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US tax planning: 2017 year-end

For 2017 and 2018, the top federal tax rates are unchanged from the previous 
year, with a top rate of 39.6% under the House proposals, whereas the Senate 
proposes a top rate of 38.5%. This rate applies to individuals with adjusted gross 
income (AGI) in excess of:

Filing status     2017 2018 - proposed

Married Filing Jointly (MFJ) $470,700 $1,000,000

Head of Household (HoH)                                                  $444,550 $500,000

Single $418,400 $500,000

Married Filing Separately (MFS)                              $235,350 $500,000

Ordinary  
income  
tax rates

Americans living in the UK need to be aware 
of the US tax year-end on 31 December 2017. 
Now is the perfect time to consider whether 
there is anything that you can do to minimise 
your US tax exposure for 2017 and to prepare 
for tax changes in 2018.

Tax cuts are on the horizon for 2018 based on the House 
of Representatives bill titled “Tax Cuts and Jobs Act” and 
the Senate’s release of the Chairman’s Mark of the Tax 
Cuts and Jobs Act, announced this month.  We will outline 
the key changes that could affect our clients, and we will 

highlight some opportunities for planning should these 
proposals be enacted.  We are expecting  
a bill to become law before the end of the year and  
many of these provisions will be enacted for the 2018  
US tax year.

Any tax planning opportunities should always include 
the US and UK tax implications for an American living 
in the UK.  Any decisions taken in relation to buying or 
selling/gifting of assets should take account of both the 
investment as well as the tax consequences of doing so.  
We recommend that individuals seek professional advice, 
where appropriate, before taking any action.
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2018 tax reform key points
•  Biggest surprise of all, the retention of 39.6% as the top rate of Income Tax (38.5% under the Senate 

proposals) but an increase in the threshold to incomes over $1m in the case of a joint return or surviving 
spouse.

 •  Lower individual tax rates for low income taxpayers to 0%, 12%, 25%, and 35% (or 10%, 12%, 22.5%, 25%, 
32.5%, 35% under Senate proposals).

 •  There appears to be no changes to the long-term Capital Gains Tax rates or qualified dividend tax rates of 
0%, 15% and 20% other than the changes to the income thresholds.

 •  Doubling of the standard deduction from $6,350 to $12,000 for individuals and $12,700 to $24,000 for married 
couples. Although personal exemptions have been repealed.

 •  Some concession on state and local tax deductions but they’ll still be severely limited. Under the House 
proposals, the mortgage interest deduction is reduced to $500k, from the current cap of $1m, on  
the amount of mortgage on which interest deduction can be claimed.  Confusingly that limit will apply to 
new purchases.

 •  Repeal of Alternative Minimum Tax (AMT).

 •  Doubling the estate tax allowance to $11m per individual with repeal in six years.

 •  The limited capital gain exclusion on the sale of your home will be based upon owning and occupying your 
main home for five out of eight years rather than two out of the last five years. Possible phase out of capital 
gains allowance on sale of principal residence with no exclusion for the highest income.

 •  Alimony deduction/inclusion would be repealed.

 •  Main international provisions are for corporates, but no repeal of FATCA.

 •   25% maximum rate on business income of individuals (the Senate has alternative plans to reduce tax on 
individual’s business income).

•  Lowers the Corporate Tax rate to 20% - down from 35% (introduced in 2018 for the House and 2019 for the 
Senate).

•  Potential changes in the taxation of carried interest relating to a three-year holding period to get the long-
term Capital Gains Tax rate.

  Action

Due to the tax rate changes, there could be planning available in relation to deferring income to next year 
if it works out that the US tax liability will be lower next year. In addition, as many itemised deductions are 
proposed to be repealed, should expenses be accelerated before 31 December 2017?  For example, it could 
be a good idea to bring forward the payment of real estate tax due to the proposed cap next year. There 
are certain expenses that may not be deductible in 2018, so paying off before 31 December 2017 could be 
beneficial from a US tax perspective.

That said, the US tax measures will be the subject of fierce debate.  The proposals are changing day to day 
and sometimes hour by hour. There may not be clarity until late in the year or early 2018.
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Net 
Investment  
Income Tax 
(NIIT)

Spreading 
income  
over two tax 
years

Estate &  
Gift Tax

You may continue to incur an additional tax of 3.8% on unearned 
investment income. The Republican platform’s promise to repeal the NIIT 
and reduce tax rates has not come to fruition.

   Action

By spreading investment income across a number of years or offsetting  
it by above the line deductions, you can prevent the requirement of 
paying the additional 3.8% NIIT. 

Depending on the individuals tax brackets, the tax rates on long-term 
Capital Gains and qualified dividends ranges from 0% - 20%. The tax rates 
on ordinary income range from 0%-39.6%.

Individuals can deduct losses up to $3,000 with any excess loss carried 
forward. Should you wish to reinvest in the same stock, either it is best 
to do so 30 days before or 30 days after the sale to avoid wash sale rules 
which would disallow the loss.

 

   Action

By spreading capital gains/income between tax years, you can abstain  
from incurring spikes in income, which may push gains/income in to the 
higher tax brackets. This may help minimise the total tax paid for those  
tax years. Individuals may also want to consider realising some capital 
losses to reduce tax on other investment income and gains. Do always 
consider the US and UK tax impact of your tax and investment planning.

For an estate of a US citizen or domicile who makes taxable gifts or passes 
away in calendar year 2018, the proposed basic exclusion amount is $11m 
for determining the amount of credit against Estate or Gift Tax. We think 
that the doubling of the Estate Tax threshold amount could be a provision 
too far and this might not pass through as law. If it does go through next 
year, there could be a lot of Estate and Gift Tax planning for those with 
large amounts of family wealth.

 

   Action

There could be potential tax efficient gifts that could be considered 
before year-end. For example, you could make a gift of up to  
$14,000 per donee, per donor and not use up the current $5.49m  
Estate Tax threshold. 
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Taxpayers holding traditional IRAs or the 401(k) plan continue to be able 
to convert them to a Roth IRA. Converting your traditional IRA to a Roth 
IRA will, for some taxpayers, create long-term tax benefits. Generally, 
subsequent withdrawals are not taxable, and no minimum distribution is 
required each year after reaching age 70 ½ (unlike for traditional IRAs). 
Conversions are taxable in the US at ordinary Income Tax rates and so will 
create a tax charge for 2017 that must be met by other sources of cash. 

However, given the flexibility that a Roth may bring, taxpayers who are 
more suited to a Roth IRA from an investment perspective may wish to 
consider making the conversion now. Where contributions into the 401(k) 
plan or traditional IRA also involve a period of foreign service, available 
foreign tax credits may be used to reduce the liability. No NIIT (Net 
Investment Income Tax) is due on any distribution, conversion or rollover 
to/from a Roth IRA account.

 

   Action

Some people may want to consider transferring their traditional 
IRA/401(k) plan into a Roth IRA before the end of 2017 to create  
long-term tax benefits.

Beware of a tax trap for those US taxpayers who have a non-US (i.e. UK) 
mortgage and are about to sell their property and redeem the mortgage. 
This tax trap includes US taxpayers with UK mortgages who have a 
mortgage contract about to expire (i.e. a two year fixed rate deal) and are 
considering transferring to a different mortgage. 

Although the British pound has strengthened against the dollar this year, 
overall it is down compared with the last decade, which means it costs 
less in dollars to relinquish a mortgage than it did when the pound was 
stronger. The IRS (Inland Revenue Service) unfortunately tax this dollar 
gain as income which can surprise a lot of people, in particular when the 
actual value of the property may have gone down in dollar terms as a 
result of the British pound devaluation. It is possible to harvest excess 
foreign tax credits in such a situation, so we would encourage you to seek 
advice and plan against any nasty surprises.

 

   Action

Consider the foreign exchange position before changing mortgage 
contracts.

US pensions 

Mortgage  
redemptions
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It is important that individuals who pay UK tax on their worldwide income 
(and who are on the ‘paid’ basis of accounting for foreign tax credits) 
consider paying their UK tax liability by 31 December 2017, even if the 
tax on the income is not due until 31 January 2018, or possibly even 31 
January 2019. These steps will ensure that a corresponding credit may be 
taken on their 2017 US tax return. This is especially true for self-employed 
individuals with rising profits or if a capital gain has been realised in 2017.

Experience tells us that making payments before the Christmas holiday 
season avoids last-minute problems and ensures you have the available 
tax credit.

Conversely, if you have plenty of excess foreign tax credits carried forward 
by up to 10 prior years, you may want to consider utilising these by 
deferring a UK tax payment to the 31 January 2018 UK tax return filing 
deadline.

Please note that from 13 January 2018, payment of UK tax by personal 
credit card will not be possible.

 

   Action

If you have realised any capital gains in 2017, or your income not  
taxed at source has increased, consider making a pre-payment of UK  
tax before 31 December 2017. If you have large carried forward  
unused credits, consider paying in January 2018.

UK tax  
payments 
timed before 
or after  
31 December 
2017
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Some key  
deadlines 

There are other 
upcoming deadlines 
that you may need to 
be aware of. Here is a 
reminder of some of 
the key US and UK tax 
deadlines to consider 
over the next few 
months.

30    30 December 2017

Taxpayers with UK tax liabilities of less than £3,000 can electronically file 
their tax return by this date and request that the tax be collected via a 
PAYE coding adjustment for the 2018/19 tax year.

16    16 January 2018

Final instalments of 2017 US estimated taxes due.

31    31 January 2018

2016/17 UK tax return electronic filing deadline.

15    15 March 2018

US Partnership returns deadline. Extension can also apply to 17 September.

5    5 April 2018

End of the UK tax year 2017/18 – consider planning before this date. 

17    17 April 2018

Foreign Bank Account Reports (FBAR/FinCen Form 114) – these can be 
extended to 15 October 2018.

17    17 April 2018

Individual Income Tax return filing deadline (automatic two month 
extension to 15 June 2018 applies to taxpayers living overseas). Extension 
can also apply.
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Year-end 
tax planning 
checklist

So what opportunities 
could you take 
advantage of in the 
run-up to the year-end? 

Here, we have 
summarised a few you 
might want to consider.

About 
Buzzacott 
Expatriate 
Tax Services

1   Have you considered how the proposed tax changes in 2018 will 
affect you? 

2  Have you utilised the lower rates of taxation fully in 2017? If not, 
consider realising income or gains to utilise the lower tax rates.  

3  Have you realised income/gains up to the NIIT thresholds in 
2017? If not, consider realising investment income to exclude as 
much as possible from NIIT. 

4   
Can you restructure your US IRA/401(k)? 

5  Have you considered making gifts in 2017 to fully utilise your 
annual exemptions? 

6  Have you considered pre-paying UK tax before 31 December 
2017, or deferring until January 2018? 

We help US and UK citizens based away from home to manage their net 
earnings and reduce liabilities, ensuring compliance with local tax regimes. 

We know that navigating an unfamiliar tax environment can be confusing, 
and we’re here to simplify it. With some internationally mobile clients this 
involves a partnership that lasts through many stages of their lives. We 
like to get to know our clients well, and we’re passionate about looking 
after them. 

We believe a joined-up approach is crucial to the successful management 
of both US and UK tax responsibilities. Our strategies for tax optimisation 
dovetail both US and UK tax considerations through an exceptionally 
integrated and efficient process.

For further guidance and advice tailored to your situation, 
please reach out to your usual Buzzacott contact or: 

Martin Scullion 
Director 

 +44 (0)20 7556 1207
 scullionm@buzzacott.co.uk 


