year’s meager .3% increase.  Most retirees 
will see a large portion of that benefit increase pay 
for higher Medicare Part B premiums.

A couple very important estate and gift tax amounts 
will increase in 2018.  For the first time in several 
years, the annual exclusion amount for gift tax 
purposes will increase from $14,000 to $15,000.  
Also, for gifts made and estates of decedents dying 
in 2018, the unified exclusion amount will increase by 
$110,000 from $5,490,000 to $5,600,000.  

However, the House tax reform proposal would 
immediately double the gift and estate tax exclusion 
to $11.2 million per person in 2018 and, eventually, 
eliminates the tax by 2024.  The Senate reform 
version is similar, except it has no provision for 
repeal.

It is time to start making your year-end tax plans; do 
not wait until Dec. 31.  Bear in mind that year-end tax 
planning must be integrated with your investment, 
retirement, and estate planning strategies if you want 
to achieve favorable long-term outcomes.  While tax 
legislation on the horizon adds uncertainty, potential 
tax savings from year-end planning could be 
significant depending on your tax situation.

While there is a real possibility that tax reform 
legislation will be enacted soon, no one knows when 
or what the new rules might be.  In spite of this 
uncertainty, the best year-end strategy for many 
taxpayers will be to follow the time-honored 
approach of deferring income and accelerating 
deductions.

This strategy could make sense if income tax rates 
and certain itemized deductions, such as medical 

expenses and state income and property taxes are 
reduced or eliminated next year.  It’s possible that 
very few taxpayers will itemize their deductions 
under current proposals.  In this time of uncertainty, 
the bottom line is that it makes sense to consult with 
a tax professional before making financial decisions 
or executing year-end tax planning strategies.  

2018 TAX LIMITS ARE CHANGING

TAX PLANNING UNCERTAINTY REIGNS!

Continued on next page.

It’s possible that very few 
taxpayers will itemize 
their deductions under 
current proposals.



Your investment portfolio sometimes can provide 
tax-saving opportunities.  Capital losses you harvest 
in 2017 or have carried forward from prior years can 
offset realized capital gains.  Any excess losses also 
can shelter up to $3,000 of other taxable income.  
What’s more, taking losses to offset gains can reduce 
the bite of the 3.8% Medicare Surtax (NIIT) on 
investment income.  At this time, both House and 
Senate tax reform proposals retain the NIIT despite 
earlier rumors that this tax would be repealed. 

In prior years, we were able to limit gains in many 
wealth management accounts to zero taxable gains 
through “loss harvesting.”  This year is a much 
different story as there are virtually no opportunities 
for loss harvesting due to the substantial investment 
returns in all of our accounts. In addition, the vast 

majority of mutual funds have exhausted their loss 
carry-forwards from prior years, so capital gain 
distributions could be significantly higher.  

Please note, when you receive a taxable capital gain 
distribution in your account, the net asset value of the 
fund will decline; however, the cash amount received 
in the account will offset this decline in market value 
of that fund.  The good news is these capital gains 
distributions don’t pose an income tax problem for 
tax-sheltered retirement accounts such as IRAs.  
However, we expect our clients will see significantly 
higher long-term capital gains in taxable investment 
accounts this year.  The good news is that both 
Senate and House versions leave the preferential tax 
rates on long-term capital gains unchanged from 
current law.
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