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Economic Conditions 

The US economy grew at an annual rate of 3% in the third quarter of 2017, according to the 
advance estimate released by the US Department of Commerce at the end of October.  After 
a 3.1% increase in the second quarter of 2017 this marks the first time we’ve seen 3% 
growth or greater in two consecutive quarters since 2014.  Increased consumption, private 
inventory investment, federal spending and exports were all positive contributors to Q3 
growth.  Imports, which are a negative contributor to GDP, decreased in Q3, most likely due 
to the continued weakening of the US Dollar.  The long-term growth rate of the current 
expansion is still averaging about 2.2%.  Now that a tax plan has been proposed by the 
administration, investors are hopeful it will provide an additional boost to the economy. 
Alternatively, the Fed will most likely continue their efforts in keeping inflation reigned in 
by raising rates in December and starting the process of shrinking their balance sheet by 
allowing maturing bonds to roll off without reinvesting the proceeds which could cause 
rates to increase further.   
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Market Conditions 

Index Returns 
  Oct ‘17   YTD 

S&P 500 2.22% 15.03% 
DJIA 4.34% 18.29% 

NASDAQ 3.57% 24.98% 
MSCI EAFE 1.46% 18.92% 

Barclays Aggregate 0.06% 3.20% 

It was another positive month for stocks as the S&P 500 and Dow Jones 
Industrial Average notched monthly increases for the seventh month in a 
row.  Consumer confidence reached its highest level since 2000 last 
month and the equity markets followed suit as the Dow reached 12 new 
record highs and returned 4.34% for the month.  While some may point to 
new highs in consumer confidence as a contrarian indicator, potentially 
signaling that a recession is on the horizon, we are all aware that the past is not necessarily an indication 
of future events.  Additionally, as the Wall Street Journal noted, “consumer confidence readings have 
[historically] stalled out over consecutive months before ultimately turning lower.”  It’s important to look 
at a broad range of economic indicators when gauging the strength of the markets and the economy.  
While consumer confidence has hit multi-year highs, the Economic Surprise Index, an index that 
measures how closely economic data corresponds with expectations, reached its highest reading since the 
second quarter of 2017 as several economic data points have had readings that were better than expected.  
The S&P 500 returned 2.22% in October while the NASDAQ returned 3.57%.  Fixed income again 
remained fairly stagnant yet slightly positive, unlike in September, returning 0.06% last month.  
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Tax Reform 

House Republicans released the details of the tax reform bill, titled the Tax Cut and Jobs Act, last Thursday 
Nov 2.  Since then, we have seen both praise and criticism from both sides of the aisle of what is the biggest 
overhaul of the U.S. tax code in over 30 years.  Along with proposing that the corporate tax rate be cut to 
20% from its current level of 35% and reducing the number of personal income tax brackets from seven to 
four, there are several details in the plan that will most likely affect tax payers at all levels of income.  With 
as polarizing as media outlets seem to be as of late, we want to break down the current tax reform proposal 
with a non-biased view to help our clients better understand how they can expect this plan to affect them.   
 
Personal Income Tax Brackets 
Currently, the seven personal income brackets range from 10% to 39.6% with a standard deduction of $6,350 
and $12,700 for single and joint filers, respectively, and personal exemptions of $4,050 per person.  Under 
the proposed tax law the tax brackets will be condensed into four brackets ranging from 12% to 39.6% with a 
standard deduction of $12,200 and $24,400 for single and joint filers, respectively.  The personal exemption 
would be eliminated completely.  Refer to the graph on the next page which details the tax bracket changes.  

(Continued on Next Page) 
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Tax Reform 

(Continued on Next Page) 
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As you can see from the graphic on the right, the changes to the tax 
brackets should provide tax relief for almost all filers.  While the 
lowest tax bracket does increase from 10% to 12%, the benefit of the 
increased standard deduction should outweigh the cost of the 
increase in tax rate.  However, it is worth noting that there are 
some stipulations that could negatively affect high income earners.  
The GOP slipped wording into the bill that essentially “phases out” 
the benefit of the 12% tax rate for individuals earning more than 
$1M and married couples earning more than $1.2M.  This is 
accomplished by taxing all income between $1.2M and $1.6M (for 
married filers) at an additional 6% until the benefit of the 12% tax 
rate on the first $90,000 of income is essentially clawed back.  All  
income above $1.6M would then be again taxed at the 39.6% rate.  This is a point of contention within the 
GOP with its opponents deeming it a “stealth tax.”  

*Filing Single 
  Married Filing Jointly 
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Tax Reform 

Child-Tax Credit 
Currently as it stands, single and joint filers are eligible for a $1,000 child-tax credit per child with phase 
outs beginning at income levels of $75,000 and $110,000, respectively.  The House bill increases that amount 
to $1,600 per child; and while it may not be at the level that proponents of this topic like Rep. Kevin Yoder 
and First Daughter Ivanka Trump were pushing for, it does expand the eligibility for the child credit with 
phase outs beginning at $115,000 and $230,000.  Additionally, the bill creates a credit of $300 for each adult 
family member and includes the primary taxpayer and any non-child dependents such as college students.  
This credit, however, is set to expire after 2022.   
 
Deductions 
Perhaps one of the most controversial changes in the proposed tax bill is the elimination of the state and 
local tax (SALT) deduction.  Under the new tax code the state and local tax deduction will be eliminated and 
would limit the state and local property tax deduction to $10,000.  This is another area of the proposed bill 
that has been met with extreme push back, specifically from representatives in states with high income 
taxes, such as New York and New Jersey.  The deduction of mortgage interest would still be allowable but 

(Continued on Next Page) 
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Tax Reform 

would only apply to interest on debt of $500,000 and below, as opposed to the current limit of $1M.  It would 
also no longer apply to home-equity loans or second homes.  This change would only affect upcoming loans as 
all existing loans, including refinanced loans, will be grandfathered in.  It could, however, affect home prices, 
specifically in areas where the majority of homes are second homes.  Another popular deduction that will be 
disallowed under the new tax code is the write off of medical expenses above 10% of adjusted gross income 
(AGI).  With healthcare costs increasing at their current rates, this is another area of contention that could 
affect as many as 9 million households, or 6% of tax filers, according to the Tax Policy Center.  
 
Pass-Through Income 
Pass-through income, such as income from S corporations and partnerships, are currently taxed at 
individual tax rates.  Under the new tax code, in an attempt to help small businesses, the bill would allow 
30% of pass-through income to be taxed at a flat 25% with the first 70% being taxed at the individual’s 
personal tax rate.  However this preferential treatment of pass-through income would not apply to 
professional service firms such as law firms and financial services firms.  All pass-through income generated 
from professional service firms would be taxed as labor income.   

(Continued on Next Page) 
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Tax Reform 

Corporate Tax 
While the corporate tax code may not affect our clients directly, it will certainly affect everyone in the U.S. 
indirectly with regard to economic growth.  Proponents of corporate tax reform will attest that it is the most 
crucial part of the GOP’s tax bill, arguing that it will lead to increased capital spending which in turn should 
lead to higher wages and increased productivity.  At 35%, the U.S. currently has the highest tax rate 
compared to all developed countries in the world.  By cutting the corporate tax rate to 20%, supporters of the 
bill agree that it should not only encourage corporations to repatriate profits back to the U.S. (including a 
one-time repatriation tax of 12% on cash and 5% on illiquid assets currently parked overseas), but would also 
lure foreign companies to bring some of their production from overseas to the U.S.  Additionally, U.S. 
companies would owe no taxes on foreign income, as the U.S. would switch to a territorial tax system as 
opposed to a worldwide tax system.  So companies would pay the foreign local tax rate in the country in 
which revenues were generated and bring profits back to the U.S. at no additional cost.  To prevent 
companies from shifting profits overseas to countries with favorable tax systems and bringing profits back 
with no additional taxes, the bill would essentially impose a 10% tax on high profit foreign subsidiaries 
whose incomes are above a specified threshold.  

(Continued on Next Page) 



10 FASKC.COM 

Tax Reform 

As most of us are aware of, the final version of a bill almost never looks identical to the original proposal.  
There are several aspects of this bill that are currently being debated among congressional leaders and 
changes are being announced almost daily.  What we have listed out are the details that we are currently 
aware of and we can almost guarantee that some of the items we have discussed in this update will be 
changed or modified in some way.  We will continue to keep you informed on the changes to the current tax 
code and what you can expect with regard to your taxes moving forward.  Please feel free to contact us with 
any questions you may have.  
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Disclosures & Index Definitions 
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Under style performance boxes, indexes referenced in the equities section for large, mid and 
small reference the Russell 1000, Russell MidCap and Russell 2000 stock indices, respectively. 
The Barclays US Government, Barclays Credit and Barclays High Yield fixed income indices refer 
to Gov’t, Corp, and HY, respectively. Short, Intermediate and Long refer to the time frame of the 
investments and their positions on the yield curve.  
 
The information and opinions stated in this presentation are not intended to be utilized as an 
overall guide to investing; nor should they be taken as recommendations to buy, sell or hold any 
particular investment. This presentation is not an offer to sell or a solicitation of any investment 
products or other financial product or service, an official confirmation of any transaction, or an 
official statement of presenter. The opinions and views conveyed are for informational purposes 
and make no recommendations in regards to how a client’s portfolio should be managed, as that 
involves inquiring, in depth, of a client’s or prospective client’s risk tolerance, investment 
objectives, time frame for investing and any other details pertinent to said client’s or prospective 
client’s financial situation. The presentation may not be suitable to be relied on for accounting, 
legal or tax advice.  
 
Past performance is not indicative of future returns. Prices and values of investment vehicles will 
rise and fall as broad market conditions change. Investors’ portfolios may fluctuate, to varying 
degrees, in tandem with market conditions.  Diversification neither guarantees returns nor does it 
eliminate the risk of a portfolio decreasing in value. Equity securities tend to be more volatile than 
bond/fixed income products and carry greater risk factors than that of fixed income products. 
Smaller capitalization equities (i.e. mid and small caps) typically involve more risk than that of 
larger capitalization stocks. Political, economic, and currency risk are all risks subsumed under 
the additional risk factors of investments in international securities, to include  those in both 
developed and emerging markets. In addition, political conditions in emerging markets can tend to 
be more volatile than in those of developed markets.  
 
Investments in bonds will be subject to credit risk, market risk and interest rate risk. Interest rates 
will have an inverse effect on prices of bonds. Bonds of lower credit ratings, also known as High 
Yield bonds which hold a rating of less than investment grade (BB+ and below), will have greater 
risks attached than will those of investment grade bonds and will experience greater volatility.  
 
All dates are as of October 31, 2017 unless stated otherwise.  
 
 
 
 
 
 

 
Presentation prepared by Financial Advisory Service, Inc., an SEC Registered Investment 
Adviser. Securities offered through FAS Corp., an affiliated insurance agency and broker/dealer.  
 
Any dissemination, distribution, copying, or other use of this presentation or any of its content by 
any person other than the intended recipient is strictly prohibited. FAS only transacts business in 
states where it is properly registered or notice filed, or excluded or exempted from registration 
requirements. Follow-up and individualized responses to this presentation that involve either the 
effecting or attempting to effect transactions in securities, or the rendering of personalized 
investment advice for compensation, as the case may be, will not be made absent compliance 
with state investment adviser and investment adviser representative registration requirements, or 
an applicable exemption or exclusion. 
 
Index Definitions 
 
The S&P 500 Index is based on the market capitalizations of 500 large companies whose stocks 
are listed on the NYSE and NASDAQ. This is widely regarded as the single best gauge of large 
cap US Equities.  
 
The Dow Jones Industrial Average  is a price-weighted average of 30 actively traded blue-chip 
stocks, primarily industrials. It is used as a barometer of how shares if the largest US companies 
are performing. 
 
The NASDAQ is a market capitalization weighted index of the more than 3000 common equities 
listed on the NASDAQ Stock Exchange. These securities include American Depository Receipts, 
common stocks, real estate investment trusts, and tracking stocks.  
 
The MSCI EAFE (Europe, Australasia, Far East) Net Index is recognized as the pre-eminent 
benchmark in the US to measure international equity performance. It comprises the MSCI country 
indices that represent developed markets outside of North America, Europe, Australia, and the 
Far East.  
 
The MSCI Emerging Markets Index captures large and mid cap representation across 23 
Emerging Markets (EM) countries. With 822 countries, the index covers approximately 85% of the 
free float-adjusted market capitalization in each country.  
 
The Barclays US Aggregate Index is a broad-based flagship benchmark that measures the 
investment grade, US dollar-denominated, fixed rate taxable bond market. The index includes 
Treasuries, government-related and corporate securities, MBS, ABS, and CMBS.  
 
All index information has been gathered from public sources who are assumed to be reliable, 
although we cannot guarantee the accuracy or completeness of those public sources.  
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