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Market Update –  
Second Quarter 2018

Overview of Provisions of the  
TCJA Affecting Businesses

The recently enacted Tax Cuts and Jobs Act has overhauled of 
many parts of the Internal Revenue Code. Here are some of the 
most important provisions in the new law that affect businesses.  
In our next InForm, I will look at the changes affecting individuals. 

Passthrough income deduction
For years after 2017 and before 2026, individuals will be allowed to 
deduct 20% of “qualified business income” from a partnership,  
S corporation, or sole proprietorship. A limitation on the deduction 
is phased in based on W-2 wages above a threshold amount of 
taxable income. The deduction is disallowed for specified service 
trades or businesses with income above a threshold. 

Corporate tax rate
The act replaced the prior-law graduated corporate tax rate, which 
taxed income over $10 million at 35%, with a flat rate of 21%. 

Corporate AMT
The act repealed the corporate AMT.

Depreciation 
Bonus depreciation: The act extended and modified bonus 
depreciation under Sec. 168(k), allowing businesses to 
immediately deduct 100% of the cost of eligible property  
in the year it is placed in service, though 2022. The act also 
removed the rule that made bonus depreciation available  
only for new property. 
Luxury automobile depreciation limits: The act increased the 
depreciation limits under Sec. 280F that apply to listed property. 
Sec. 179 expensing: The act increased the maximum amount 
a taxpayer may expense under Sec. 179 to $1 million and 
increased the phaseout threshold to $2.5 million. These amounts 
will be indexed for inflation after 2018. It also expanded 
the definition of qualified real property eligible for Sec. 179 
expensing to include any of the following improvements to 
nonresidential real property: roofs, heating, ventilation, and 
air-conditioning property, fire protection and 
alarm systems; and security systems. 

Expenses and deductions 
Like-kind exchanges: Under the act,  
like-kind exchanges under Sec. 1031 will be 
limited to exchanges of real property that is 
not primarily held for sale. 

US markets generally trended positive in the second quarter as the  
S&P 500 index of large US companies was up 3.43% for the quarter,  
while the Russell 2000 index of small US companies was up 7.75%  
ending June 30th 2018. However, these returns have come with much 
more drama and volatility in 2018 than we saw in 2017. The headlines 
in the second quarter have been dominated by the tug of war over tariffs 
and trade. It seems the strong US and global economies have given 
political leaders confidence to assert their positions at the bargaining 
table and they are taking full advantage of it.

While the trade wars do matter, currently they seem to have the greatest 
impact on sentiment or the emotions of the market. Morning headlines 
whiplash the market day to day like Jekyll and Hyde. While the market 
was able to ignore any bad news one year ago, now it seems reluctant to 
stretch beyond its January high, and more likely to sell-off when there is 
an excuse. We believe that this is due to the expensive nature of stocks 
in the market currently and the absence of a strong catalyst to pull us 
forward. One year ago, we were all anxiously waiting for tax cuts and 
the promise of them seemed to fix everything. We got those tax cuts 
last fall, but now we want the next thing like a sugar-high toddler. This 
recent activity reminds me of a famous Ben Graham quote, “In the short 
run, the market is a voting machine but in the long run it is a weighing 
machine.” Graham is known as the father of value-style investing and was 
a mentor to Warren Buffett. His wisdom still holds true today. 

Meanwhile, the underlying economy is strong by all economic indicators. 
A recession isn’t in the cards at all according to several factors studied by 
economists. The Federal Reserve Board also seems to agree as they have 
raised the fed funds rate 0.25% twice so far this year, and plan to do it at 
least one or two more times. This Fed action had a negative impact on 
the US Bond Aggregate, as the index is down again this quarter 0.16%, 
and down 1.62% year-to-date. Rising interest rates increase borrowing 
costs and strengthen the US dollar, which can have a slowing impact 
on the economy. This is necessary to act as a sort of governor to keep 
inflation at a reasonable rate.

Trade wars, a stronger dollar, and higher US interest rates 
have also become a significant headwind for international 
stocks. While stock valuation outside the US is still much 
more attractive for a buying opportunity, these stocks as 
measured by the MSCI World ex US index are down this 
quarter 0.75%.

The underlying economy seems to be stable 
and gaining some strength, while stocks are 
struggling to find new highs.  

Aaron Bates, CFP®,  
Investment Advisor Representative  
Direct Line: 419.496.2226 
E-mail: abates@whitcomb.com
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By Tim Hilterman, CFP®, CAP®, Investment Advisor Representative

Good News for Givers in New Tax Law

Overview of Provisions of the TCJA Affecting Businesses  continued from page 1

Big changes are in store in 2018 as new tax laws take effect. One 
significant change is a doubling of the Standard Deduction. 
As we mentioned in the last InForm, some are concerned that the new 
Standard Deduction could possibly remove the advantage of deducting 
charitable contributions. If your total deductions don’t exceed the new 
larger standard deduction, there is no advantage to itemizing your 
deductions when you file your taxes. 
You can still make tax-deductible donations to charities, but it won’t 
make a difference on your tax return unless your total deductions now 
exceed $12,000 for single filers and $24,000 for joint filers. Common 
deductions include charitable contributions, mortgage interest, real 
estate taxes, and state and local taxes.
With some planning, you may be able to use a Donor Advised Fund 
(DAF) to continue your giving and take advantage of the new  
Standard Deduction levels.

Tax Looping
This technique involves doubling up tax-deductible payments into one 
year, then minimizing these payments the following year in order to 
take advantage of the large standard deduction.  
Let’s look at an example (See Scenario A), assuming the following 
couple makes $100,000 a year and has the following deductions:

Charitable Contributions  $10,000 
Mortgage Interest  $5,000 
Real Estate Taxes  $3,000 
State and Local Taxes (SALT)      +   $5,000
Total Deductible Expenses  $23,000 

Since the standard deduction for this couple is $24,000, they will get a 
$24,000 deduction. If we followed this example over 4 years, it would 
total $96,000 in deductions.
Now let’s see what happens when they “loop” their giving and 
contribute $20,000 into a Donor Advised Fund (DAF) every other 
year (see Scenario B). In 2018 and 2020, they are able to itemize 
$33,000 worth of deductions. In 2019 and 2021, they take the 
standard deduction of $24,000 instead of itemizing. Their 4-year-total 
deductions are now $114,000.

Domestic production activities: The act repealed the Sec. 199 
domestic production activities deduction. 
Entertainment expenses: The act disallows a deduction with 
respect to (1) an activity generally considered to be entertainment, 
amusement, or recreation; (2) membership dues for any club 
organized for business, pleasure, recreation, or other social purposes; 
or (3) a facility or portion thereof used in connection with any of the 
above items. 

Meals: Under the act, taxpayers are still generally able to deduct 50% 
of the food and beverage expenses associated with operation their 
trade or business (e.g., meals consumed by employees on work travel). 
The act expands this 50% limitation to expenses of the employer  
associated with providing food and beverages to employees through an 
eating facility that meets requirements for de minimis fringes and for 
the convenience of the employer. 

Please contact us to discuss how this new tax law affects you and  
your business. 

Standard  
Deduction

$24,000

Consistent Contributions to Charities
In our illustrations, under typical direct giving to charities, our couple 
would have to contribute large donations to charities one year followed 
by a year of no giving which hurts the cash flow a charity needs to 
operate. With a DAF you are able to get a significant tax deduction when 
you contribute to the DAF in one year, and then distribute funds out of 
your DAF to the 501(c)(3) charity of your choice on a consistent basis so 
the charity still receives cash on a regular basis to operate. 

Tax looping has been a standard tax planning practice for 
some taxpayers for many years. However, the new tax 
law invites more people to take advantage of these giving 
strategies. Ask your Whitcomb & Hess advisor for more 
information and we’ll help you determine if a Donor 
Advised Fund would be an effective part of your plan.

Tim Hilterman, CFP®, CAP®, 
Investment Advisor Representative 

Direct Line: 419.496.2260 
E-mail: thilterman@whitcomb.com

Standard  
Deduction

$24,000
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By Tim Hilterman, CFP®, CAP®, Investment Advisor Representative

Disclosure Statement
Please contact Whitcomb & Hess, Inc. if there are any changes in your 
financial situation or investment objectives, or if you wish to impose, 
add, or modify any reasonable restrictions to the management of your 
account. Also, as required by the United States Securities and Exchange 
Commission, a copy of our Form ADV2A and Form ADV2B: Firm Brochure, 
which provides information about the qualifications and business practices 
of Whitcomb & Hess, is available upon request.  To request a copy, 
contact one of our customer service specialists at info@whitcomb.com.

Our Privacy Policy
We limit our employee access to nonpublic personal information to 
those who need to know this information to provide the best service to 
you. We do not disclose any nonpublic personal information about our 
clients or former clients to anyone, except as permitted by law.

Investor Fraud Alert: Be on the 
Lookout for these Red Flags

The Securities and Exchange Commission (SEC) is warning 
advisors and clients about investment schemes: fraudsters 
are making phone calls pretending to “help”  individuals by 
purchasing stock or confirming trades, only to run off with your 
money. If you receive a phone call claiming to be from the SEC, 
or another federal agency, to “confirm” trades, it is likely a scam. 
Do not send them money or give them any account information. 
The SEC will not contact you by phone to confirm trades, ask for 
personal information, or to have you set up an account. If you are 
unsure whether any correspondence from the SEC is legitimate, 
contact the SEC’s Office of Inspector General’s toll-free hotline at 
877-442-0854, or reach out to us so we can help. Also, Investor.gov 
has a free and simple search tool that allows you to find out if your 
investment professional is licensed and registered, and if he or she 
has a disciplinary history or any customer complaints.

In another wave of fraud attempts, clients like you may receive 
phishing emails that appear to have been sent by the IRS or 
Charles Schwab. These emails typically contain a link to a 
legitimate-looking website and will ask you to confirm or 
provide confidential and personal information. This is also a 
scam. Please do not fall for the bait by clicking on these links. 
The IRS or Charles Schwab will never ask you to provide 
information by email. You may forward IRS scams to:  
phishing@irs.gov, or if possible, send us a copy of the email so 
we may investigate and report the fraudulent email. You may 
safely delete it afterward.

Regulatory agencies, such as the SEC and the  
IRS, will never request personal information 

via email or phone. Please do not hesitate to 
contact us if you receive suspicious requests 
or solicitations regarding your taxes or 
investments. We can quickly recognize these 

phony attempts so that you may be rest 
assured your assets are protected. 

By Jerod Daniel, Operations & Compliance Coordinator

Congratulations to W&H CPA Teri Yoder and her  
husband Ervin on the birth of their baby boy!  
Peyton Alexander was born June 16th at 11:19 am, 
weighing in at 8 pounds, 13 oz and 21 inches long. 
Peyton joins big brother Hayden and we’re glad to 
report that everyone is doing well! 

Our Newest Arrival

DOW JONES INDUSTRIAL AVERAGE (Total Return)

2ND QTR |  1.26% YTD | -0.73% 5 YR AVG | 12.96%

S & P 500 COMPOSITE (Total Return)

2ND QTR |  3.43% YTD |  2.65% 5 YR AVG | 13.42%

RUSSELL 2000 (Total Return)

2ND QTR |  7.75% YTD |  7.66% 5 YR AVG | 12.46%

MSCI WORLD EX - U.S. (Total Return)

2ND QTR | -0.75% YTD | -2.77% 5 YR AVG |  6.23%

BARCLAYS US AGGREGATE BOND (Total Return)

2ND QTR | -0.16% YTD | -1.62% 5 YR AVG |  2.27%

as of 6/30/2018UPDATE  for Second Quarter 2018

Jerod Daniel, Operations &  
Compliance Coordinator 
Direct Line: 419.496.2216 
E-mail: jdaniel@whitcomb.com

The Whitcomb & Hess Team is Growing
Following the retirement of long-time W&H team members 
Kim Tanner and Bruce Ronk, Jenny Plummer joined the firm 
in October of last year. Jenny enthusiastically stepped into the 
role of Firm Administrator. Jenny has years of experience in 
office management and IT support. Along with managing our 
daily operations, Jenny also takes care of human resources and 
our information systems. 

Erika Sullivan, CPA, joined the firm in February. Erika 
graduated from Ashland University in 2012 with a Bachelor 
of Science in Accounting, and went on to earn her Master of 
Business Administration from Ashland University in 2014. 
Erika became a Certified Public Accountant in July of 2016.  
As a CPA at Whitcomb & Hess, Erika works closely with 
business clients, preparing corporate and personal income tax 
returns, financial statements, and payroll tax returns.

Outside the office, you may find Jenny ballroom dancing with her husband or 
Erika out playing tennis. Feel free to say hello next time you stop by!

Market Update  continued from page 1

This seems to indicate the later innings of the economic cycle. Although bonds 
are slumping, we would not abandon them, and while stocks have increased 
volatility, we would not abandon them either. We believe both play a vital role 
as we manage the path forward. We aim to generate steady absolute returns 
over the long run, keeping Ben Graham’s mantra top-of-mind each day. The 
markets can change quickly and our mutual fund managers still hold extra 
cash within the fund to capitalize on opportunities as they present themselves. 
Sometimes being patient is the greatest virtue for long-term success.

We wish you all the best as you enjoy your summer travels and activities!  
It’s our joy and honor to guide you in your journey. Please let us know if  
you have any questions or concerns.
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