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To Our Clients and Friends:

As we write this letter, the federal income tax rates for this year are still the same as last year: 10%, 15%, 25%, 28%, 
33%, 35%, and 39.6%. The rate bracket beginning and ending points are increased slightly to account for inflation. 
The maximum 39.6% bracket affects singles with 2017 taxable income above $418,400, married joint-filing couples 
with income above $470,700, heads of households with income above $444,550, and married individuals who file 
separate returns with income above $233,350.

Higher-income individuals may also be hit by the 0.9% additional Medicare tax on wages and self-employment 
income and the 3.8% Net Investment Income Tax (NIIT), which can both result in a higher-than-advertised 
marginal federal income tax rate. Finally, you must consider whether you are exposed to Alternative Minimum Tax 
(AMT). If so, tax planning moves that work for most folks may not work for you.

On July 13, the Senate leadership released its healthcare draft bill, the Better Care Reconciliation Act of 2017 
(BCRA), as amended, for consideration. It left many of the provisions of the House-passed bill intact, but notably 
retained the ACA’s premium tax credit, albeit in modified form, and did not call for the repeal of the ACA’s 3.8% 
NIIT, the 0.9% additional Medicare tax, or the disallowance of any deduction for compensation in excess of 
$500,000 for certain health insurance executives.  With the recent turmoil in the senate efforts, the status quo in tax 
rates could continue through 2017.

That’s what we know right now. What we don’t know is whether federal income tax rates will be changed by 
legislation enacted later this year and whether any rate changes that are enacted would actually take effect this year. 
President Trump and Republican House members have advanced proposals that would reduce the maximum rate on 
individuals to perhaps 33% or 35% and reduce the rate on business income to perhaps 15% or 20%. In addition, 
President Trump has proposed repealing the AMT and the federal estate tax.

Even with this uncertainty, there are some tax planning moves that should work regardless of what happens, if 
anything. There are other moves that you should be prepared to consider if tax changes are enacted. This letter 
presents some tax planning ideas to evaluate this summer while you have time to think. Some of the ideas may apply 
to you, some to family members, and others to your business.
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TAKE ADVANTAGE OF 0% RATE ON INVESTMENT INCOME

Under the current rules, the federal income tax rate on long-term capital gains and qualified dividends recognized 
by individual taxpayers is still 0% when those gains and dividends fall within the 10% or 15% tax rate brackets. 
This will be the case to the extent your taxable income (including long-term capital gains and qualified dividends) 
does not exceed $75,900 if you’re married and file jointly ($37,950 if you’re single). If President Trump’s tax plan is 
enacted, most individuals who are eligible for the 0% rate under the current rules would remain eligible under the 
proposed new rules. So, strategies to take advantage of the 0% rate should work regardless of what happens.

While your income may be too high to benefit from the 0% rate, you may have children, grandchildren, or other 
loved ones who will be in the bottom two brackets. If so, consider giving them some appreciated stock or mutual 
fund shares which they can then sell and pay 0% tax on the resulting long-term gains. Gains will be long-term as 
long as your ownership period plus the gift recipient’s ownership period (before he or she sells) equals at least a year 
and a day.

Giving away stocks that pay dividends is another tax-smart idea. As long as the dividends fall within the gift 
recipient’s 10% or 15% rate bracket, they will be federal-income-tax-free.

Caution: If you give away assets worth over $14,000 during 2017 to an individual gift recipient, it will generally 
reduce your $5.49 million unified federal gift and estate tax exemption. However, you and your spouse can together 
give away up to $28,000 without reducing your respective exemptions. Also, if you give securities to someone who 
is under age 24, the Kiddie Tax rules could potentially cause some of the resulting capital gains and dividends to be 
taxed at the parent’s higher rates instead of at the gift recipient’s lower rates. That would defeat the purpose. Please 
contact us if you have questions.

TIME INVESTMENT GAINS AND LOSSES

Under the current rules, the 2017 federal income tax rates on long-term capital gains are the same as last year: 0%, 
15%, and 20% for most categories of long-term gain. The maximum 20% rate affects singles with 2017 taxable 
income (including long-term gains) above $418,400, married joint-filing couples with income above $470,700, 
heads of households with income above $444,550, and married individuals who file separate returns with income 
above $235,350. Higher-income individuals may also be hit by the 3.8% NIIT, which can result in an effective 
marginal federal rate of up to 23.8% (20% + 3.8%) on long-term gains. Under the Trump tax plan the three rates 
on long-term gains would remain in place, but the 20% maximum rate would kick in at lower income levels. So, the 
same strategies for timing capital gains and losses should work regardless of what happens.

As you evaluate investments held in your taxable brokerage firm accounts, consider the tax impact of selling 
appreciated securities before the end of this year. For most taxpayers, the federal income tax rate on long-term capital 
gains is still much lower than the rate on short-term gains. Therefore, it often makes sense to hold appreciated 
securities for at least a year and a day before selling in order to qualify for the lower long-term gain tax rate.

Selling some loss securities (currently worth less than you paid for them) before year-end can also be a tax-smart idea. 
The resulting capital losses will offset capital gains from other sales this year, including high-taxed short-term gains 
from securities owned for one year or less. Under the current rules, the maximum rate on short-term gains is 39.6%, 
and the 3.8% NIIT may apply too—which can result in an effective marginal rate on short-term gains of up to 
43.4% (39.6% + 3.8%). Future tax legislation could lower the maximum rate on short-term gains, but it will still 
be significantly higher than the rate on long-term gains. Whatever happens, you won’t have to worry about paying a 
high rate on short-term gains that can be sheltered with capital losses because you will pay 0% on those gains.
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If capital losses for this year exceed capital gains, you will have a net capital loss for 2017. You can use that 
net capital loss to shelter up to $3,000 of this year’s higher-taxed ordinary income from salaries, bonuses, self-
employment, and so forth ($1,500 if you’re married and file separately). Any excess net capital loss is carried forward 
to next year.

Selling enough loss securities to create a bigger net capital loss that exceeds what you can use this year might also 
make sense. You can carry forward the excess capital loss to 2018 and beyond and use it to shelter both higher-taxed 
short-term gains and long-term gains recognized in those years.

SELL LOSS SHARES AND GIVE AWAY THE RESULTING CASH; GIVE AWAY WINNER SHARES

You may want to make gifts to favorite relatives and/or charities in conjunction with an overall revamping of your 
holdings of stocks and equity mutual fund shares held in taxable brokerage firm accounts. To get the best tax results 
from your generosity, do not give away shares that are currently worth less than you paid for them. Instead, sell the 
shares, and take advantage of the resulting tax-saving capital losses. Then, give the cash sales proceeds to the relative 
or charity.

On the other hand, do give away shares that are currently worth more than you paid for them. Because the charitable 
organization is tax-exempt, it can sell your donated shares without owing anything to the IRS. Most likely, your 
relative will pay lower tax rates than you would pay if you sold the shares. In fact, relatives who are in the 10% or 
15% federal income tax brackets will generally pay a 0% federal tax rate on long-term gains from shares that were 
held for over a year before being sold. For purposes of meeting the more-than-one-year rule for gifted shares, count 
your ownership period plus the recipient relative’s ownership period, however brief. Even if the shares are held for 
one year or less before being sold, your relative will probably pay a lower tax rate than you (typically only 10% or 
15%). However, gains recognized by a relative under age 24 may be taxed at his or her parent’s higher rates under 
the so-called Kiddie Tax rules (contact us if you are concerned about this issue).

BE READY TO DEFER SOME INCOME

It might also pay to defer some taxable income from this year into next year if you expect to be in the same or lower 
tax bracket in 2018. That would be more likely if tax rate reductions are enacted this year, but don’t take effect until 
next year. For example, if you’re in business for yourself and a cash-method taxpayer, you can postpone taxable 
income by waiting until late in the year to send out some client invoices. That way, you won’t receive payment for 
them until early 2018. You can also postpone taxable income by accelerating some deductible business expenditures 
into this year. Both moves will defer taxable income from this year until next year. Deferring income may also be 
helpful if you’re affected by unfavorable phase-out rules that reduce or eliminate various tax breaks (child tax credit, 
higher education tax credits, and so on).

WATCH OUT FOR ALTERNATIVE MINIMUM TAX

Legislation enacted a few years ago slightly reduced the odds that you’ll owe the AMT. While it’s possible that tax 
legislation enacted later this year will eliminate the AMT, taxpayers cannot count on it. For now, it’s still critical to 
evaluate tax planning strategies in light of the AMT rules before actually making any moves. Because the AMT rules 
are complicated, you may want some assistance. We stand ready to help. And if the AMT is repealed for this year, we 
stand ready to join you in cheering that development.
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TAX-SMART STRATEGIES FOR SMALL BUSINESSES

Consider Selling Rather Than Trading in Business Equipment and Vehicles. Although a vehicle’s value typically 
drops fairly rapidly, the tax rules limit the amount of annual depreciation that can be claimed on most cars and light 
trucks. So, when it’s time to replace a vehicle used in your business, it’s not unusual for its tax basis to be higher 
than its value. If you trade the vehicle in on a new one, the undepreciated basis of the old vehicle simply tacks onto 
the basis of the new one (even though this extra basis generally doesn’t generate any additional current depreciation 
because of the annual depreciation limits). However, if you sell the old vehicle rather than trading it in, any excess 
of basis over the vehicle’s value can be claimed as a deductible loss to the extent of your business use of the vehicle.  
These tax-free exchange rules apply to most equipment used in a business as well.

Set up Tax-favored Retirement Plan. If your business doesn’t already have a retirement plan, now might be the 
time to take the plunge. Current retirement plan rules allow for significant deductible contributions. Even if your 
business is only part-time or something you do on the side, contributing to a SEP-IRA or SIMPLE-IRA can enable 
you to reduce your current tax load while increasing your retirement savings. With a SEP-IRA, you generally can 
contribute up to 20% of your self-employment earnings, with a maximum contribution of $54,000 for 2017. In 
addition, if you will be age 50 or older as of year-end, you can contribute an additional $6,000.

Employ Your Children. If you are self-employed, you might want to consider employing your child to work in 
the business. Doing so has tax benefits in that it shifts income (which is not subject to the Kiddie tax) from you to 
your child, who normally is in a lower tax bracket or may avoid tax entirely due to your child’s standard deduction. 
There can also be payroll tax savings since wages paid by sole proprietors to their children age 17 and younger are 
exempt from Social Security, Medicare, and federal unemployment taxes. Employing your children has the added 
benefit of providing them with earned income, which enables them to contribute to an IRA. Children with IRAs, 
particularly Roth IRAs, have a great start on retirement savings since the compounded growth of the funds can be 
significant. Remember a couple of things when employing your child. First, the wages paid must be reasonable given 
the child’s age and work skills. Second, if the child is in college or entering soon, too much earned income can have 
a detrimental impact on the student’s need-based financial aid eligibility.

Take Advantage of the Big 179 Deduction. Your business may be able to take advantage of very generous Section 
179 deduction rules. Under the Section 179 deduction privilege, an eligible business can often claim first-year 
depreciation write-offs for the entire cost of new and used equipment and software additions and eligible real 
property costs. For tax years beginning in 2017, the maximum Section 179 deduction is $510,000. While it’s 
possible that Congress will curtail this break in conjunction with lowering tax rates, the favorable 178 deduction will 
probably stay in effect for this year.

Caution: If your business is already expected to have a tax loss for the year (or close) before considering any 
Section 179 deduction as you cannot claim a Section 179 write-off that would create or increase an overall 
business tax loss. Please contact us if you think this might be an issue for your operation.

Recover from Prior Years.  There is still time to make an expensing election on amended returns. The tax law’s 
expensing rules allow a business to elect to currently deduct the cost of business machinery and equipment-up 
to a dollar limit-instead of recovering its cost via depreciation over a number of years. The Protecting Americans 
from Tax Hikes Act of 2015 (the PATH Act) made a number of important improvements to the expensing break. 
The main changes were that the $500,000 annual expensing limitation and $2 million investment ceiling amount 
were retroactively extended and made permanent. Additionally, the PATH Act made the following changes to the 
expensing break, effective after 2015: the $500,000 annual expensing limitation and $2 million investment ceiling 
amount was made subject to inflation indexing; expensing of qualified real property was made permanent without 
a complex carryover limitation that applied under prior law; the $250,000 expensing limitation that applied to 
qualifying real property under prior law was eliminated; and certain air conditioning and heating units became 
newly eligible for expensing.
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Noting that there has been taxpayer confusion about making an expensing election for tax years that begin after 
2014, the IRS announced that, for any tax year that begins after 2014, a taxpayer may make an expensing election 
for any expensing-eligible property without the IRS’s consent on an amended Federal tax return for the tax year in 
which the taxpayer places in service the expensing-eligible property.

First-Year Bonus Depreciation. Above and beyond the Section 179 deduction, your business can also claim first-
year bonus depreciation equal to 50% of the cost of most new (not used) equipment and software placed in service 
by 12/31/17. Note that 50% bonus depreciation deductions can create or increase a net operating loss (NOL) for 
your business’s 2017 tax year. You can then carry back the NOL to 2015 and 2016 and collect a refund of taxes paid 
in one or both those years. Please contact us for details on the interaction between asset additions and NOLs.

DON’T OVERLOOK ESTATE PLANNING

Currently, the unified federal gift and estate tax exemption for 2017 is a historically generous $5.49 million, and the 
federal estate tax rate is a historically reasonable 40%. While President Trump has proposed a repeal of the federal 
estate tax, complete elimination is far from certain. In any case, your estate plan may need updating to reflect the 
current estate and gift tax rules, whatever they turn out to be. Also, you may need to make some changes for reasons 
that have nothing to do with taxes. Contact us if you think you could use an estate planning tune-up.

CONCLUSION

As we said at the beginning, this letter is to get you started thinking about tax planning moves for the rest of 
this year. Even with uncertainty about this year’s tax rates and rules, there are things you can do to improve your 
situation. Please don’t hesitate to contact us if you want more details or would like to schedule a tax planning 
strategy session.

Best regards,

This tax-planning letter is published for our clients, friends and professional associates. It is designed to provide accurate and 
authoritative information with respect to the subject matter covered. The information contained in this letter is not intended or 
written to be used for the purpose of avoiding any penalties that may be imposed under federal tax law and cannot be used by you or 
any other taxpayer for the purpose of avoiding such penalties. Before any action is taken based on this information, it is essential that 
competent, individual, professional advice be obtained.


