KW Partners, LD

&—Mail: rjccpa@ usjapancpa.com
Tel: 201-541-8400
Fax: 201-541-8660

110 Charlotte Place
Englewood Cliffs, NJ 07632

Information on the basics of the new tax law

In effect for 2018

Federal Report, 2018 Edition

MARRIED COUPLE FILING JOINT RETURN (MFJ)

If taxable income is:

)| 53150001 528,178
: $é§po,000; S

MARR!FD FH I\G ':FPAR \TE (\Il‘b)
If taxable income is:

$200.000 ’j’fspa;oaﬁ».
$3oo ooo Eaitaa 0,0 20%:
3.8% Med1care Surth on hlvegtment Income

Net investment income may be subject to an additional 3.8% Medicare
tax. Tax exempt entities such as charities, traditional IRAs and Roth
IRAs will not be subject to the surtax. Net Investment Income includes
interest, dividends, capital gains, annuities, royalties and rents, and
passive income. Tt docs not include tax-exempt municipal bond interest
income or retirement-type income. The threshold is based on modified
adjusted grossincome (MAGI), not taxable income. The threshold is
$200,000 for Single filers, $250.000 for Married Filing Jointly filers,
$12,500 for trusts and estates. The 3.8% surcharge is the lesser of the
MAGI in excess of the threshold or the amount of net investment
income. For example:
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Health Cale Mdndate

The tax for being uninsured is typically the higher of two amounts, the
basic penalty or an income-based levy. For 2018, the basic penalty is

$695 a person ($347.50 for family members under age 18), with a ceiling
0f'$2,085. The income-based levy is 2.5% of houschold income over

the filing threshold, the income- based levy cannot exceed the cost ofa
“pronze level” exchange plan. Note the "Tax Cuts and Jobs Act" (H.R. 1)
repealed Health Care Mandate after 2018.

The Alternative Minimum Tax

The alternative minimum tax is a separately figured tax that eliminates many
deductions and credits used in computing the regular tax, thus increasing
AMT taxable income. The AMT has its own exemption amount and tax
rates. A taxpayer will pay the AMT in any tax year that the AMT calculation
results in a higher tax than that computed under the regular tax. The 2018
AMT exemptions are $109,400 for married taxpayers filing joint, $70,300
for single-filers, and $54,700 for married taxpayers filing separate.

Same-Sex Married Couples Filing Status
In2015, a landmark Supreme Court Case, Obergefell v. Hodges, same- sex
married couples are treated as married for federal tax purposes. Previously, same-sex
married couples were only treated as married provided the marriage was )
recognized in jurisdictions that authorize same-sex marriages. The 1 regulations
lssued by the [RS strengthen and clarify that same-sex couples can now marry in all
States and that all Stdtcs will recognize these marriages.



Reporting and Taxation of Long-Term Capital Gains and Qualified Dividend Income

The cost basis reporting regulations require reporting to the IRS the
adjusted cost basis for securities sold and to classify any gain or loss on the
salcas long-term or short-term on form 1099-B. The IRS regulations use
the term “covered security” to describe a security for which basis reporting
is required on form 1099-B. Covered sccuritics include:

+  Stocks purchased afler 2010,

«  Mutual fund and dividend reinvestment plan shares acquired after

2011,

+  Less complex fixed income and options, such as puts and calls

+  acquired afler 2013,

+  More complex fixed income acquired after 2015
Under current law, the maximum tax rate for long-term capital gains and
qualified dividends is 20% with certain exceptions for collectibles.

unrecaptured section 1250 (depreciation recapture) and section 1202 (gain).

The holding period for long-term capital gains and losses is more than one
year. The holding period begins on the day afier you purchase the property
and includes the day you dispose ofiit.

The Tax Mountain for MEJ
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*The Medicare surtax of 3.8% is based on AGI while capital gains and income tax brackets
are based upon taxable income. Additional 9% Medicare withholding is based on wages.

Taxation of Children (Kiddie Tax)

Special rules apply to the taxation of unearned income (such as interest
and dividends) of a child not filing a joint return regardless of whether
the child can be claimed as a dependent on a parents tax return.
Generally, the kiddie tax applies to a child if: (1) the child has not
reached the age of 19 by the close of the taxable year, or the child is
a full-time student under the age of 24, and either of the child’s
parents is alive at such time.

Generally, dividends paid by domestic corporations and certain foreign
corporations are qualified. Fora dividend to be qualified, the security
owncrs must have held the sceurity for a certain period oftime, among
other requirements.

Mutual funds, which buy and sell gold for their shareholders, exchange
traded funds (such as GLD and 1AU) and direct purchase of gold
bullion, are considered collectibles subject to the maximum collectible
capital gains tax rate of28%.

WASH SALE

In general, you have a wash sale if you sell stock at a loss, and buy
substantially identical securities within 30 days before or afler the sale.
The loss is disallowed and added back to the basis of the newly acquired
security. The cost basis reporting regulations require reporting to the IRS
any wash sale occurring in an accounton form 1099-B.

Tax Cuts and Jobs Act (P.L. 115-97) has made changes to the kiddie
tax rules. The provision simplifies the “kiddie tax” by effectively
applying ordinary and capital gains rates applicable to trusts and estates
to the net unearned income of a child. Thus, as under present law,
taxable income attributable to earned income is taxed according to
unmarried taxpayers’ brackets and rates. Taxable income attributable
to net unearned income is taxed according to the brackets applicable to
trusts and estates, with respect to both ordinary income and income
taxed at preferential rates. Thus, under the provision, the child’s tax is
unaffected by the tax situation of the child’s parent or the unearned
income of any siblings.

Income Taxation of Social Security Benefits

Up to 85 % of Social Sccurity benefits can be taxable. Social Security
benefits (including survivor and disability benefits) arcsubject to taxifa
taxpayer'’s Provisional Income (modified adjusted grossincome plus tax-
exempt interest income received or accrued, plus one-halfof annual
Social Security benefits) exceeds $25,000 ($32,000 for married taxpayers
filing joint returns). For more detailed information and computation
worksheets, sce IRS Pub. 915. Social Securily and Equivalent Railroad
Retirement Benefits.

Loss of Social Security Benefits Due to
Continued Work

Retirees who have not attained full retirementage (66 for those born
in 1943—1954) in 2018 may have eamings of$17,040 without loss
ofbenefits. “Earnings” is defined as wages, bonuses. commissions,
fecs from alltypes of work and net carnings from sclf-cmployment.
For those relirees, $1 in Social Security benefits is withheld for each
$2 of earnings in excess of $17,040 during 2018. If youreach full
retirement age during 2018, $1 is deducted from yourbenefits for
cach $3 you carn above $43,360 until the month yourcach full
retirement age. There is no limit on the earnings of relirecs who have
attained full retirementage.



Retirement Plan Contribution Limits for2018 |

*A higher contribution limit mayapply to 457 plan participants in the last three years before retirement.
*For self-employed, the limit is 20% of net camings afleran adjustment for self-employment tax, up lo a maximum contribution ol'$55,000
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*[fthe spouscs did not live together at any time during the year, their filing status is considered Single for purposes of IRA deductions.

Exemption and Deductions

 Standiivd Deduction

The "Tax Cuts and Jobs Act" (H.R. 1) repealed personal exemptions and increased the standard deductions for married and single. Individual
taxpayers will be required to file a tax return if their gross income for the taxable year is more than the standard deduction. For married taxpayers,
they will be required to file a tax return if their gross income, when combined with your spouse’s gross income, is more than the standard
deduction for a joint return, provided that the taxpayer and their spouse lived in the same home; their spouse does not file a separate tax return; and
neither the taxpayer nor their spouse is a dependent of another taxpayer who has income other than earned income in excess of $500 (indexed for
inflation).

*LTCG-Single: 0%-$38,600, 15%-$38,600-%425,800, 20% over $425,800. Married Filing Jointly: 0%-$77,200, 15%-$77,200-$479,000, 20% over $479,000.

Married Filing Separately: 0%-38,600, 15%-$38,600-$-5239,500, 20% over $239,500. Head of Household: 0%-$51,700, 15%-$51,700-$452,400, 20% over $452,400



Effect of Early Retirement on Social Security Benefits

Estate and Gift Taxes

The federal government levies a gift tax on the value of transfers taking place
during life and an estate tax on the value of transfers at death. The tax rate

on both types of transfers is the same. An individual can give away $15,000
annually to any number of people (including non-family members) without
incuming a gift tax. An individual can give away $11,200,000 over and above
the $15,000 annual gifl tax exclusion during the individual’s lifelime without
incurring a gifl tax, though the individual will have (o file a gift tax return.

The estate ofa decedent who is survived by a spouse can make a
portability election to permit the surviving spouse to apply the
decedent’s unused eslale exclusion amount.

In addition to any potential federal tax, some states impose their own
gift, estate and/or inheritance tax. These state tax provisions should not
be overlooked when an individual is planning his or her cstate.

BASIS OF GIFTED ASSETS

A donce’s basis for property acquired by giftis the same as the adjusted
basis in the hands of the donor. It the donor was required to pay gifttax,
the recipient’s basis is increased by the amount of gift tax paid that is
attributable to that gift. If the fair market valuc (FMV) at the datc of the
giftislower than the adjusted basis, then the basis for determining loss
is its fair market value on that date. It is possible that neither gain nor
loss will be realized if the donee sells the property.

For example: Stock with a $10,000 basis is gilted when the FMV on the
date of gift is $9,000. The stock is later sold for $9,500. There is neither
a gain nor loss, since the basis for determining gain is $10,000 and the
basis for determining loss is $9,000.

Ilthe fair market value of stock or other property that you plan (o giftis
less than your costbasis at the time of the gift, your best strategy might
be lo simply sell the slock and recognize a loss, which you can use to
offset other gains and then make the giftin cash.

Full retirement age for Sacial Sccurity purposes is age 66, but reduced
benefits can begin as carly as age 62, as shown in the table to the left.

For carly retirement purposes, a spousc is entitled to the higher of the
amount shown in this table or the benelit computed on the basis ol the
spousc’s own work record. In addition, a worker retiring afler full retirement
age is entitled to an additional benefit for each year worked between full
retirement age and age 70. The retirement age when unreduced benelits

are available is age 66 for workers born in 19431954, It isincreased by
two months a year for workers born in 19551959 and reaches age 67 for
workers born after 1959.
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BASIS OF INHERITED ASSETS
Generally. when you inherit properly or investments, your cost basis is
equal to the fair market value (FMV) of the property at the time of the
decedent’s death.

The altemate valuation date can only be used ifit lowers the estate tax.
The election is made by the estate. Your cost basis will be equal to the fair
market value ofthe property on the earlier of:

* 6 months after the date of death or

* The date that the property was disiributed to you.

2018 ESTATE AND TRUST INCOME TAX RATES
TRUST AND ESTATE UNDISTRIBUTED INCOMETAX RATES
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