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2018 Tax Highlights
The passage of 500 pages of new tax legislation
in December ushers in the largest tax overhaul in
30 years. Here’s what investors need to know.

New Tax Brackets
2018 will keep the seven-bracket structure, but with lower rates overall, including a reduction
for top-tier earners.
With the new brackets, the “marriage penalty” has, in general, been reduced for couples in all
but the highest tax bracket.

Table 1. 2018 Ordinary Income Tax Rates
Rate

For Unmarried Individuals,
Taxable Income

For Married Individuals Filing Joint
Returns, Taxable Income

For Heads of Households,
Taxable Income

10%

Up to $9,525

Up to $19,050

Up to $13,600

12%

$9,526 — $38,700

$19,051 — $77,400

$13,601 — $51,800

22%

$38,701 — $82,500

$77,401 — $165,000

$51,801 — $82,500

24%

$82,501 — $157,500

$165,001 — $315,000

$82,501 — $157,500

32%

$157,501 — $200,000

$315,001 — $400,000

$157,501 — $200,000

35%

$200,001 — $500,000

$400,001 — $600,000

$200,001 — $500,000

37%

Over $500,000

Over $600,000

Over $500,000

Changes in Deductions
The standard deduction will almost double, increasing to
$12,000 for single filers and married individuals filing separately,
to $18,000 for heads of households, and to $24,000 for married

Table 2. 2018 Standard Deduction
Filing Status

Deduction Amount

Single or Married Filing Separately

$12,000

taxpayers will take the standard deduction, simplifying their taxes.

Married Filing Jointly

$24,000

Although the personal exemption has been eliminated entirely,

Head of Household

$18,000

couples filing jointly (Table 2). As a result, it is possible that more

the effect when combined with a higher standard deduction may
well be net-positive for many taxpayers.
Charitable contributions will lose some of their tax-deductible draw as many filers will no longer itemize. Filers may choose to “bunch”
deductions into different years, making contributions for the next two or more years in a single year, allowing them to exceed their
standard deduction and therefore benefit from itemization.
State taxes, local taxes and property taxes can still be itemized, but only up to a new combined limit of $10,000. That change will
hurt property owners and other taxpayers in high-tax states like CA, NY and NJ.
Mortgage interest for primary and secondary homes remains deductible, but up to a loan limit of $750,000 (down from $1 million), or
$375,000 for married taxpayers filing separately. Homeowners may be less likely to deduct mortgage interest as a result. In addition,
homeowners will no longer be able to deduct interest on home equity loans. These changes may increase the after-tax cost of owning a home
and borrowing on the equity therein.
Costs for tax preparation, investment advisory and trustee fees are no longer deductible.
For 2017 and 2018, Medical expenses that exceed 7.5% of a taxpayer’s income will be deductible. That threshold is set to revert to 10%
in 2019, thus potentially decreasing the after-tax cost of medical procedures in 2017 and 2018 in comparison to other years. Starting in
2019, individual health insurance will no longer be mandatory.

Alternative Minimum Tax
The alternative minimum tax (AMT) remains in place for
individuals, but with higher exemption deductions and increased
phase-out levels. That means fewer filers will have to pay
AMT. Exemption amounts are now $70,300 for individuals and
$109,400 for married couples filing jointly. In 2018, the 26%
AMT rate applies to the alternative minimum taxable income

Table 3. 2018 Alternative Minimum Tax Exemption
Phaseout Thresholds
Filing Status

Threshold

Unmarried Individuals

$500,000

Married Filing Jointly

$1,000,000

(AMTI) that does not exceed $191,500, or $95,750 for married
couples filing separately, and the 28% AMT rate applies to AMTI
in excess of such amounts.
Under new rules, AMT exemptions phase out at 25 cents per dollar earned once the filer’s AMTI reaches a certain threshold. In 2018, the
exemption will start phasing out at $500,000 in AMTI for single filers, $1 million for married couples filing jointly (Table 3).
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Investment Taxes
Short-term capital gains will still be taxed as ordinary income. As tax brackets have been reduced for some, taxes on short-term gains
may be lower as well.
Long-term capital gains will be taxed as shown in Table 4—a minor change from last year.
The Net investment income tax—the 3.8% surtax on income from investments used to fund the Affordable Care Act—remains in place.

Table 4. Long-Term Capital Gains Overview
Long-Term Capital
Gains Rate

Single Taxpayers

Married Filing Jointly

Head of Household

Married Filing
Separately

0%

Up to $38,600

Up to $77,200

Up to $51,700

Up to $38,600

15%

$38,601 — $425,800

$77,201 — $479,000

$51,701 — $452,400

$38,601 — $239,500

20%

Over $425,800

Over $479,000

Over $452,400

Over $239,500

Other Changes Affecting Investors and Small Business Owners
Certain small business owners who hold their businesses in “pass-through” form could potentially benefit from a new provision that
allows a deduction of 20% of qualified income from a partnership, S corporation or sole proprietorship , subject to various limitations and
phaseouts. This means that self-employed filers could have a lower tax rate than other employees.
The estate and gift tax exemption will increase from $5.49 million per individual ($10.98 million for married couples) to nearly double
that: approximately $11 million for individuals and about $22 million for couples (in each case, indexed for inflation). This means married
taxpayers today can leave an estate worth $22 million to heirs without paying federal estate or gift tax. The new rates are set to roll
back in 2026, however. Wealthy clients who expect to live past 2026 may want to consider gifting assets before 2026 to ensure the
tax-free transfer of assets to heirs.
529 College Savings Plans are now permitted to distribute up to $10,000 per student for elementary or secondary school tuition
expenses incurred in a taxable year, but beware: Your individual state might not be so generous. Distributions for K-12 expenses may
not be deductible for state tax purposes and any money withdrawn for K-12 tuition could be subject to state tax. Check your state’s
treatment of K-12 withdrawals before tapping into your 529 plan.
We recommend seeking the advice of your tax advisor to learn more about how to the 2018 tax changes may affect your individual situation.

For more information, visit amgfunds.com/readiness.
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