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Q3 (July–Sept.) Economic Update
The bull market seemed unstoppable in July, August and September.
Regardless of the quarter’s concerning
short-term events, investors quickly
looked beyond those risks and pushed
stock prices higher. In February 2018
the markets dipped roughly 10%, but
many major equity indexes moved to
all-time highs in Q3.
The Dow Jones Industrial Average
set an all-time high in September
and ended the quarter with an over
9% advance. The S&P 500 Index also
reached an all-time high in September
and finished the quarter with a gain
of more than 7%.
The S&P 500 posted a six-month
winning streak between April and

September. This is after recovering
from the correction seen in February
and March, and during a period that
included fears of a trade war. This
marks only the sixth time since
1928 that such a streak has taken
place between April and September,
according to Bespoke Investment
Group. Robust economic growth
and strong corporate earnings have
contributed to the rise in equity
markets. They have also offset
concerns of tighter U.S. monetary
policy and fears of a global trade
war. This current six-month winning
streak is the 27th highest overall
dating to 1928. (Source: CNBC.com 10/2018)
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Although equities are high and
investors should be cautious, much
of the economic data for the quarter
seemed reasonable. Currently, wage
growth is at its highest level since
2009. Retail sales showed growth of
over 7% this year and U.S. consumer
confidence hit its highest level since
2000. The U.S. unemployment rate
stood at 3.9% through August 2018
and approximately 201,000 jobs
were created in August. The monthly
average of initial jobless claims is at
the lowest level since 1969. Against
this strong growth backdrop, it’s not
surprising that U.S. equities have
delivered attractive returns. (Source: JP
Morgan 10/1/2018)

Zacks Research reported that
equity markets this quarter were
fueled by a strong performance
by U.S. corporations in the second
quarter of 2018. Impressive fundamentals of the U.S. economy, a strong
labor market, and the government’s
deregulation measures have enabled
investors to overcome trade related
concerns, geopolitical conflicts and
inflationary expectations. (Source:
NASDAQ.com 10/1/2018)

From a broad overall perspective,
the bull market that began in 2009
is now approaching ten years (the
second longest bull market ever). This
year, investors have already seen a
correction, but market historians site
that age does not kill a bull market.

Treasury yield has more than doubled
• Debt is often issued by corpoto more than 3%.
rations to buy back stock and
The Fed continues to project three
pay dividends. Advancing rates
rate increases next year and one
reduce a company’s return on
more in 2020. This would bring rates
investment on those buybacks.
into what is considered restrictive
territory—more than enough to slow IN TER EST R ATES & P/E RATIOS
the economy.
According to some analysts and
The bond market seems to be priced
advisors, higher than historical
as if more rate hikes are coming. The
price-earnings (P/E) ratios were once
yield on the 10-year Treasury note has justified by low interest rates. In
risen slowly but steadily.
December 2015, when the Federal
Rising interest rates could affect
Reserve began its current round of
the private sector by:
rate hikes, the P/E ratio stood at 16.0
• Rising mortgage rates and higher (according to FactSet, when calcumortgage payments reduce home lated on earnings estimates over the
affordability and turnover.
subsequent 12 months). Today, the
• Slowing home sales and reduced
comparable P/E stands at 17.5.
re-financings hurt spending on
On September 25, Nobel Prize
renovations and remodeling.
winner and legendary Yale Professor,
• Rising interest rates hurt auto
Robert Shiller, stated on CNBC that,
affordability and sales.
“earnings are volatile.” He cautioned
• Variable rate consumer, mortthat a bear market could come
gage, and corporate loans are
without warning. Shiller said, “The
hurt by climbing interest rates.
market could go up for years. I’m not
• Corporate capital spending is
very able to predict turning points.
partially dependent on borrowI do think it’s risky now. This is a
ings, so higher borrowing costs
risky time, especially investing in the
could lead to lower capital
U.S.—the most expensive country in
spending.
the world.”
• Rising interest rates could
A big question for investors is, if
impede corporate profit margins, low interest rates justified higher P/E
overall profits, and earnings per
ratios, as the bulls have argued for
share.
much of the last decade, consistency

I N T E RE ST R AT E S A R E ST I L L I N
T H E SP OT L I G HT

On September 26, 2018, the Federal
Reserve raised interest rates for the
third time this year and signaled it
will raise rates again in December.
Rates are now at their highest level
since the fall of 2008. The Federal
Reserve’s recent interest-rate hike
was the eighth increase since the end
of 2015. Over nearly three years, the
fed funds rate has risen from 0.25% to
its current range of 2–2.25%. During
this same time frame, the ten-year
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would require them to argue that with
interest rates rising, P/Es should now
be lower. A landmark finding in an
older issue of The Journal of Portfolio
Management states, the “obvious”
conclusion to draw is that “when
P/Es are high (low), forecasted 10+
year real stock returns are low (high),
regardless of starting interest rates.”
As interest rates move, we will need
to carefully watch corporate earnings
to monitor how they are performing.
TARI F F S

A big and obvious near-term risk to
the global economy is the potential
for a further escalation in trade tariffs
emanating from the U.S., and the

subsequent retaliation. As of the end
of Q3, the U.S. was imposing tariffs
on about $250 billion of imports
from China, and China retaliated
with tariffs on about $110 billion of
U.S. exports to China. The current
tariff rate on all of China’s exports to
the U.S. is scheduled to increase in
January if a deal cannot be reached.
Trade negotiations also had
good news in Q3. A new deal to
replace the North American Free
Trade Agreement (NAFTA) was
signed. Tariffs and trade issues could
affect equities, so investors need to
continue to monitor them. (Source:

K EY TAK EAWAYS
99 Equity markets made new highs
this quarter
99 The bull market is now almost ten
years old
99 The Fed raised U.S. fed fund rates
to 2–2.25% in September and
is expected to raise rates again
before the end of 2018
99 Based on historic P/E ratios,
equities look expensive
99 Market volatility has returned and
investors should continue to be
cautious
99 New tariff law to replace NAFTA

JPMorgan 10/1/2018)

October: One of the Worst Months in Nearly a
Decade and It Came Without Warning
Market Volatility: What Does It Mean for You?
While 2017 proved to be a very
healthy and non-volatile year on Wall
Street, volatility returned in 2018 and
the recent stock market fluctuations
have created a roller coaster ride that
has attracted the media.
Market observers noted that by
April, for 2018, the S&P had moved at
least 1% about 40% of the time. That
is the most moves of 1% since 2009.
(Source: cnbc.com 4/11/2018)

Some driving factors in volatility’s
strong comeback in 2018 include:
• Rising interest rates
• Inflation
• Geopolitical uncertainty and global
trade issues (including tariffs)
Although they can test your nerves,
market pullbacks and corrections are
a normal part of the investing cycle.
Historically, a market correction (10%

TOLL-FREE 877.3 5 2.94 90

MAG NITUDE OF MAR KET FALL

HISTOR ICAL FR EQUENCY

-5% or more

Three times per year

-10% or more

Once per year

-15% or more

Once every 2 years

-20% or more

Once every 3.5 years
Source: NASDAQ.com

decline) happens approximately once
per year. A 5% pullback happens about
three times per year.
FA L L VO L ATIL ITY: THR EE O F
T H E WO R ST CAS ES IN HISTO RY

It may be helpful to put the recent
media-grabbing falls into perspective.
While most experts are saying it is
very unlikely that the fall of 2018 will
produce a crash in the equity markets,

some of the most dramatic equity
drops of all time occurred during fall.
Black Tuesday 1929
The stock market crash of Oct. 29,
1929, marked the start of the Great
Depression and sparked America’s
most famous bear market. The S&P
500 fell 86 percent in less than three
years and did not regain its previous
peak until 1954.
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Black Monday 1987
The S&P 500 lost almost 30% during
39 trading days in 1987. However, in
just one day, on Monday, October
19, 1987, the Dow Jones Industrial
Average (DJIA) lost 23%, the worst
day since the Panic of 1914. This
bear market was short (compared to
others) and long-term investors were
rewarded with an 845.2% return over
the next 13 years.
September 29, 2008
The DJIA fell 777.68 points. Up until
this year when the DJIA closed down
1,175 points on February 5, 2018, it
was the largest point drop in history.
This was predicated by major news
like Lehman Brothers declaring
bankruptcy and the Fed announcing
bailouts. The fourth quarter of 2008
also had additional large one-day
points drops, including 678.91 on
October 9, 733.08 on October 15, and
679.5 on December 1. (Sources: NBCnews.
com 9/28/2018; The Motley Fool 3/26/18; the
balance.com 9/8/18; businesesinsider.com 2/5/18)

When you analyze these declines,
they are smaller when framed in
percentage terms. In fact, the notable
day on Friday, February 2 became
more noteworthy with Monday’s
consecutive decline. Friday’s 666
point decline in the Dow Jones
Industrial Average was the sixth
largest drop ever (it became the
seventh after Monday’s drop).
Of course, that historical move was
in point terms. In percentage terms,
the 2.54% drop was just the 538th
largest one-day decline at that time.
Monday’s drop was far greater than
Friday’s, so it can be helpful to put
Monday’s move and the two-day meltdown for the Dow Jones Industrial
average in a historical context. To
do that you can reach back to equity
market movements since 1900.
The top table from Seeking Alpha
shares the ten largest point drops in
the Dow Jones Industrial Average
since 1900. The combined sell off

4
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DOW JONES INDUSTR IAL AVER AGE (DJIA)
LAR GEST P OINT D R OP S S INCE 1900

1.

February 5, 2018

(1,175)

-4.60%

2.

September 29, 2008

(778)

-6.98%

3.

October 15, 2008

(733)

-7.87%

4.

September 17, 2001

(685)

-7.13%

5.

December 1, 2008

(680)

-7.70%

6.

October 9, 2008

(679)

-7.33%

7.

February 2, 2018

(666)

-2.54%

8.

August 8, 2011

(635)

-5.55%

9.

April 14, 2000

(618)

-5.66%

10.

June 24, 2016

(610)

-3.39%

Source: seekingalpha.com

DOW JONES INDUSTR IAL AVER AGE (DJIA)
LAR GEST P ER CENTAGE D R OP S S INCE 1900

1.

October 19,1987

(508)

-22.61%

2.

December 14, 1914

(15)

-20.53%

3.

October 28, 1929

(41)

-13.47%

4.

October 29, 1929

(31)

-11.73%

5.

October 5, 1931

(10)

-10.73%

6.

November 6, 1929

(26)

-9.92%

7.

August 12, 1932

(6)

-8.40%

8.

March 14, 1907

(7)

-8.29%

9.

January 4, 1932

(6)

-8.10%

10.

October 26, 1987

(157)

-8.04%

108.

February 5, 2018

(1,175)

-4.60%

539.

February 2, 2018

(666)

-2.54%

Source: seekingalpha.com

of over 1,800 points is obviously
historic. However, when you look at
these movements from a percentage
standpoint, they tell a concerning, but
perhaps different, story. In percentage
terms, those two trading sessions were
far from top percentage declines on
the Dow Jones Industrial Average.

The bottom table shares the largest
percentage declines since 1900, and
also adds those two sessions. While
February 5 created the largest move
in point terms, it was just the 108th
largest single day decline in the
118-year dataset.
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SAVVY T I P S F O R I N V E STO R S

The current market volatility is
uncomfortable, but it’s not unusual or
unexpected. Markets rise and retreat.
While we can’t control what happens
in Washington, on Wall Street, or
on Main Street, we can control how
we prepare for and respond to the
resulting gyrations. Thoughtful
goal identification, sound financial
planning, disciplined investment
management, and responsive client
service are things we can control.
Investors who succeed do so long-term
by sticking to their plan, especially
when markets are dicey. Let’s recap
key points that can help keep you
grounded during turbulent times.
Tune Out Media Magnification
Please do not react to the media
magnification of these market moves.
With easy access to information
through a multitude of news sources
and media outlets, you may be
influenced by potentially misleading
information and actions. We recommend that you focus on executing an
investing strategy that is most appropriate for your situation. Adhering
to a long-term investment plan often
requires taking the news with a grain
of salt and putting the impromptu
advice of others on the back burner.
It can be difficult to make rational
investment decisions when the
markets are fluctuating. During these
times, it is prudent to resist the
temptation of watching news reports
and obsessively watching portfolio
performance. Sometimes, the more
information you have, the more likely
you are to make a decision that deviates from your long-term strategy.
Consider These Three Questions
Should the markets experience
unnerving fluctuations, ask yourself:
1. Have my financial timelines
changed?
2. Have my financial goals changed?
3. Has my risk tolerance changed?
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Part of our regularly scheduled
review process is to understand your
financial situation and goals and to
make sure you have the right mix
of assets. But, if you answered “yes”
to any of these questions, or if you
have any questions or concerns that
you’d like to discuss before your next
review, please call us.
Think with Your Head, Not Your
Emotions
Too often emotion, not logic, rules on
investing habits. As we have discussed
in prior reports, it is imperative that
investors remain unemotional. We
believe in having a good, long-term
plan, and then sticking to it through
the peaks and valleys that have always
been a part of financial markets.
Our investment management
process is about consistently making
good decisions over time. Sometimes
over the short-term, good decisions
don’t produce desired results. Even
if your time horizons are long, you
may see short-term movements in
your portfolios in the fourth quarter.
But, we maintain our “proceed with
caution” approach that has paid off
over full market cycles.
Sometimes the most difficult thing
to do in investing is nothing at all.
Nobel Laureate Daniel Kahneman,
considered the father of behavioral
economics, suggests that, “we would
be better investors if we just made
fewer decisions.”

Seek the Help of a Professional
No one can predict the future, and
past performance is no assurance
of any financial return. However,
a skilled financial advisor can help
make your journey easier. Our goal is
to understand our clients’ needs and
then try to create a plan to address
those needs. If you have any questions or would like to discuss your
investment strategy, please call us.

FAL L VO L ATIL ITY
Stocks are at all-time highs, but
historically, fall can be a bumpy ride
for investors. A long-range study from
1928 to 2017 found that October
and November are historically the
months of the year with the biggest
share of 1% day moves (up or down)
in the S&P 500, with October having
a decisive 1.3% lead over November.
The good news from this study is
that when the S&P 500 has gains in
August and September, it historically
has rallied through the end of the
fourth quarter for a 2% average gain.
“Whenever the S&P 500 has
been up in August and September,
two months that are usually very
challenging for stocks, the S&P 500
has risen in price 13 of 16 times, or
81% of the time, for the remainder
of the year,” said Sam Stovall, chief
investment strategist at CFRA.
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New Tax Law Planning
The Tax Cuts and Jobs Act (TCJA) of
2017 is the most significant alteration
to the tax code in 30 years and will
impact nearly every taxpayer in 2018.
In 2017, there were seven tax
brackets ranging from 10% to 39.6%
and 0% to 20% brackets on capital
gains. For 2018, there will continue
to be seven tax brackets but with
lower rates ranging from 10% to 37%.
For capital gains, there will still be
0% to 20% brackets, but coming in at
different points.

Here are some other ways the new
tax laws may affect you:
• Tax rates will likely drop by 2–4%.
• Four out of five taxpayers can
expect a tax reduction with an
estimated average savings of
$1,600.
• The highest tax bracket will be
lowered from 39.6% to 37%.
• Higher income earners will see
more of a reduction than lower
earners. (Sources: Tax Cuts and Jobs Act;
IRS-Rev. Proc. 2017-58; Tax Policy Center)

TC JA HIGHL IGHTS

FEDERA L I N COME TAX B RACK E TS (SIN G LE )
2017

Key policy highlights that could
impact most investors:

2 018

10%

$0–$9,525

10%

$0–$9,525

15%

$9,526–$38,700

12%

$9,526–$38,700

25%

$38,701–$93,700

22%

$38,701–$$82,500

28%

$93,701–$195,450

24%

$82,501–$157,500

33%

$195,451–$424,950

32%

$157,501–$20,000

35%

$424,951–$426,700

35%

$200,001–$500,000

39.6%

Over $426,700

37%

Over $500,000

FEDERA L I N COME TAX B RACK E TS (MARR I E D F I LI N G J O I N T LY)
2017

2 018

10%

$0–$19,050

10%

$0–$19,050

15%

$19,051–$77,400

12%

$19,051–$77,400

25%

$77,401–$156,150

22%

$77,401–$165,000

28%

$156,151–$237,950

24%

$165,001–$315,000

33%

$237,951–$424,950

32%

$315,011–$400,000

35%

$424,951–$480,050

35%

$400,001–$600,000

39.6%

Over $480,050

37%

Over $600,000

99 Kept seven tax brackets, but
reduced the rates
99 Increased standard deductions
and eliminated others
99 Created state and local tax (SALT)
limitations
99 Doubled the Child Tax Credit
and changed a range of family
tax issues on children, schooling,
marriage, retirement, and estate
planning
99 Mortgage interest rate deductions
available for new mortgages
decreased
99 Alternative Minimum Tax (AMT)
increased
99 Medical expense deductions were
modified
99 Eliminated the Affordable Care
Act’s individual mandate penalty tax
99 Lowered corporate tax rates;
businesses and small business
owners face several rule changes
99 Pass-through income will be taxed
differently
99 Estate taxes remained but
exemption levels doubled
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COM PARI SON O F M A R R I E D
FI L I N G J OI N T LY R AT E S

The table to the right shows a quick
comparison of the pre-tax bill rates
that were scheduled versus the new
tax rates after the TCJA.
As you can see, most rates are down,
with the lower brackets and the
$237,951 to $315,000 range being the
big winners rate-wise.
Not taking the use of deductions
into account, taxes paid on income
should go down for most people.
Be sure you’re
having the right
TAX P LANNING
amount withheld, STRATE GY
To be sure you’re
especially if you
having the right
purposefully
amount withheld,
plan for a rebate
use the withholding
each year. The
calculator at irs.gov.
IRS believes that
further changes
will be made to the tables for 2019.
Per Notice 1036, the IRS will be
updating the withholding calculator
to help taxpayers determine their
withholdings. The calculator should
be ready by the end of February and
can be found at irs.gov. Taxpayers
are encouraged to use the calculator
to adjust their withholding once it
is released. 90% of taxpayers will
see more money in their paychecks
in February. (Source: IRS Press Release
IR-2018-05)

EX E M P T I ON S & D E D U C T I O N S

New tax tables reflect the repeal of
personal exemptions, changes in
tax brackets, and the increase in the
standard deduction.
According to the Tax Foundation,
68.5% of households took a standard
deduction in 2016. In 2018, it is
predicted that over 90% of Americans
will be taking the higher standard
deduction, according to the Treasury
Department. According to Kiplinger’s,
38 million of the 45 million taxpayers
“would be better off” with taking the
higher standard deduction, rather
than itemizing.
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MARRIE D F I LI N G J O I N T LY R AT E S
INC O ME R ANGE

SCHEDULED 20 18 R ATE

TCJA R AT E

$1–$19,050

10%

10%

$19,051–$77,400

15%

12%

$77,401–$156,150

25%

22%

$156,150–$165,000

28%

22%

$165,001–$237,950

28%

24%

$237,951–$315,000

33%

24%

$315,001–$400,000

33%

32%

$400,001–$424,950

33%

35%

$424,951–$480,050

35%

35%

$480,051–$600,000

39.6%

35%

Over $600,000

39.6%

37%

STAN DA R D DE D U C T I O N S
FILING STATUS

20 17

201 8

$6,350

$12,000

$12,700

$24,000

Married Filing Separately

$6,350

$12,000

Head of Household

$9,350

$18,000

Single
Married Filing Jointly or Qualifying Widows and Widowers

The additional standard
TAX PLANNING
deduction for
STR ATEGY
Take the standard
taxpayers 65 and
older still applies. deduction one year
and then itemize
The new tax
your “bunched”
law eliminates
deductions for the
the personal
next year.
exemption
of $4,050, which means the large
increase in the standard deduction
won’t be that large for some families.
New deduction amounts will sunset
in 2025. (Sources: U.S. Treasury; the Tax
Foundation, Tax Cuts and Jobs Act of 2017; IRS-Rev.
Proc. 2017-58; IRS Schedule A (Form 1040))

Exemptions
Most exempetions were completely
repealed at the end of 2017 and were

instead consolidated into the standard deduction.
The Child Tax Credit was expanded
and a new family tax credit was
designed to offset the loss for families.
Itemized Miscellaneous
Deductions
You will no longer be able to deduct
moving expenses, home office
expenses, investment fees, tax preparation fees, professional dues, or casualty
loss (in most instances). (Sources: Tax Cuts
and Jobs Act; IRS-Rev. Proc. 2017-58)

Mortgage Interest Deduction
The mortgage interest rate deduction was reduced from $1 million to
$750,000 (or $375,000 for married
filing separately). Existing loans will
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be grandfathered up to the original
amount but not to exceed $1 million.
Home equity loans are no longer
deductible, unless used in connection
with home acquisition or improvement. Sources: Forbes, Realtors Predict Tax Bill
Will Cause Housing Prices to Drop in Every State,
December 2017, The Tax Foundation, “2018 Facts
and Figures, Tax Cuts and Jobs Act”)

Medical Expenses
Medical expense tax deductions
were expanded for 2017 and 2018 by
setting the deduction threshold to
7.5% of AGI for all taxpayers.
In 2019, the
floor increases
TAX P LANNING
back to 10%
STRATE GY
Incur medical and
of AGI before
dental
expenses
medical expenses
before the end of
can be deducted.
the year for lower
If possible, incur
deductions.
elective medical
and dental
expenses before December 31, 2018
while the lower limitation applies.
(Sources: Tax Cuts and Jobs Act; IRS-Rev. Proc.
2017-58, Tax Cuts and Jobs Act; IRS Publication 502)

Donations to Charitable
Organizations
Cash contributions to public charities
are deductible up to 60% of AGI (from
50%). Here are some strategies for
increasing your deductions:
• Contribute highly appreciated
securities to charities.

8
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• Consider contributing to a
donor-advised fund.
• Consider a Qualified Charitable
Distribution (QCD).
Please seek tax and legal advice
when exploring these strategies. If
you are considering donating to a
QCD, here are some important points
to remember:
• Contributions are limited to the
amount that is taxed as ordinary
income.
• Funds must come out of the
IRA by the Required Minimum
Distribution (RMD) deadline.
• The annual limit on QCDs from
all IRAs cannot exceed $100,000
per individual.
While Roth IRAs do not require
RMDs, a QCD may be taken from a
Roth IRA under certain conditions.
Only earnings on a Roth can be used
to satisfy a QCD that have not been
in the Roth for five years. (Sources: Tax

Alternative Minimum Tax
The increased standard deduction
means many households won’t
itemize deductions and won’t get hit
with the Alternative Minimum Tax
(AMT). That may mean more money
in pockets of high earners. And those
who still owe AMT may end up owing
less than previous years.
If you’re hit with AMT, you will
pay your regular lower tax plus the
AMT difference. In the past, that has
applied to a lot of people. But now
you’re less likely to pay the alternative minimum tax.
Incentive
stock options
TAX PL A N N I N G
may trigger AMT STR AT EGY
liability, but exer- Exercise options
over different tax to
cising options
help avoid AMT.
over a series
of different tax
years may help. Seek advice from a
tax professional. (Sources: IRS Topic Number

Cuts and Jobs Act; Tax Policy Center T170336; IRS
Publication 526)

556, Tax Cuts and Jobs Act; IRS-Rev. Proc. 2017-58,
The Tax Foundation)

ALT E R N AT I V E M I N I M U M TA X
INCOME R ANGE

Single or Head of Household
Single or Head of Household (Beginning of Phaseout)
Married Filing Jointly
Married Filing Jointly (Beginning of Phaseout)

20 17

201 8

$54,300

$70,300

$120,700

$500,000

$84,500

$109,400

$160,900

$1,000,000
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CH I L D & FAM I LY TA X C R E D I TS

Child & Family Tax Credits Double
The credit won’t phase out until a
single filer’s income is $200,000 or
$400,000 for married couples filing
jointly. (Source: Tax Cuts and Jobs Act)
Maximize After-Tax Returns
Higher tax bracket payers could
deduct their retirement account
investment fees from their retirement
accounts, essentially paying the fees
with cheaper pre-tax dollars, potentially saving money.
You may also
consider mutual
TAX P LANNING
funds* as they
STRATE GY
Investing in mutual
can provide a
funds
can provide a
tax advantage
tax advantage.
because fees are
netted against
the fund’s taxable income, but always
consider after-tax benefits.
Be sure to consult a professional
tax advisor regarding your specific
situation.
Education Provisions
With Section 529 plans, distributions
of up to $10,000 may be used for
“qualified expenses” for elementary
school and high school.
Forgiveness of student loan debt
will not be taxable income to the
student on account of the student’s
death or total disability.
As with other investments, there
are generally fees and expenses
associated with participation in a 529
plan. There is also a risk that these
plans may lose money or not perform
well enough to cover college costs as
anticipated.
Most states offer their own 529
programs, which may provide advantages and benefits exclusively for

CHIL D & FA M I LY TA X C R E D I TS

Credit for Children

20 17

201 8

$1,000

$2,000

$0

$500

$110,000

$400,000

$1,000

$1,400

Credit for Other Family Members
Beginning of Phaseout
Refundable Amount (Credit for Children Only)

their residents. The tax implications
can vary significantly from state to
state. (Source: Tax Cuts and Jobs Act; IRS
Newsroom, “529 Plans”)

Taxes & Home Ownership
Since the modern introduction of the
federal income tax in 1913, national,
state, county, school, and municipal
taxes could be deducted to avoid
being taxed twice on the same income
and to promote home ownership.
In 2017, the deductible was unlimited, but in 2018 it is limited to
$10,000 for all state, local, property,
and sales taxes.
Divorce
For divorces after 2018, alimony is no
longer a deductible expense for the
payer, nor is it considered income
to the payee. Previously, both were
allowed.
Before finalizing, be sure
TAX PLANNING
to review the
STR ATEGY
Review the full cost
full cost of your
of
your divorce
divorce. Ensure
before finalizing.
your divorce
attorney or
mediator understands the new tax
treatment for alimony, consider property settlements in lieu of alimony,
and seek advice from a tax professional. (Sources: Tax Cuts and Jobs Act; IRS

HEALTH CAR E MAN DATE

The tax bill removed the individual
mandate by eliminating the penalty
for not having coverage. This goes
into effect January 1, 2019.
C HAN GES FO R B US IN ESS
EN TITIES

Corporate tax rates went from a scale
of 15 to 35% to a 21% flat tax rate.
The U.S. has had some of the
highest corporate taxes in the world.
Now, corporate taxes will be the
lowest since 1939. The belief is that
lower taxes could spur increased business investment.
Corporate income over $10 million
was previously taxed at the marginal
rate of 35%, but will now be taxed at
21%. In truth, the effective tax rate
was much lower than 35% according
to Goldman Sachs.
C O R PO R AT E TA X R AT E S
TAXABLE INCOME

20 17

201 8

$0–$50,000

15%

21%

$50,001–$75,000

25%

21%

$75,001–$10,000,00

34%

21%

Over $10,000,000

35%

21%

Publication 1819)

*Investing in mutual funds is subject to risk and loss of principal. There is no assurance or certainty that any investment strategy will be successful in meeting its
objectives.
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Corporate AMT
The corporate AMT has been eliminated and the changes are permanent.
Previously, the corporate AMT was
20%. This is another incentive that
makes the U.S. more attractive for
foreign companies to invest.
Multinational companies, such
as Nike or Microsoft, were taxed
on their foreign income when they
brought profits to the U.S. As a result,
those companies wouldn’t bring that
income to the U.S., but would invest
the funds internationally. Because of
the new act, those companies won’t
be taxed on foreign profit and may
investment more heavily in the U.S.
New Business Pass-Through Rate
A pass-through is when individual
business owners pay taxes on their
firm’s income on their personal
income tax return. Roughly 92% of
private businesses in the U.S. are
organized as pass-throughs. This
includes sole proprietorships, partnerships, limited liability companies,
and S corporations.
Prior to the new tax law, small
business owners usually paid taxes
based on their individual tax rates up
to 39.6%. Now, owners will be allowed
to take a 20% deduction for qualified
business income (QBI) and these individuals will only be taxed on 80% of
their pass-through income. Combined
with the new 37% top individual rate,
the top tax rate for eligible passthrough business income is 29.6%.
Most small businesses will see at least
modest relief from their taxes.

This provision has many complications incuding a phase-out starting
at $157,500 (single) and $315,000–
$415,000 (married filing jointly) of
taxable income.
The deduction phases out for highly
compensated professionals, such as
dentists, lawyers, and investment
managers, beginning at incomes of
$157,500 for singles and $315,000 for
joint filers. The deduction is unavailable when total income reaches
$207,500 or $415,000 for single filers
or married filing jointly, respectively.
A couple with a small business that
has less than $315,000 of total income
could pay $20,000 less in taxes.
Owners of service-based businesses,
such as law or dental practices, are
not eligible for the tax break above
the income phase out limits. Owners
of engineering, architectural, and real
estate firms are excluded from this
provision. Non-service firms can still
get the exclusion, but the amount of
the exclusion may be less than 20%
depending on more limits.
This deduction will end after 2025.
If you have a pass-through corporation, we encourage you to see a CPA
for specific details. (Sources: Tax Cuts
and Jobs Act; IRS-Rev. Proc. 2017-58, The Tax
Foundation, “2018 Facts and Figures”)

Depreciation for Small Businesses
Changes to bonus deprecation and
Section 179 give businesses more
options for expensing property and
equipment. The cap on expensing
business assets will rise from
$500,000 to $1 million.

Businesses should be asking themselves, “What business equipment
purchases or business improvements are we contemplating that
could now receive a more generous
depreciation?”
Seek accounting and legal advice for
this one. (Source: Tax Cuts and Jobs Act)
ESTATE PLANNING & GST TAXES

The House GOP legislation proposed
a total repeal of estate taxes. While
the tax act does not quite go that
far, it does double the unified estate
and gift tax exemption amounts
from their current levels, which
raises the scheduled 2018 exemption
of $5.6 million into an $11.2 million
individual estate tax exemption
and a $22.4 million exemption for
married couples if you pass away after
December 31, 2017.
But it wasn’t that long ago that
people with estates under $1 million
had to worry about the estate tax. So
wills and trusts may have formula
clauses tied to the amount of the
exclusion, which could now result
in unintended estate dispositions.
Many of these estate plans should be
reviewed in light of the tax act.
Step-up in basis remains, as does
the top 40% tax rate on gifts and
estates, as well as the existing rules
on generation skipping taxes.
Federal estate tax is not the only
reason for estate planning. State taxes
apply in many situations. There are
family circumstances to consider in
determining how much to leave beneficiaries and in what manner. Trusts

ESTATE & GST TAX E S
99 Doubles the basic exclusion
amount and GST exemption
99 Retains the form 1014(a) basis
adjustment (“step-up”)
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are important to control the disposition of assets even if estate taxes are
no longer a factor. For people under
$22.4 million of assets, which is most
of them (99.92%), it is still important
that their estates are distributed to the
right beneficiaries, the right way. This
higher exemption amount will sunset
December 31, 2025 and return to the
current amount. (Sources: Tax Cuts and Jobs
Act; IRS-Rev. Proc. 2017-58)

Re-examine Wills, Trusts, &
Estate Plans
Only eight per 10,000 estates are
expected to owe tax. Check your wills
and trusts with your estate planning attorney to ensure formulas
still applicable. Some estates under
exemption levels may no longer need
life insurance policies to pay federal
estate taxes.
Remember, you may still owe
state-level estate taxes. Does your will
protect your spouse and children with
a flexible trust? Are your aging relatives protected with a robust revocable
trust? While many people like simple
wills, a simplified document may not
cover all your needs or have the flexibility to address evolving laws.
You may have signed a will many
years ago when the exemption
amount was significantly lower.
Because Congress has changed the

TOLL-FREE 877.3 5 2.94 90

estate tax many times, it’s worth
reviewing your documents.
Roth Conversions Got Trickier
Roth IRAs are a retirement account
for post-tax income up to a specified
amount each year. All withdrawals
after 59 ½ are tax-free if the five-year
holding period has passed. Unlike
IRAs, there is no Required Minimum
Distribution (RMD) for Roth IRAs.
A Roth can be a very powerful tool
to help save for retirement. In fact,
now more than ever may be a good
time to convert your pre-tax dollars
in your traditional IRA to a Roth IRA,
since your tax bracket may have fallen
due to the change in income brackets.
Roth recharacterization can not be
used to unwind a Roth conversion
you cannot change the Roth back to
an IRA. Ever. Once it is converted,
there are no more do-overs, which is
why you’ll likely want to do conversions in October or later.
Still, Roths remain a great retirement planning tool. Making smaller
conversions over different tax years
may eliminate doing a large conversion in one year and the possible
difficulties connected with tight cash
flow near the tax filing date, or if the
market pulls back, decreasing the
value of the account. Roth IRAs are
still an attractive retirement account

AD D ITIO N AL TAX
P L AN N IN G STR ATEGIES
99 Maximize retirement plan
contributions
99 Tax loss or gains harvesting
99 Tax-exempt strategies
99 Tax-advantaged strategies

for many reasons, including the
ability to take qualified tax-free withdrawals and the availability to make
contributions at any age, as long as
you have earned income. In addition, a taxpayer can avoid Required
Minimum Distributions (RMDs) with
a Roth IRA, which is a huge benefit.
With the new conversion
restriction:
• Consider smaller conversions
over several tax years
• Consider future cash flow carefully and your ability to pay the
tax bill when it comes due
• Consider the potential for
market slide when deciding
whether to convert
• Consider timing the conversion
for later in the year.
• Seek advice from tax and investment professionals
(Sources: IRS Publication 590-A; IRS Notice
2017-64)
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C ON TACT U S

224 N Phillips Ave, Ste 200
Sioux Falls, SD 57104
P 605.357.8553 • F 605.357.9285

WE R EVIEW C HAN GES WITH
O UR C L IEN TS FR EQ UEN TLY

One of our main focuses as a
financial advisory practice is to review
changes for our clients on an ongoing
basis.
Considering the economy and
markets isn’t enough. As your
wealth manager, we also need to
understand how your lives may
be changing. Perhaps, one of your
children is marrying or a new grandchild is on the way. Maybe an illness
or a death has changed your family’s circumstances. Maybe you’ve
decided to pursue a new career or
start a business. No matter what is
happening—big changes or small
ones—these events play an important
role in your finances and the strategies we pursue to help you make the
most of your money. So, please, let

us know what’s changing in your life.
It’s one reason coming in and sitting
down with your advisor for a review
at least annually is so important.
Regarding the new tax law:
• Seek professional help from your
financial advisor and tax advisor
— for our clients tax planning is
part of our regular reviews and
we’ve been especially diligent
during this past year.
• Ensure that you understand how
all the new rules impact you.
• Start building your tax and
investment review plan now.
As our clients know, our role as
your advisor is to maintain non-emotional objectivity, avoid knee-jerk
reactions, and assist you in making
decisions that are always in your best
interest. Remember, we will be here
for you!

280 Dakota Ave South
Huron, SD 57350
P 605.352.9490 • F 605.352.5429
877.352.9490
cornerstonefinancialsolutions.com
TO L L- F RE E

L I K E US O N FACEB O O K
F O L LOW US O N TWITTER
C O N N ECT WITH US O N L IN K EDIN
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Securities offered through Raymond James Financial Services, Inc. Member FINRA/SIPC. Investment advisory services are offered through Raymond James Financial Services Advisors, Inc.
Cornerstone Financial Solutions, Inc. is not a registered broker/dealer and is independent of
Raymond James Financial Services. Raymond James does not provide tax or legal services. This
information is not intended to be a substitute for specific individualized tax, legal, estate, or
investment planning advice as individual situations will vary. Please discuss these matters with
the appropriate professional.
Information in this newsletter was compiled from the following sources: New Tax Law Workshop:
20+ Questions Every Person, Family, and Business Must Answer Soon!; Horsesmouth, LLC.; Keebler
and Associates and The Academy of Preferred Financial Advisors, Inc.; Half-Time Report, Carson
Group. Opinions expressed are those of the author and are not necessarily those of Raymond James.
All opinions are as of this date and are subject to change without notice. This information has
been obtained from sources considered to be reliable, but Raymond James Financial Services, Inc.
does not guarantee that the foregoing material is accurate or complete. Links are being provided
for information purposes only. There is no guarantee that these statements, opinions or forecasts
provided herein will prove to be correct. Investing involves risk and you may incur a profit or loss
regardless of strategy selected. This information is not a complete summary or statement of all available data necessary for making an investment decision and does not constitute a recommendation.
The Dow Jones Industrial Average is comprised of 30 stocks that are major factors in their industries and widely held by individuals and institutional investors. The Standard & Poor’s 500 Index
is a capitalization weighted index of 500 stocks designed to measure performance of the broad
domestic economy through changes in the aggregate market value of 500 stocks representing
all major industries. The S&P/Case-Shiller U.S. National Home Price Index measures the change in
value of the U.S. residential housing market. This index tracks the growth in value of real estate
by following the purchase price and resale value of homes that have undergone a minimum of
two arms-length transactions. This index is named for its creators, Karl Case and Robert Shiller.
The Consumer Price Index (CPI) is a measure of the average change over time in the prices paid
by urban consumers for a market basket of consumer goods and services. Personal Consumption Expenditures (PCE) is a measure of price changes in consumer goods and services, targeted
towards goods and services consumed by individuals. PCE is released monthly by the Bureau of
Economic Analysis (BEA). Quantitative Easing (QE) is a government monetary policy occasionally
used to increase the money supply by buying government securities or other securities from the
market. QE increases the money supply by flooding financial institutions with capital in an effort
to promote increased lending and liquidity. The Price-to-Earning (P/E) ratio is a measure of the
price paid for a share relative to the annual net income or profit earned by the firm per share. It
is a financial ratio used for valuation: a higher P/E ratio means investors are paying more for each
unit of net income, thus, the stock is more expensive compared to one with a lower P/E ratio. The
Shiller Price Earnings ratio is based on average inflation-adjusted earnings from the previous 10
years and is known as the Cyclically Adjusted PE (CAPE) Ratio, Shiller PE Ratio, or PE 10.

