Tax Cuts and Jobs Act:
How Individuals and Families Could Be Affected

If enacted in its current form, the proposed “Tax Cuts and Jobs Act” (the “Act”) will
substantially impact the income, gift, estate and generation skipping taxes. Should the
bill become law, there are likely to be significant changes made to it, and we will keep
you apprised of those as developments unfold.

Below is a brief summary of the provisions of the Act most directly affecting individuals
and families. Unless otherwise noted, the effective date for the following provisions is
January 1, 2018.

T Reduction of Estate, Gift and GST Taxes in 2018 with repeal to follow in
2024: The Act would essentially double the current exemption levels for the
estate, gift and generation-skipping taxes to $10 million per person and repeal
the estate and generation-skipping taxes as of January 1, 2024. The gift tax will
not be repealed.

0 The Act would continue to index the exemption levels for inflation
“beginning in 2010.” This would appear to mean that the exemption will
actually increase to $11.2 million in 2018 and continue to be adjusted
upward thereafter.

0 The Act would reduce the gift tax rate from 40% to 35% beginning in
2024.

o Significantly, the Act would retain the “step-up” in basis for assets
owned by a person at his or her death. When the estate tax was
repealed in 2010, no such step-up was allowed and as a result, heirs
inheriting property during that time could owe very significant capital
gains tax upon its sale. Including the basis step-up in the Act eliminates
that capital gains tax.

0 Given tenuous Republican support in the Senate for estate tax repeal,
this is an area likely to be revised. There are also three election cycles
between now and the actual repeal date under the Act, which reduces
the chances that the estate tax repeal will actually take effect.
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T New Income Tax brackets: The Act would reduce the number of income tax
brackets from seven to four (with an additional somewhat hidden bracket
detailed below). It would also increase bracket cutoff levels, which would be
indexed for inflation going forward. The Act’s brackets are as follows:

0 12% for taxable income up to $45,000 for individuals, and $90,000 for
married couples filing jointly;

0 25% for taxable income between $45,001 and $200,000 for individuals,
and between $90,001 and $260,000 for married couples filing jointly;

0 35% for taxable income between $200,001 and $500,000 for individuals,
and between $260,001 and $1 million for married couples filing jointly;

0 39.6% for taxable income over $500,000 for individuals, and over $1
million for married couples filing jointly.

0 There is an additional (somewhat hidden) bracket of 45.6% for “adjusted
gross income” between $1 million and $1,207,000 for individuals, and
between $1.2 million and $1,614,000 for married couples filing jointly.
After those income levels, the rate reverts to 39.6%.

While the new brackets will save taxes for many, people who itemize deductions
may experience no savings or a tax increase because so many deductions are
reduced or eliminated under the Act, as detailed below.

Note that “taxable income” is total income less all deductions, exclusions and
exemptions, and “adjusted gross income” is essentially the same number with
itemized deductions added back in.

1 Standard deduction doubled: The Act would nearly double the standard
deduction by increasing it from $6,350 to $12,200 for individuals and from
$12,700 to $24,400 for married couples filing jointly.

0 This change is expected to dramatically reduce the number of people
who itemize deductions.

1 Eliminate state and local tax deductions: The Act would do away with
deductions for state and local taxes, including income and sales taxes, but
would preserve the deduction for property tax, although this would be capped
at $10,000.
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0 For people who live in states with high taxes, this single item will likely
reduce or eliminate savings from other provisions of the Act and may
result in a net tax increase.

Limit Deduction for mortgage interest: The Act would reduce the cap on
deducting mortgage interest by only permitting deductions on interest from the
first $500,000 of a mortgage, rather than the first $1 million. This lower cap
would apply to homes purchased on after November 2, 2017.

0 Existing mortgages would be grandfathered from this rule, as would
refinances of existing mortgages.

0 Taxpayers would no longer be able to deduct mortgage interest on
vacation homes or on any home equity loans but such debt in place prior
to 2018 would be grandfathered.

Repeal several other common deductions: The Act would repeal deductions
for medical expenses, tax preparation fees, alimony paid, student loan interest
and moving expenses, all effective in 2018.

0 Alimony would no longer be reportable as income by the recipient, but
this new rule would not apply to divorces finalized prior to 2018.

Repeal the Alternative Minimum Tax: The Act would repeal the Alternative
Minimum Tax for both individuals and corporations.

Reduce the $250,000 capital gains tax exclusion for sale of residence: The
Act would phase out this benefit starting at $250,000 of adjusted gross income
for individuals and $500,000 for married couples filing jointly. The phase out
would effectively eliminate this exclusion for individuals earning more than
$500,000 per year and married couples earning over $1 million. The Act would
also change the rule that an owner must live in the residence for at least two of
the prior five years by lengthening it to at least five of the prior eight years.

Non-qualified deferred compensation taxed upon vesting: The Act would
accelerate tax on “nonqualified deferred compensation” such as NSOs
(nonqualified options) and equity appreciation rights by taxing them
immediately upon vesting, whether or not they have been exercised or sold.

0 This would mean the taxpayer would owe tax even though he/she may
not yet have the cash from the compensation.

0 The new rules would in hand apply to all nonqualified compensation
arrangements entered into in 2018 and thereafter but existing plans
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would be grandfathered until 2025, at which point the new rules would
apply to them, as well.

0 Severance pay would also be taxed at termination of employment,
regardless of when actually paid to the recipient.

0 Note that so-called ISOs (incentive stock options) are not affected by this
change as they are considered to be “qualified” options.

Increase in charitable deduction for gifts of cash: The Act would raise the limit
on income tax deductions for contributions of cash to public charities from 50%
to 60% of the donor’s adjusted gross income.

0 Income tax deductibility limits for gifts of other types of assets and gifts
to private foundations would not be changed.

Elimination of certain education tax benefits: The Act would repeal the
Lifetime Learning Credit and the Hope Scholarship Credit, although it would
extend the American Opportunity Tax Credit. As mentioned, the Act would also
eliminate the deduction for payment of interest on student loans. It would also
eliminate the exclusions for interest on U.S. savings bonds used to pay higher
education expenses, certain tuition reduction programs, and employer tuition
reimbursements. On the other hand, discharge of student debt on death or
total disability would no longer be treated as taxable income.

Expanded uses for 529 Plans: Distributions from 529 plans would no longer be
limited to use for higher education. Rather, the Act would allow for 529 Plan
distributions for certain elementary and secondary school expenses as well as for
certain apprenticeship programs.

Phase out of itemized deductions is repealed: The Act would eliminate the
phase out of itemized deductions, which currently begins to apply at income
levels of $261,500 for individuals and $313,800 for married couples filing jointly.

Change in treatment of “pass through” businesses: The Act would change the
manner in which much of the income of limited liability companies, partnerships
and S-corporations is taxed. To the extent income from these businesses is
distributed to passive owners, it would now be taxed at a maximum rate of 25%
as opposed to at the marginal rate applicable to the owner.

0 For active owners, the 25% rate applies only to the portion of income
attributable to a return on capital investment in the business. The default
rule is that 30% of pass-through income would be taxed at this lower rate
but active owners could also apply the 25% rate to a larger portion of
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income by electing to use a formula based on the facts and
circumstances of the business and with an assumed rate of return.
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