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Public Law 115-97, otherwise known as the Tax 
Cuts and Jobs Act (TCJA), was passed by Congress 
on Dec. 20, 2017, and signed by President Trump 
on Dec. 22, 2017.  

The new legislation, effective Jan. 1, 2018, is the 
most sweeping reform since 1986 for both 
individual and corporate taxpayers. However, 
due to budget constraints, many parts of the 
new legislation will sunset on Dec. 31, 2025.  

The following is a summary of the TCJA as it 
relates to the impact on individual taxpayers. 

Income Tax Rates and Brackets 

After 2017, there will be seven tax rates for 
individuals: 10%, 12%, 22%, 24%, 32%, 35%, and 
37%. This is compared to the current brackets of 
10%, 15%, 25%, 28%, 33%, 35%, and 39.6%.  

The first several brackets are impacted by the 
actual change in tax rate. The middle brackets 
were not dramatically reduced, but the amounts 
includable in each bracket were significantly 
expanded. Formerly, the 35% bracket applied to 
taxable income between $416,700 through 
$470,700. Under the new legislation, the 35% 
bracket applies to taxable income between 
$400,000 through $600,000. The upper limits of 
all the brackets have been increased, particularly 
at the higher tax rates.  

For illustration purposes, an individual with 
taxable income of $230,000, would have a tax 
liability of $51,285 in 2017. In 2018, the liability 

would be $43,779, a roughly $7,506 tax savings 
under the new regime. Taxable income of 
$315,000 would generate a liability of $79,167 in 
2017, and $64,179 in 2018. As income moves 
higher, so too does the tax savings. 

Personal and  
Dependency Exemption  

Effective Jan. 1, 2018, the deduction for personal 
and dependency exemptions is eliminated.  

Prior to the enactment of the TCJA, the taxpayer 
was permitted a $4,050 (2017) deduction for 
each dependent as well as a spouse. The 
deduction was eliminated.  

The deduction was subject to phaseout for high-
income taxpayers, so for some, the elimination 
will have minimal impact. 

Sales Tax, State Income Tax, 
And Property Tax 

Of all the provisions contained in the TCJA, the 
cap of $10,000 (married filing jointly), in 
aggregate for the greater of sales tax or state 
income tax and property tax, has by far received 
the most media attention to date.  

This provision will have greater impact on 
taxpayers residing in states with high income tax 
rates and/or high property tax rates. New Jersey, 
New York, and California taxpayers will be 
impacted the most.  
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Before you rush down to the tax assessor’s office 
to prepay some or all your 2018 property tax, 
however, we offer a few thoughts. The IRS has 
not offered any guidance on whether it will allow 
the prepayment of 2018 real estate taxes in 
2017. Payment of quarterly taxes for the first 
two quarters of 2018 seems to be a more 
conservative approach, as the dollar amounts 
are quantifiable and many municipalities already 
have generated a voucher for these payments.  

The new legislation specifically does not permit 
the prepayment of any 2018 state income tax 
liability. That said, if there is any remaining tax 
liability for 2017, one may consider accelerating 
into the 2017 calendar year the fourth quarter 
estimate due on Jan. 15, 2018.  

Lastly, both the state income tax and property 
tax are not deductible for purposes of the 
alternative minimum tax (AMT). If a taxpayer is 
subject to AMT, prepaying 2018 real estate taxes 
may offer little benefit.  

For taxpayers who were subject to the phaseout 
of itemized deductions, the so-called “Pease 
limitation” has been eliminated.  

Standard Deduction 

Each taxpayer is permitted a deduction for the 
greater of the standard deduction or itemized 
deductions. The standard deduction has 
increased for all filers. For married filing jointly 
and surviving spouses, the deduction has been 
increased from $12,700 to $24,000.  

Given the $10,000 cap on itemized deductions 
allowable for either state income tax or sales tax 
and property tax, it is expected that many 
taxpayers will abandon the itemized deduction 
and utilize the standard deduction.  

Capital Gains and Dividends 

The TCJA has minimal impact on long-term 
capital gain rates. The zero, 15%, or 20% rates 
will still apply based on the breakpoints that exist 
under current law.  

Hence, a taxpayer in the 15% marginal tax 
bracket with a threshold of $77,200 will have a 
zero percent long-term capital gain rate. 
Taxpayers in higher brackets will be subject to 
the 15% long-term capital gain rate, and the 20% 
capital gain rate will apply to taxpayers with 
taxable income greater than $479,000.  

The tax treatment of qualified dividends remains 
the same under the new law.  

Miscellaneous  
Itemized Deductions 

All miscellaneous itemized deductions subject to 
2% of adjusted gross income (AGI) have been 
eliminated. The most common deductions prior 
to this elimination were for tax preparation, 
investment counsel fees, and unreimbursed 
employee expenses.  

If you are paying investment counsel fees for the 
management of a Traditional IRA, Roth IRA, or 
Simplified Employee Pension from funds outside 
of the account itself to claim the deduction, you 
may want to revisit the source of the payment. A 
conversation with an investment advisor and/or 
tax professional is warranted.  

Mortgage and 
Home Equity Indebtedness 

For tax years after Dec. 31, 2017, the deduction 
for home equity indebtedness is eliminated.  
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The limitation for qualified residence interest 
has been reduced from $1 million to $750,000. A 
taxpayer who has entered into a binding 
agreement before Dec. 15, 2017, and closes prior 
to April 1, 2018, will not be subject to the 
reduced limit.  

The limit also will not apply to taxpayers who 
refinance existing qualified residence interest 
debt, provided the amount refinanced does not 
exceed the current mortgage balance.  

Alternative Minimum Tax 

The new legislation has made significant changes 
to the AMT. The exemption from the tax has 
been increased to $109,400 effective Jan. 1, 
2018, and the threshold at which the reduction 
in the exemption begins has increased to 
$1 million.  

That, coupled with the elimination of the 
personal and dependency exemption, the cap on 
state income tax and property tax, and the 
elimination of the deduction for miscellaneous 
itemized deductions, means it is likely that fewer 
taxpayers will find themselves entrapped by the 
AMT.  

Medical Expenses 

After 2017, the threshold for the deduction of 
qualified medical expenses has been set at 7.5% 
of AGI for all taxpayers, including the deduction 
for the AMT. Previously, the limit was 10%, 
unless the taxpayer was 65 or older, in which 
case the limit was 7.5%.  

Estate and Gift Tax 

The estate and gift tax was not eliminated as 
many had expected. However, the exemption 
amount has increased to approximately 

$11.2 million per taxpayer beginning Jan. 1, 
2018.  

Married taxpayers can effectively shield up to 
$22.4 million, and the exemption will continue to 
be inflation-adjusted.  

Child Tax Credit 

Taxpayers with dependent children (under the 
age of 17 at year end) are given a $2,000 tax 
credit per child. The phaseout for the credit has 
been significantly increased to $400,000 
(married filing jointly), and a $500 
nonrefundable credit is provided for other 
dependents, including children over the age of 
16, but still considered a dependent.  

Kiddie Tax 

Children who could be claimed as a dependent 
on a parent’s tax return were subject to special 
rules regarding unearned income. In short, 
unearned income above a statutory amount 
($2,100 in 2017) was taxed at the parent’s 
marginal rate. The standard deduction for the 
dependent was the greater of $2,100 or earned 
income plus $350, not to exceed $6,350, the 
standard deduction for a single filer.  

After 2017, earned income of a dependent child 
will be taxed under the rates for single filers, and 
unearned income will be taxed according to the 
brackets applicable to trusts and estates.  

Charitable Deductions 

The TCJA increased the maximum cash 
charitable deduction to 60% of AGI, an increase 
of 10% from the current legislation. As with the 
current law, contributions in excess of the 60% 
threshold will carry forward for five years.  
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Since charitable contributions are deductible as 
an itemized deduction, for taxpayers whose 
itemized deductions do not exceed the standard 
deduction, the tax benefit for the charitable 
contribution will effectively be lost.  

Given the future cap on the state income tax and 
property tax deduction, many taxpayers are 
accelerating their charitable contributions into 
2017.  

In Conclusion 

The TCJA includes many other changes that will 
affect individual taxpayers, but the above 
highlights the provisions that will impact most, if 
not all, in some fashion. As always, we 
recommend you consult with your tax 
professional on specific matters.  

Please feel free to reach out to your Bryn Mawr 
Trust advisor, if you have any questions or 
concerns with which we can help. 
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