TANDEM
WEALTH
MANAGEMENT

MOVING FORWARD TOGETHER January 2018

Tax Reform - Observations and Potential Opportunities

Part of my role as your financial advisor is to stay current on changing legislation
such as the recently passed Tax Cuts and Job Act. My initial advice on tax reform is
to proceed slowly and not make any significant changes right away since there are a
lot of misconceptions about the final tax bill. While the Corporate Tax Rate is
reduced permanently from 35% to 21%, the individual tax reform is set to sunset or
go away at the end of 2025.

Below are my current observations on a few highlighted items from the act and
potential recommendations that we may consider together depending on your
Financial Plan.

Standard Deductions Increase

The standard deduction is increasing for individual and married filing jointly from
$6,500 and $13,000 respectively to $12,000 and $24,000. Most filers will now use
the standard deduction since you would only be able to itemize if your total
deductions are greater than these amounts. If you use the standard deduction, the
changes to the deductions noted below are no longer relevant. If you can still
itemize, you need to be aware of the following changes to the various deductions.

e All miscellaneous itemized deductions subject to the 2% floor are
suspended.

e Medical Deduction decreases from 10% of income to 7.5%.

o Mortgage interest remains for mortgages at $1,000,000 but is reduced for
new mortgages to $750,000.

e Home Equity Interest Deduction is eliminated while previously you were
able to deduct interest on loans up to $100,000.

o State and Local Taxes (SALT) which includes Property Tax is now limited to
$10,000 where it was previously unlimited.

20% Deduction for Small Business

Most sole proprietors and partners were previously taxed at their personal income
rates. Under the new plan, some of these entities will be able to deduct 20% of
"qualified business income" as long as their incomes do not exceed certain income
thresholds and other restrictions. This deduction could be significant if a business
owner qualifies. Any tax savings should be used to increase retirement savings
through 401(k) Plans, Simple IRA Plans, or SEP IRAs.

Personal Exemptions Eliminated

The act also eliminates the personal exemption of $4,150 per individual that further
reduced your taxable income. Qualified Charitable Donations (QCD) provide an
opportunity to lower your taxable income. If you donate to charity on a regular basis
and are older than 70 %, you can use a portion or all of your Required Minimum
Distribution (RMD) and send it directly to the charity of your choice to avoid having
the RMD treated as income and thereby reducing your tax bill. If you are still working




and believe you will be paying more taxes, you may consider increasing your pre-tax
deferral in your 401(k) Plan or contribute to a Traditional IRA.

Child Tax Credit Increases

The child tax credit increases from $1,000 per qualifying child to $2,000 and
increases the existing threshold to $200,000 for individual filers and $400,000 for
married filing jointly. This credit may be used in conjunction with the standard
deductions. Tax credits are more advantageous than deductions since they reduce
your actual tax bill versus your taxable income.

Tax Brackets Decrease

Previous Tax Rate  ||2018 Tax Rate |Single Married Filing Jointly
10% 10% S0 - $9,525 S0 - $19,050

15% 12% $9,526 - $38,700 $19,051-$77,400

25, 28% 22% $38,701 - 82,500 $77,401-$165,000
28,33% 24% $82,501 - $157,500 |1$165,001-$315,000
33% 32% $157,501 - $200,000 |(1$315,001-$400,000
33, 35, 39.6% 35% $200,001 - $500,000 |(15400,001-$600,000
39.6% 37% Over $500,000 Over $600,000

During your Financial Plan Review, we will look at the opportunities provided by the
Tax Cuts and Job Act and how they may positively affect your plan. If it is determined
that you will pay more taxes, you may want to consider increasing your pre-tax
deferrals. If you will pay fewer taxes, you may want to consider Roth IRA
contributions or Roth Conversions as a hedge against higher tax rates in the future.
Unless new legislation makes these changes permanent, many taxpayers will see a
tax increase beginning in 2026 when tax brackets and other reforms sunset.

Please keep in mind that no actual tax advice has been provided and any
recommendations should be reviewed and implemented in tandem with your tax
professional.
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