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FOREWORD

By Michael Cohn, editor-in-chief of AccountingToday.com

THE TAX CUTS AND JOBS ACT moved swiftly through Congress at the end of 2017, reaching President Donald Trump’s desk only days before Christmas, with little time for debate over the most far-reaching tax legislation since 1986.

The Republican-led bill passed mostly along party lines in both the House and Senate using a budget reconciliation procedure that allowed the legislation to avoid an almost certain filibuster by Senate Democrats. The House and Senate versions of the bill diﬀered in some significant ways, including the number of individual tax brackets and a repeal of the Aﬀordable Care Act’s individual mandate, so a conference committee of lawmakers from both chambers met to reconcile the two pieces of legislation. Much of the real work of crafting the legislation and working out the compromises occurred behind closed doors, to the chagrin of Democrats, who complained they were learning about important changes in the bill from press reports and leaks from lobbyists.

Republican lawmakers agreed on a set of last-minute changes to entice a handful of reluctant GOP senators to support the legislation. Some of the changes softened several of the most controversial provisions, although the bill is still likely to provoke controversy for years to come as its impact becomes clearer. The compromise legislation that emerged from the conference committee came up before the House and Senate again for a vote in the week before Christmas. The Senate parliamentarian ruled that some of its provisions violated Senate rules, so a few were struck out, including some related to tax breaks for education. Even the name of the bill itself was challenged, so it is oﬃcially known as “An Act to provide for reconciliation pursuant to titles II and V of the concurrent resolution on the budget for fiscal year 2018.” The bill then came up for one last vote before the House before it passed the final time and was signed into law just in time to meet President Trump’s pledge to pass the tax overhaul before Christmas. It was the most significant legislation passed during his first year in oﬃce, and one of the most consequential for any president to sign, as it will affect nearly every American taxpayer. The repeal of the Aﬀordable Care Act’s individual mandate alone will probably have a substantial impact on the health care system and insurance market.

The bill reduces tax rates for both businesses and individuals. Many of the sharpest tax reductions are on the corporate side, where the maximum tax rate has declined from 35 percent to 21 percent. The corporate tax cuts are permanent, but the individual tax cuts are only temporary, many of them set to expire in 2025 or 2027, and in some cases even earlier, in order to keep the legislation from adding more than $1.5 trillion to the deficit over ten years. They are likely to be extended by a future Congress, but there is never any guarantee what Congress will do.

Under the original House Republican proposal, the tax plan would have reduced the number of individual tax brackets from seven to four. The Senate Republican plan kept the number of brackets at seven. In the end, the legislation retains seven tax brackets, but the maximum rate has gone down from 39.6 percent to 37 percent. The rates are now 10, 12, 22, 24, 32, 35 and 37 percent. The top rate would apply to single taxpayers with over $500,000 in income, and married couples with more than $600,000. Most people would see their tax rate go down under the plan, although many would also lose deductions or see the amount of those deductions sharply limited.

For example, the longtime deduction for state and local taxes, which has been a feature of the tax code ever since the 1913 introduction of the federal income tax, is now going to be limited to $10,000. That’s a compromise, though, since the original version of the legislation from House Republicans eliminated the deduction for state and local income and sales taxes entirely. The measure was seen as punishing so-called “blue states,” which traditionally vote for Democrats and rely heavily on state income tax revenue. In the end, after hearing objections from Republican lawmakers in those states, the conference committee decided to allow up to $10,000 in deductions for a combination of state and local property taxes and either income or sales taxes. Still, for taxpayers in high-tax states and cities, that may not be enough to make up for the deductions they would otherwise lose. Passage of the legislation prompted many people to scramble to pay their 2018 property taxes before the end of 2017 in states like New York and municipalities that allowed it. That way, they would be able to deduct more of their 2018 state and local income or sales taxes in 2019. The Internal Revenue Service (IRS) soon advised taxpayers, though, that prepayments would only be deductible for 2017 if the property taxes had been assessed before the end of the year.

Another popular deduction that has been scaled back under the bill is for mortgage interest. For new homes or new mortgages on a first or second home, the deduction is capped at $750,000 (or $375,000 for married taxpayers who file separately), down from $1 million. Homeowners who already have a mortgage as of December 15, 2017 can still take the full deduction of $1 million, or $500,000 for married couples who file separately.

Also on the chopping block is the deduction for alimony payments, but there’s a little extra time to arrange a divorce as it only applies to divorce or separation agreements after the end of 2018. Personal casualty losses and theft losses can’t be deducted either, unless they can be attributed to a disaster oﬃcially declared by the president.

Taxpayers with serious medical problems who were worried Congress might repeal the medical expense deduction can breathe a sigh of relief. The final legislation actually enhances the medical expense deduction, at least for two years, lowering the threshold for claiming the deduction to 7.5 percent of adjusted gross income for the 2017 and 2018 tax years. The threshold used to be 10 percent, meaning the taxpayer’s medical expenses had to be at least 10 percent of their income. Thanks to the change, more taxpayers with high medical expenses should be able to qualify, albeit temporarily.

To make up for the lost deductions for taxpayers who traditionally itemize, the bill nearly doubles the standard deduction, from $6,350 to $12,000 for single taxpayers, from $12,700 to $24,000 for couples, and from $9,350 to $18,000 for heads of households. The doubling of the standard deduction is expected to cause more people to stop itemizing deductions, hence the concept of tax simplification. But that could be a problem for many charities that depend on contributions and the tax deductions associated with them. While the tax reform law does retain the deduction for charitable contributions, it’s expected to mainly benefit individual taxpayers whose total itemized deductions exceed the new standard deduction level of $12,000, or $24,000 for couples.

The tax reform law gets rid of personal exemptions, including for dependents such as children and aged parents, along with the personal exemption phaseout. Personal exemptions of $4,050 had been allowed for each family member. This may wipe out the benefit of the standard deduction for many families. On the other hand, the new law doubles the Child Tax Credit from $1,000 to $2,000 for each child. Up to $1,400 would be refundable in 2018, so even parents who don’t earn enough to pay income taxes could qualify for the tax credit. The credit starts to phase out for couples who earn more than $400,000, and single parents who earn more than $200,000. A new $500 temporary tax credit until 2025 for non-child dependents oﬀers some aid to people caring for elderly parents, children over seventeen years of age, and adult children with disabilities.

Congress decided to use a diﬀerent measure of inflation in the income cutoﬀs for tax brackets, which may put many taxpayers in higher tax brackets in the years ahead, even if their salaries don’t go up as much. The measure, known as “chained consumer price index,” or “chained CPI” for short, tends to state the rate of inflation lower than the traditional consumer price index. Each year, the IRS adjusts the income levels for the tax brackets and many other tax items based on inflation.

The alternative minimum tax (AMT), which was expected to be repealed under the new tax reform law, is actually going to stay, at least for individual taxpayers, but with some modifications. The AMT is a supplemental income tax required in addition to regular income tax for some who have exemptions or special circumstances allowing for lower payments of standard income tax. The exemption amount is going up to $109,400 for married couples filing jointly, and $70,300 for singles and others, through 2025. The AMT is also going to apply just to incomes over $1 million for joint filers and $500,000 for singles and other filers. In contrast, the corporate version of the AMT for businesses has been completely repealed.

Repeal of the estate tax, often derided as the “death tax,” has been a long-cherished goal of Republicans. While the original proposal was to gradually do away with the estate tax, the conference committee followed the Senate’s lead and opted to double both the estate and gift tax exclusion for people who die or make gifts after December 31, 2017 and before January 1, 2026. That means married couples can now inherit up to $20 million (or $22.4 million indexed for inflation), while single taxpayers can receive up to $10 million (or around $11.2 million indexed for inflation) without facing estate or gift taxes.

Many students had reason to be thankful for some alterations to the original legislation. Graduate students won’t be subject to taxes on tuition waivers after some last-minute changes in the conference committee. The final legislation also keeps the deduction on student loan interest. There are even some expansions in tax breaks for section 529 education savings plans and ABLE accounts. The 529 plans have traditionally been used to save money for college, but can now apply to elementary and secondary schools as well. “Qualified higher education expenses” now include tuition at an elementary or secondary public, private, or religious school. However, the Senate parliamentarian said no to permitting 529 plans to be used for home schooling. The assets from 529 plans can now be rolled over to ABLE savings accounts, which benefit people with disabilities. The final legislation left out some of the proposals in the House bill that would have combined the American Opportunity Tax Credit (AOTC) with the Hope Scholarship Credit and Lifetime Learning Credit into an enhanced AOTC, and repealed the exclusion on interest on US savings bonds used for higher education, so all those tax breaks are still available.

School teachers can continue to deduct up to $250 in classroom supplies they pay for out of pocket. The House version of the tax bill had eliminated the longstanding deduction, while the Senate version doubled it to $500, but the conference committee decided in the end to keep it at $250.

Those who are saving for retirement can also rest easier, as the law mostly keeps the existing tax breaks for 401(k) accounts and individual retirement accounts, despite some proposals to eliminate the ability to have 401(k) contributions taken out on a pre-tax basis. There are a few changes, though, like elimination of the ability to recharacterize Roth IRA contributions as regular IRA contributions when undoing a Roth conversion.

That just covers the individual side of the tax code. On the business side, there are plenty of changes in the tax law, starting with the dramatic and “permanent” reduction of the top corporate tax rate from 35 down to 21 percent and some tax breaks for pass-through businesses too. Businesses will be able to fully and immediately expense the cost of equipment they buy and place in service between September 27, 2017 and January 1, 2023, instead of needing to depreciate it over time. The so-called “bonus depreciation” tax break increases from 50 percent to 100 percent of the property placed in service between those dates. It also now applies to the purchase of used property, not just new equipment. Starting in 2023, the tax break starts to phase out.

A related tax break involves expensing under Section 179 of the tax code. The dollar limitation for Section 179 expensing has increased under the new tax law to $1 million, while the phase-out threshold or investment limitation has increased to $2.5 million. More types of property can now be included within Section 179 expenses, such as some depreciable tangible personal property used to provide lodging. On the other hand, there are limitations now on net operating losses, restricting them to 80 percent of a business’s taxable income and eliminating most carrybacks of losses for previous tax years.

One of the goals of the 21 percent maximum corporate tax rate is to put the United States more in line with other industrialized countries and bring more jobs and profits back from abroad. Most large multinational corporations don’t pay anywhere close to the old maximum 35 percent, but with the new lower tax rate, the hope is they will be less likely to move their tax address to low-tax countries like Ireland and the Cayman Islands while deferring taxes on the profits they hold abroad. The new tax law moves the United States to what’s known as a “territorial tax system,” instead of a worldwide tax system that taxes companies on their foreign profits once they’re brought back to the United States. The Tax Cuts and Jobs Act aims to encourage companies to “repatriate” the trillions of dollars estimated to be held oﬀshore, taxing them at a reduced rate of 15.5 percent for cash assets and 8 percent for non-cash or illiquid assets. The tax bill also repeals the corporate AMT of 20 percent, enabling companies to reduce their eﬀective tax rate further.

Pass-through businesses, such as partnerships, S corporations, limited liability companies, and sole proprietorships, which have traditionally paid their taxes at individual tax rates, also get some new rules under the tax law. Their rates don’t fall as low as the corporate tax rate because Congress wanted to set up “guardrails” to keep individual taxpayers from simply reclassifying all their income as business income. House and Senate Republicans diﬀered in how their versions of the bill treated pass-through business income. The conference committee mostly went with the Senate approach, but with some changes. The final legislation gives business owners a 20 percent deduction on their business income, reducing their eﬀective marginal tax rate to a maximum of 29.6 percent, but with limits starting at $315,000 for married couples, or half that amount for single people. There are also limitations for some professional service providers such as accountants, lawyers, and doctors on treating their compensation income as profits to qualify for the lower rate. In other words, accountants who will have the burden of making sense of the new tax laws for their clients won’t get as much benefit, aside from charging for all the extra work.

The carried interest tax break used by hedge fund managers and private equity firm partners that President Trump pledged to eliminate during his campaign survived thanks to Congress and lobbyists, albeit with the holding period for long-term capital gains extended to three years to qualify for the lower capital gains tax rate.

Incentives for renewable energy sources haven’t changed as much as feared. The original House version of the tax bill would have gotten rid of the tax credit for plug-in electric vehicles and scaled back tax incentives for energy eﬃcient homes, but the Senate bill largely kept those tax breaks intact along with the Investment Tax Credit and Production Tax Credit on which the energy industry relies. The final bill also lets companies oﬀset up to 80 percent of taxes on their foreign transactions with renewable energy tax credits until 2025. But the final bill continues to worry some producers of wind and solar energy because of a provision called BEAT, short for Base Erosion and Anti-Abuse Tax. BEAT kicks in if they make 3 percent of their deductible payments to a foreign aﬃliate, or 2 percent for banks. Renewable energy producers worry the BEAT provision could reduce the incentives for tax equity financing they receive from banks and other sources. For the fossil fuel industry, the Senate added a controversial provision opening the Arctic National Wildlife Refuge to oil drilling.

All in all, the Tax Cuts and Jobs Act holds plenty of uncertainty for taxpayers. While many can look forward to tax breaks in the next few years, it’s up to Congress to decide whether to extend the tax cuts for individuals beyond 2025 and make them as permanent as the corporate tax cut, at the risk of adding trillions more dollars to the national debt. Much of the work of clarifying the hastily written legislation and spelling out the exact regulations, as well as authoritative guidance, will fall to the IRS, an agency that has suﬀered a series of budget cuts and staﬀ reductions in recent years and will now have to scramble to put the law into practice over the course of 2018. Congress will likely need to produce a follow-up technical corrections bill to fix drafting errors and close unintentional loopholes, as was necessary after previous tax cut legislation. But with Democrats feeling sidelined by Republicans’ insistence on passing the bill without meaningful input from the other side of the aisle, the two parties may not be able to agree on a technical corrections bill, leaving the Tax Cuts and Jobs Act in its present form as the law of the land.


INTRODUCTION

by Patricia Cohen, an economics and tax policy reporter for the New York Times

THE REPUBLICANS’ HURRIED PASSAGE OF A costly and contentious tax bill in the final weeks of 2017 ushers in a sweeping overhaul that will touch the lives of minimum-wage workers and multimillionaires, and aﬀect businesses with kitchen-table headquarters and those with corporate boardrooms.

The new law, signed by President Donald Trump in the Oval Office on December 22, 2017 contains more than what he described as a “great, big, beautiful” Christmas present of a tax cut. This important political and legislative victory for Republicans also presages a further revamping of the social contract between Americans and their government, and a ratcheting up of bitter partisan fighting.

Tax legislation is always messy, complicated, and politically fraught. Yet even by those standards, the 2017 rewrite broke new ground. Battered by criticism from the president, the public, and irate donors for failing to follow through on other policy initiatives, the Republican leadership in Congress decided to push through a major tax plan at breakneck speed, with virtually no public debate and no input from Democrats.

Votes were scheduled before Congress’s own scorekeepers finished their estimates of the legislation’s economic, budgetary, and distributional eﬀects. And although the bill is the most comprehensive rewrite of the tax code in three decades, even Republican lawmakers acknowledged they had little time to read it and were unfamiliar with many details. Such circumstances are what make the publication of the law in its entirety all the more pressing.

In the end, Republican supporters argued that the benefits outweighed the drawbacks. The whole process took roughly seven weeks, a rebuke to critics who complained of a do-nothing Congress. President Trump marketed the bill as economic “rocket fuel” that would propel the economy to unaccustomed growth and prosperity. Businesses would use their sizable tax windfalls to take risks, invest, and hire, proponents argued, and consumers would spend more. The promises echoed those made by trickle-down theorists who believe that giving more money to people at the very top of the income ladder will eventually flow down to those on rungs lower down.

Dramatic reductions in taxes for corporations and other businesses in the final plan were given top priority and elicited widespread applause from chief executives and trade associations. The act transformed the way global profits are taxed in an eﬀort to persuade companies to keep operations in the United States and reduce their reliance on foreign tax havens. Changes to the individual side that increased the standard deduction and eliminated breaks will simplify filing for more Americans. In the beginning, a majority of taxpayers will see a modest, temporary tax cut. The largest and longest-lasting rewards go to the richest households. This group pays the most money in taxes, but has also reaped the largest pre-tax benefits in recent decades.

The hasty passage, though, came at a cost that extends beyond the $1.5 trillion price tag over ten years. It also meant slapdash legislative language that invites creative tax dodging, an unusual level of secrecy, and insuﬃcient time to analyze the impact of untested provisions.

For years, both Democrats and Republicans have railed against the tax system’s deep flaws and undertook attempts at repairs. The code as a whole was needlessly complex, and in the context of a globalized economy, many provisions aﬀecting businesses were outdated. Although most companies paid less than the nominal corporate rate of 35 percent, multinationals complained that they were at a disadvantage relative to foreign competitors. Some of the international provisions had the perverse eﬀect of incentivizing companies to locate headquarters and other operations abroad. And the ability to delay paying taxes on global profits that had not been repatriated encouraged companies like Apple, Amazon, Pfizer, and others to keep nearly $3 trillion in foreign earnings oﬀ their US books and out of the Internal Revenue Service’s reach. Wily accountants and tax lawyers had figured more and more ways to shelter income from tax collectors. Loopholes and special interest breaks generated ineﬃciencies and undermined confidence in the system’s fundamental fairness.

Although control of the White House and Congress shifted hands over the years, majorities in both parties continued to embrace several reform guideposts: reduce the corporate rate in exchange for gutting industry-specific tax breaks; employ a bipartisan approach to ensure long-term predictability; don’t increase the deficit; simplify the code and eliminate notorious tax avoidance provisions. As presidential candidates, both Hillary Clinton and Donald Trump, for example, had promised to get rid of the so-called “carried interest” deduction, which permits hedge fund, real estate, and private equity managers to reclassify what are essentially management fees as investment income in order to pay a sharply reduced tax.

By the time the bill passed in the House of Representatives and the Senate, though, several of these goals were abandoned. The carried interest deduction remained essentially intact. Some of the new provisions expire. And the deficit is estimated to balloon by more than $1 trillion over ten years according to Congress’ nonpartisan Joint Committee on Taxation. Still, Republican lawmakers, including impassioned deficit hawks who vowed to “never, never, ever” add a single penny to the nation’s debt load, ultimately rallied around the plan.

Among the highlights on the individual side:

•   The new law maintains seven tax brackets, but lowers the highest from 39.6 percent to 37 percent. Over time, some people will find themselves shifting more rapidly than expected to a higher tax bracket because the inflation measure will be switched to one that slows the pace of price increases.

•   The standard deduction for singles will increase from $6,350 to $12,000 and from $12,700 to $24,000 for couples. This is likely to shrink the share of households that itemize their taxes from 30 percent to roughly 6 percent. Personal exemptions, worth $4,050 for each person claimed, and a boon to larger families, will be eliminated. The decline in itemized deductions may cause charitable contributions to decline.

•   The alternative minimum tax remains, but with a higher exemption level.

•   The child tax credit doubles to $2,000; a larger refundable portion will allow more lower-income families to benefit even if they don’t owe any taxes.

•   Families who put money into tax-free education savings accounts known as 529s will be able to use those funds to pay for K–12 education, in addition to college.

•   The deduction for state and local taxes—whether for property, sales, or income—was capped at $10,000. High tax states, like liberal-leaning New York and California, will be hit the hardest.

•   The penalty for not having health insurance, a feature of the Aﬀordable Care Act intended to keep the system solvent, was eliminated. Taxpayers will be able to deduct medical expenses that exceed 7.5 percent of their income, instead of the current 10 percent.

•   The deduction on mortgage interest will be capped at $750,000 worth of debt, down from $1 million. The deductibility of home equity loans was eliminated.

•   The estate tax, which under current law applies to the top 0.2 percent of Americans with individual estates worth more than $5.49 million, will in the future apply only to individual estates valued at more than $11.2 million ($22.4 million for couples).

As for the business side of the ledger:

•   The corporate tax will be cut from 35 percent to 21 percent.

•   Also slated for a tax cut are other businesses like proprietorships, partnerships, and closely held corporations that pass along profits to their owners or shareholders, who are then taxed at ordinary rates. Pass-through earnings up to $157,500 for individuals and $315,000 for couples will now get a 20 percent discount. The measure applies to small enterprises like corner newsstands and self-employed house painters as well as global giants like Cargill, Georgia-Pacific (a Koch Industries subsidiary), and the National Football League. More than 95 percent of the nation’s businesses are characterized as pass-throughs, but most of the money they earn—nearly 70 percent—goes to people in the top 1 percent.

•   The new plan eliminates the corporate alternative minimum tax, allows full expensing for five years, and caps business interest deductions at 30 percent.

•   Some of the most radical changes can be found in the international provisions. The United States is shifting away from what is known as a worldwide system—where corporate profits are taxed no matter where they are earned—to a territorial one, in which only earnings generated within its own borders are taxed. The new law also imposes a mandatory one-time tax on unrepatriated profits—15.5 percent on cash and 8 percent on non-liquid assets—that American multinationals racked up overseas.

The clearest winners are businesses and wealthy Americans, who own the most stock and receive the lion’s share of gains in dividends and stock prices that flow from the corporate cuts. Middle-class Americans get small tax reductions in the early years, but most of those breaks are scheduled to expire in 2025. By the end of the ten-year window, most households with a yearly income of $75,000 or less will end up with a tax increase. Those who earn more can continue to look forward to additional tax cuts. In 2027, the top 1 percent will corral 83 percent of the tax benefits that year, according to the nonpartisan Tax Policy Center.

Lowering the tax rate most for the highest-income Americans makes the tax code less progressive. There will also be a significant redistribution from middle-income households to million-dollar ones compared to what would have occurred under the existing law. Estimates by the Joint Committee on Taxation show that by 2027, households with annual incomes between $40,000 to $75,000 would lose a total of $8.4 billion, while those earning $1 million or more would gain $8.5 billion. (The estimates include the loss of health insurance subsidies to lower-income Americans who are unlikely to sign up for insurance once the Aﬀordable Care Act’s mandate is repealed.) At the same time, the doubling of the estate tax exemption allows the first $22 million of a family estate to escape any tax at all. Such measures will continue to widen the inequality gap.

Because of the legislation’s scope and ambition, the mammoth tax reform of 1986 has become a frequent reference point. But a comparison of the two bills ends up highlighting important diﬀerences much more starkly than similarities.

First, the 1986 reform bill was notable for its bipartisanship. Although Democrats controlled the House of Representatives and Republicans controlled the White House then, the groundbreaking eﬀort on taxes rested on several earlier bipartisan initiatives that enabled both sides to slowly build up trust over a period of several years. In 1981, for example, they agreed on deep across-the-board cuts in personal marginal rates, followed by significant deficit reduction in 1982. In 1983, the Democratic House Speaker Tip O’Neill and President Ronald Reagan collaborated to rescue Social Security from bankruptcy, and Democratic Senator Bill Bradley of New Jersey co-sponsored a tax bill.

In contrast, Republicans in 2017 froze out Democrats. Out-offavor constituencies and large liberal urban centers were ignored or punished. At one point in the process, Democratic Senator Claire McCaskill of Missouri tweeted that the only reason she had a list of proposed amendments was that a lobbyist—and not her Republican colleagues—had shared it. By opting for a slim majority vote, Republican leaders utilized a mechanism known as budget reconciliation that enabled them to sidestep the threat of a Democratic filibuster. But that process meant adhering to certain budgetary restrictions that ended up driving the negotiations, as well as certain time limits that undermined the law’s long-term sustainability.

Second, the authors of the 1986 reform were intent on simplifying the code and eliminating opportunities for tax avoidance by exploiting rate diﬀerences. One of the features they were proudest of was a uniform tax rate on income regardless of whether it came from a paycheck or investments. It marked a brief period when long-term capital gains were taxed at the same rate as salaries. The rationale was contained in a 1984 Treasury Department report: “A tax that places significantly diﬀerent burdens on taxpayers in similar economic circumstances is not fair. For example, if two similar families have the same income, they should ordinarily pay roughly the same amount of income tax, regardless of the sources or uses of that income.”*

The 2017 act moves in the opposite direction, varying rates even more and basing them on novel characteristics, such as organizational structure and occupation. For the first time since the income tax was adopted, wage and salary earners’ income will be taxed at a diﬀerent rate than the income of people who are self-employed or organized as partnerships and S corporations.

And while some special tax breaks were eliminated, others were inserted that favor particular industries, such as craft beer and wine producers, private equity, oil and gas pipeline managers, and commercial real estate. Such special treatment is a testament to the abiding influence of lobbyists and wealthy donors.

Finally, the 1986 legislation was the culmination of a long process that aired, scrutinized, and debated competing ideas, provisions, and legislative language. President Reagan’s Treasury Department issued two in-depth reports, for example, while Congress held extensive hearings.

The rush and secrecy that characterized the 2017 eﬀort was so pronounced that even some Republican supporters criticized the proceedings. Hearings were scarce and the Treasury Department produced no full-blown assessment. Only after repeated criticisms did the agency issue a vague, one-page analysis in the final days that was based on a raft of unspecified future policy changes and an unusually optimistic estimate that the economy would grow 2.9 percent over the next decade.

Ultimately the White House and Republican congressional leaders simply eschewed traditional forecasts and models. They declared that the economic hurricane unleashed by the tax cuts would make up for its hefty cost and spur growth far beyond the 2.1 percent that the US economy had averaged since the financial crisis—although virtually no independent analyses, including the one done by Congress’s Joint Committee on Taxation, supported those claims.

In December 2017, the nation’s central bank, the Federal Reserve, for instance, estimated overall real growth at 2.5 percent in 2018, 2.1 percent in 2019, and 1.8 percent over the longer run. On Wall Street, the consensus forecasts did not stray far from that mark. Analysts mostly viewed the tax plan as functioning like a sugar rush, providing a burst of economic momentum in the first two years, but petering out after that.

Conservative and liberal economists agree that large tax cuts don’t pay for themselves through economic growth and that cuts financed by deficits do more harm than good in the long run because they reduce savings and push up interest rates. Tax breaks can provide incentives to invest, but businesses are more swayed by technological advances and demand for their goods or services. And when the economy is operating close to full employment, as a jobless rate near 4 percent would suggest, the impact tax cuts have is more limited.

Some critics argue that the $1.5 trillion being spent on the tax plan would do more to boost growth if it were put to other uses, such as invested in roads and bridges, communications technology, education, health care, or research and development.

The bill’s high cost and the staggering deficits do, however, pave the way for another important Republican goal: spending cuts. Party leaders have long made clear their desire to rollback the social spending of the New Deal and the Great Society and shrink the safety net. Drastically reducing federal revenues is one way to do it. As the tax bill was hurtling its way through Congress, Republican leaders pointed to entitlements like Medicare, Medicaid, and Social Security, in addition to other programs designed to aid poor and elderly Americans, as the main reason the nation’s debt load was reaching an unmanageable level. House Speaker Paul Ryan of Wisconsin talked of tackling the major entitlement programs in the next session while President Trump promised “to go into welfare reform.”

The tax plan begins to take a step in that direction. Eliminating the federal penalty for failing to have health insurance will result in 13 million fewer people with coverage, according to the Congressional Budget Oﬃce, and a 10 percent rise in insurance premiums.

On a local scale, capping the deduction of state and local taxes is another way of pressuring high-tax states to curb their spending.

Regardless of what follows, though, one sector that is guaranteed to flourish as a result of the new legislation is tax preparation, as accountants and tax lawyers work to understand all the new provisions, and then figure out ways to comply, exploit, or circumvent them.



*   Tax Reform report of the Treasury Department to President Ronald Reagan, November 1984
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TAX CUTS AND JOBS ACT

________, 2017.—Ordered to be printed

_____________________

Mr. Brady of Texas, from the committee of conference, submitted the following

CONFERENCE REPORT

[To accompany H.R. 1]

The committee of conference on the disagreeing votes of the two Houses on the amendment of the Senate to the bill (H.R. 1), to provide for reconciliation pursuant to titles II and V of the concurrent resolution on the budget for fiscal year 2018, having met, after full and free conference, have agreed to recommend and do recommend to their respective Houses as follows:

That the House recede from its disagreement to the amendment of the Senate and agree to the same with an amendment as follows:

In lieu of the matter proposed to be inserted by the Senate amendment, insert the following:

And the Senate agree to the same.


TITLE I

SEC. 11000. SHORT TITLE, ETC.

(a) SHORT TITLE.—This title may be cited as the ‘‘Tax Cuts and Jobs Act’’.

(b) AMENDMENT OF 1986 CODE.—Except as otherwise expressly provided, whenever in this title an amendment or repeal is expressed in terms of an amendment to, or repeal of, a section or other provision, the reference shall be considered to be made to a section or other provision of the Internal Revenue Code of 1986.


Subtitle A—Individual Tax Reform

PART I—TAX RATE REFORM

SEC. 11001. MODIFICATION OF RATES.

(a) IN GENERAL.—Section 1 is amended by adding at the end the following new subsection:

‘‘(j) MODIFICATIONS FOR TAXABLE YEARS 2018 THROUGH 2025.—

‘‘(1) IN GENERAL.—In the case of a taxable year beginning after December 31, 2017, and before January 1, 2026—

‘‘(A) subsection (i) shall not apply, and

‘‘(B) this section (other than subsection (i)) shall be applied as provided in paragraphs (2) through (6).

‘‘(2) RATE TABLES.—

‘‘(A) MARRIED INDIVIDUALS FILING JOINT RETURNS AND SURVIVING SPOUSES.—The following table shall be applied in lieu of the table contained in subsection (a):








	
‘‘If taxable income is:


	
The tax is:





	
Not over $19,050 ………………………………..


	
10% of taxable income.





	
Over $19,050 but not over $77,400 ……….


	
$1,905, plus 12% of the excess over $19,050.





	
Over $77,400 but not over $165,000 ……..


	
$8,907, plus 22% of the excess over $77,400.





	
Over $165,000 but not over $315,000 ……


	
$28,179, plus 24% of the excess over $165,000.





	
Over $315,000 but not over $400,000 ……


	
$64,179, plus 32% of the excess over $315,000.





	
Over $400,000 but not over $600,000 ……


	
$91,379, plus 35% of the excess over $400,000.





	
Over $600,000 …………………………………….


	
$161,379, plus 37% of the excess over $600,000.







‘‘(B) HEADS OF HOUSEHOLDS.—The following table shall be applied in lieu of the table contained in subsection (b):








	
‘‘If taxable income is:


	
The tax is:





	
Not over $13,600 ………………………………..


	
10% of taxable income.





	
Over $13,600 but not over $51,800 ……….


	
$1,360, plus 12% of the excess over $13,600.





	
Over $51,800 but not over $82,500 ……….


	
$5,944, plus 22% of the excess over $51,800.





	
Over $82,500 but not over $157,500 ……..


	
$12,698, plus 24% of the excess over $82,500.





	
Over $157,500 but not over $200,000 ……


	
$30,698, plus 32% of the excess over $157,500.





	
Over $200,000 but not over $500,000 ……


	
$44,298, plus 35% of the excess over $200,000.





	
Over $500,000 …………………………………….


	
$149,298, plus 37% of the excess over $500,000.







‘‘(C) UNMARRIED INDIVIDUALS OTHER THAN SURVIVING SPOUSES AND HEADS OF HOUSEHOLDS.—The following table shall be applied in lieu of the table contained in subsection (c):








	
‘‘If taxable income is:


	
The tax is:





	
Not over $9,525 ………………………………….


	
10% of taxable income.





	
Over $9,525 but not over $38,700 …………


	
$952.50, plus 12% of the excess over $9,525.





	
Over $38,700 but not over $82,500 ……….


	
$4,453.50, plus 22% of the excess over $38,700.





	
Over $82,500 but not over $157,500 ……..


	
$14,089.50, plus 24% of the excess over $82,500.





	
Over $157,500 but not over $200,000 ……


	
$32,089.50, plus 32% of the excess over $157,500.





	
Over $200,000 but not over $500,000 ……


	
$45,689.50, plus 35% of the excess over $200,000.





	
Over $500,000 …………………………………….


	
$150,689.50, plus 37% of the excess over $500,000.







‘‘(D) MARRIED INDIVIDUALS FILING SEPARATE RETURNS.—The following table shall be applied in lieu of the table contained in subsection (d):








	
‘‘If taxable income is:


	
The tax is:





	
Not over $9,525 ………………………………….


	
10% of taxable income.





	
Over $9,525 but not over $38,700 …………


	
$952.50, plus 12% of the excess over $9,525.





	
Over $38,700 but not over $82,500 ……….


	
$4,453.50, plus 22% of the excess over $38,700.





	
Over $82,500 but not over $157,500 ……..


	
$14,089.50, plus 24% of the excess over $82,500.





	
Over $157,500 but not over $200,000 ……


	
$32,089.50, plus 32% of the excess over $157,500.





	
Over $200,000 but not over $300,000 ……


	
$45,689.50, plus 35% of the excess over $200,000.





	
Over $300,000 ……………………


	
$80,689.50, plus 37% of the excess over $300,000.







‘‘(E) ESTATES AND TRUSTS.—The following table shall be applied in lieu of the table contained in subsection (e):








	
‘‘If taxable income is:


	
The tax is:





	
Not over $2,550 …………………….


	
10% of taxable income.





	
Over $2,550 but not over $9,150 …………..


	
$255, plus 24% of the excess over $2,550.





	
Over $9,150 but not over $12,500 …………


	
$1,839, plus 35% of the excess over $9,150.





	
Over $12,500 ………………………………………


	
$3,011.50, plus 37% of the excess over $12,500.







‘‘(F) REFERENCES TO RATE TABLES.—Any reference in this title to a rate of tax under subsection (c) shall be treated as a reference to the corresponding rate bracket under subparagraph (C) of this paragraph, except that the reference in section 3402(q)(1) to the third lowest rate of tax applicable under subsection (c) shall be treated as a reference to the fourth lowest rate of tax under subparagraph (C).

‘‘(3) ADJUSTMENTS.—

‘‘(A) NO ADJUSTMENT IN 2018.—The tables contained in paragraph (2) shall apply without adjustment for taxable years beginning after December 31, 2017, and before January 1, 2019.

‘‘(B) SUBSEQUENT YEARS.—For taxable years beginning after December 31, 2018, the Secretary shall prescribe tables which shall apply in lieu of the tables contained in paragraph (2) in the same manner as under paragraphs (1) and (2) of subsection (f) (applied without regard to clauses (i) and (ii) of subsection (f)(2)(A)), except that in prescribing such tables—

‘‘(i) subsection (f)(3) shall be applied by substituting ‘calendar year 2017’ for ‘calendar year 2016’ in subparagraph (A)(ii) thereof,

‘‘(ii) subsection (f)(7)(B) shall apply to any unmarried individual other than a surviving spouse or head of household, and

‘‘(iii) subsection (f)(8) shall not apply.

‘‘(4) SPECIAL RULES FOR CERTAIN CHILDREN WITH UNEARNED INCOME.—

‘‘(A) IN GENERAL.—In the case of a child to whom subsection (g) applies for the taxable year, the rules of subparagraphs (B) and (C) shall apply in lieu of the rule under subsection (g)(1).

‘‘(B) MODIFICATIONS TO APPLICABLE RATE BRACKETS.—In determining the amount of tax imposed by this section for the taxable year on a child described in subparagraph (A), the income tax table otherwise applicable under this subsection to the child shall be applied with the following modifications:

‘‘(i) 24-PERCENT BRACKET.—The maximum taxable income which is taxed at a rate below 24 percent shall not be more than the sum of—

‘‘(I) the earned taxable income of such child, plus

‘‘(II) the minimum taxable income for the 24-percent bracket in the table under paragraph (2)(E) (as adjusted under paragraph (3)) for the taxable year.

‘‘(ii) 35-PERCENT BRACKET.—The maximum taxable income which is taxed at a rate below 35 percent shall not be more than the sum of—

‘‘(I) the earned taxable income of such child, plus

‘‘(II) the minimum taxable income for the 35-percent bracket in the table under paragraph (2)(E) (as adjusted under paragraph (3)) for the taxable year.

‘‘(iii) 37-PERCENT BRACKET.—The maximum taxable income which is taxed at a rate below 37 percent shall not be more than the sum of—

‘‘(I) the earned taxable income of such child, plus

‘‘(II) the minimum taxable income for the 37-percent bracket in the table under paragraph (2)(E) (as adjusted under paragraph (3)) for the taxable year.

‘‘(C) COORDINATION WITH CAPITAL GAINS RATES.—For purposes of applying section 1(h) (after the modifications under paragraph (5)(A))—

‘‘(i) the maximum zero rate amount shall not be more than the sum of—

‘‘(I) the earned taxable income of such child, plus

‘‘(II) the amount in effect under paragraph (5)(B)(i)(IV) for the taxable year, and

‘‘(ii) the maximum 15-percent rate amount shall not be more than the sum of—

‘‘(I) the earned taxable income of such child, plus

‘‘(II) the amount in effect under paragraph (5)(B)(ii)(IV) for the taxable year.

‘‘(D) EARNED TAXABLE INCOME.—For purposes of this paragraph, the term ‘earned taxable income’ means, with respect to any child for any taxable year, the taxable income of such child reduced (but not below zero) by the net unearned income (as defined in subsection (g)(4)) of such child.

‘‘(5) APPLICATION OF CURRENT INCOME TAX BRACKETS TO CAPITAL GAINS BRACKETS.—

‘‘(A) IN GENERAL.—Section 1(h)(1) shall be applied—

‘‘(i) by substituting ‘below the maximum zero rate amount’ for ‘which would (without regard to this paragraph) be taxed at a rate below 25 percent’ in subparagraph (B)(i), and

‘‘(ii) by substituting ‘below the maximum 15-percent rate amount’ for ‘which would (without regard to this paragraph) be taxed at a rate below 39.6 percent’ in subparagraph (C)(ii)(I).

‘‘(B) MAXIMUM AMOUNTS DEFINED.—For purposes of applying section 1(h) with the modifications described in subparagraph (A)—

‘‘(i) MAXIMUM ZERO RATE AMOUNT.—The maximum zero rate amount shall be—

‘‘(I) in the case of a joint return or surviving spouse, $77,200,

‘‘(II) in the case of an individual who is a head of household (as defined in section 2(b)), $51,700,

‘‘(III) in the case of any other individual (other than an estate or trust), an amount equal to ½ of the amount in effect for the taxable year under subclause (I), and

‘‘(IV) in the case of an estate or trust, $2,600.

‘‘(ii) MAXIMUM 15-PERCENT RATE AMOUNT.—The maximum 15-percent rate amount shall be—

‘‘(I) in the case of a joint return or surviving spouse, $479,000 (½ such amount in the case of a married individual filing a separate return),

‘‘(II) in the case of an individual who is the head of a household (as defined in section 2(b)), $452,400,

‘‘(III) in the case of any other individual (other than an estate or trust), $425,800, and

‘‘(IV) in the case of an estate or trust, $12,700.
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