
The opinions expressed in this newsletter 
are for general information only and are 
not intended to provide specific advice 
or recommendations for any individual. 
To determine whether any of these 
strategies are appropriate for you, consult 
with your Cetera Investment Services 
advisor or your attorney, accountant or 
tax advisor before taking any action. 
Neither Cetera Investment Services nor 
any of its representatives may give legal 
or tax advice. Investment theories are 
provided as information only and are not 
endorsed by Cetera Investment Services. 
The information in this newsletter is not 
an offer or a solicitation of an offer to buy 
or sell any security. Advisory services may 
only be offered by Investment Adviser 
Representatives in connection with an 
appropriate Cetera Investment Services 
Advisory Services Agreement and disclosure 
brochure as provided.

I’m thinking of starting my Social Security benefits this year, 
although I’m not yet 66, and I’m still working. What do I 
need to know?

Social Security is a retirement benefit, and if you are working, you are not 
really retired. That is the genesis of the “earnings test.” Until you reach your 
full retirement age, your Social Security benefits will be reduced in 2018 by 
one dollar for every two dollars that you earn in excess of $17,040. 

In the year that you reach full retirement age, the penalty is reduced to 
one dollar for every three in earnings over a much higher earnings limit, 
$43,360. Benefits paid during that year after your birthday are not reduced 
at all. Thus, there is a considerable incentive to delay retirement until you 
reach your full retirement age.

Note that “unearned” income does not count in this earnings test. You 
could have $100,000 of interest, dividend, and capital gain income and 
your Social Security benefits would not be reduced at all if you did not work 
for wages (but a portion of the benefits would be subject to the federal 
income tax).
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A first look at our new tax environment

Job one of last year’s 
tax reform effort 
was to modernize 
the U.S. approach to 
corporate taxation. 

Although average corporate tax 
payments were not out of line with the rest of 

the world, we had the highest marginal corporate tax rate 
at 39% (federal and average state tax). Major corporate 
decisions are made at the margin. The U.S. also taxed 
worldwide corporate income, while most other countries 

allow profits to be taxed where they are earned (a “territorial” 
approach). These two factors led to American companies holding large cash 
reserves overseas, and to some companies undergoing “inversions” to relocate 
their tax homes abroad.

The new tax law removes many of these disincentives, lowering the corporate 
tax rate to 21% and changing to territorial taxation. But it’s not all a free lunch 
for multinationals, because there will be a one-time tax on past foreign profit 
accumulations—a “deemed repatriation.” 

To give the economy a push, the new law temporarily provides for 100% 
first-year write-offs for new equipment investments. Will these changes have 
the desired effect? Economists are divided, but some of our trading partners 
already are complaining that this leveling of the playing field in international 
taxation will cause unfair disadvantages to them.

Individual perspective

Tax reform includes major changes to individual taxation as well. The rate table 
has been adjusted to lower taxes across the board, beginning in 2018. Three 
points to keep in mind:
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Tax changes

We don’t know anyone who predicted 
a year ago that the DJIA would gain 
5,000 points in 2017, setting repeated 
new records. Remarkable! Some 
of that gain must be attributed to 
investor anticipation of corporate tax 
changes, rate cuts leading to better 
after-tax profits. Those tax changes 
have now become law. 

The new law also includes many 
tax changes for individuals. These 
are the main subjects of this issue 
of QuarterNotes. We also cover IRA 
limits on page 3—if you haven’t yet 
made your 2017 IRA contribution, 
there is still time.
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for 2018? We are here to help.
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Tax planning . . . continued

Take control of your retirement savings

Rumors that tax reform might 
change the incentives for retirement 
savings turned out to be exaggerated. 
Taxpayers continue to have important 
choices for building their retirement 
capital on a tax-preferred basis. 

401(k), 401(b), and 457 plans

The amount that may be deferred into 
these plans grew to $18,500 for 2018, 
thanks to an inflation adjustment. 
Taxpayers who are age 50 and over 
are permitted an additional $6,000 
“catch-up” contribution, bringing the 
total to $24,500. 

Taking advantage of the maximum 
deferral would be great, but it can 
be a difficult proposition when other 
expenses are unavoidable. In general, 

one should defer at least as much as 
necessary to obtain the full employer 
match. The match is effectively 
an immediate 100% return on 
investment—the best deal possible.

Traditional IRAs

The 2018 contribution limit for IRAs 
is the same as for 2017, $5,500. The 
additional “catch-up” contribution is 
limited to $1,000 and is not indexed 
for inflation.

There is an income cap on the 
deduction for an IRA contribution,  
but it applies only when the taxpayer 
also is covered by an employer’s 
qualified retirement plan. The caps  
for 2017 and 2018 are shown in the 
table below.

Roth IRAs

The contribution limits for Roth 
IRAs, are the same as for traditional 
IRAs. With the Roth IRA, there is 
no deduction for the contribution, 
but distributions have the potential 
of being completely free of federal 
income tax. Higher-income taxpayers 
are not permitted to make Roth  
IRA contributions, as shown in the 
table below.

Contributions for the 2017 tax year 
may be made until you file your 
tax return for that year. You may 
also go ahead and make your 2018 
contribution immediately.

• Almost nothing has changed 
about the 2018 tax-filing season. 
Changes to deductions and tax 
rates took effect on January 1, 2018. 
(A taxpayer-favorable change for 
medical expenses is retroactive for 
2017.) Deductions that one may  
have been counting on last year 
remain available.

• New withholding tables are coming. 
Taxpayers won’t need to wait until 
filing their 2018 tax returns to feel 
the benefit of tax cuts that may be 
coming to them. Withholding from 
paychecks will be reduced to reflect 
the lower rates and enlarged standard 
deduction.

• Expiration 2026. All the individual 
tax changes are set to expire after 
2025 to meet budgetary constraints. 
The “Bush tax cuts” had a similar 
expiration date. The majority of 
those changes eventually were made 
permanent—only the taxes for the 
highest-bracket taxpayers reverted  
to prior law.

Disappearing deductions 

Most taxpayers do not itemize 
their deductions. Even fewer will be 
itemizing in the future, with a rough 
doubling of the standard deduction 
to $12,000 for singles, $24,000 for 
marrieds filing jointly, and $18,000 
for heads of households. Personal 
exemptions are gone for 2018, but 

that loss is offset by a doubling of the 
child tax credit to $2,000. Here is a 
rundown of the deductions allowed 
this year.

State and local taxes. A $10,000 cap 
on state and local taxes is causing 
heartburn in high-tax states. That  
will mean that a married taxpayer 
must have $14,000 in other 
deductions before itemizing will  
make economic sense. 

Note that the limit does not apply 
to Schedules C, E, or F. That means 
someone who owns rental property 
still may deduct all associated 
property taxes.

If you tried to prepay your 2018 
income taxes in 2017 to beat the new 
limits, it didn’t work. The final tax 
reform law prohibited that practice, 
though that limit appears not to apply 
to property taxes.

Home mortgage deduction. There 
will be a cap of $750,000 on the 
mortgage debt for which interest 
payments are deductible. Existing 
mortgages are not affected, only 
mortgages obtained after December 
15, 2017, are covered. The debt may 
be on up to two homes. However, 
the debt must be incurred to acquire, 
build, or substantially improve the 
home. Home equity loan interest will 
no longer be deductible.

Medical and dental expenses. 
This deduction actually has been 

expanded, as the floor for claiming 
the deduction has been lowered to 
7.5% of adjusted gross income. This 
change applies retroactively to the 
2017 tax year, as well as to 2018.

Charitable gifts. This deduction was 
also expanded, as the percentage 
limit on cash gifts was lifted from 
50% to 60% of AGI. There is a new 
limit on paying for seating rights 
to college sporting events—such 
payments won’t be deductible  
in 2018.

Nonprofits are concerned that 
donations may fall as fewer and 
fewer people itemize. That fear 
assumes that tax benefits have been 
a big motivator for many donors. 
Donors who are that focused on tax 
consequences may want to consider 
bunching their donations, doubling up 
on donations in one year and taking 
the standard deduction without 
making any donations in the  
second year. 

Casualty and theft losses. The 
general rule is no more deductions 
for casualty and theft losses. An 
exception is provided for losses from 
a federally declared disaster, such as 
a hurricane.

Job expenses, miscellaneous 
expenses subject to the 2% floor, and 
tax preparation services. These are 
no longer deductible.

Disappearing estate  
and gift taxes

The plan for getting rid of the federal 
estate and gift taxes fell short. The 
amount exempt from these taxes 
rose to $11.2 million on the first of 
the year ($10 million plus inflation 
adjustments.) Married couples 
potentially get $22.4 million worth of 
shelter from the federal transfer taxes 
if they both die in 2018. However, this 
expansion of the exemption expires 
after 2025, along with the rest of the 
individual tax changes.

Traditional IRA deduction limits

2017 phaseout range 2018 phaseout range

Singles $62,000 - $72,000 $63,000 - $73,000

Marrieds, contribution for covered spouse $99,000 - $119,000 $101,000 -$121,000

Marrieds, contribution for spouse with no coverage $186,000 - $196,000 $189,000 - $199,000

Married filing separately $0 - $10,000 $0 - $10,000
Source: IRS 2017-177

Roth IRA contribution limits
2017 phaseout range 2018 phaseout range

Singles $118,000 - $133,000 $120,000 - $135,000

Marrieds filing jointly $186,000 - $196,000 $189,000 - $199,000

Marrieds filing separately $0 - $10,000 $0 - $10,000
Source: IRS 2017-177

Most states already have repealed their 
estate or inheritance taxes, and this 
change will put further pressure on the 
remaining states to join the majority. 
All states except Connecticut already 
have repealed their gift taxes.

Implications for investors

How should investors react to 
tax reform? What should you be 
considering? How will your portfolio 
be affected? We don’t give tax advice, 

but we will be happy to be a sounding 
board for you to discuss the prospects 
for investments in 2018 in this new  
tax environment.  

2018 federal tax deductions

✔ Mortgage interest Limited to $750,000 of debt

✔ State and local taxes Capped at $10,000

✔ Medical expenses Amounts exceeding 7.5% of AGI

✔ Casualty loss Only for federal disaster areas

✔ Charitable gifts Fully deductible

Unreimbursed employee expenses No deduction

Tax preparation fees No deduction

Moving expenses No deduction

Other miscellaneous deductions No deduction
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