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Letter from the Publisher

A s 2018 kicks off, the business landscape of Los Angeles comes with a number of questions. Will our current administration 
make good on its promises for a shift towards business-friendliness?  Will the state of California prosper under the current 
administration and its new tax changes? Which fiscal trends are here to stay and which are temporary? 

To help delve into the answers for these and many other questions on the minds of our readers and the LA business 
community, we assembled the Economic Forecast and Trends event. This was our first event of 2018, and it was great to look 
back at what made the headlines in 2017 and engage in some insightful dialogue about how the economy will be impacted this 
coming year.  

Our amazing group of panelists dug deeper into the issues as they shared their experiences and predictions for the year to 
come. The panels this year focused on the hot-button topics of Tax Reform and Real Estate. The third focus point was an 
engaging fireside chat on Finance featuring Wells Fargo’s Brent Williams. 

I’d like to thank our panelists and everyone who came out to the City Club LA for this insightful event. I’d also like to give 
special thanks to our platinum sponsors HCVT, KPMG, RSM and Wells Fargo, and our gold sponsor CBRE for their generous 
support.

If the quality of these discussions (and the resulting, enthusiastic audience turnout) is anything to go by, we will likely be 
hosting this event for many years to come!

Best regards, 

Anna Magzanyan
Publisher & CEO

T he Los Angeles Business Journal was 
excited to host the 2018 Economic Trends 
& Forecast event at the City Club LA on 

Tuesday, January 23rd. 
The eventful morning featured a pair of 

lively panel discussions featuring leading experts 
on the hottest topics on the minds of LA area 
businesses leaders at the start of this year. 

Attendees had the opportunity to learn 
from and engage with some of the region’s 
leading business minds on topics including  
tax reform, real estate, financial investments 
and more. 

Panel topics included:

TAX REFORM 
Moderated by David Erard of HCVT, this 
panel made up of Dean Joaquin of RSM and 
Craig Morris of KPMG cut to heart of the new 
tax reform initiatives and how they are most 
likely to affect our businesses in Los Angeles. 
It’s a topic that’s on the minds of all business 
leaders, and the panel explored the potential 
economic impact of tax reform and how some 
industries stand to potentially benefit more 
than others. The experts also tackled some of 
the other big questions businesses are asking 
such as whether or not individual states will 
conform to the new tax rules and what the 
biggest issues are that companies should be 
concerned with. 

REAL ESTATE 
Moderated by Jim Kruse of CBRE, panelists 
Martin Griffiths of KPMG and Jessica Lall 
of Central City Association helped to define  
today’s issues and the outlook for the  

immediate future. Issues were discussed  
with up-to-the-minute expertise, including the 
group’s thoughts on topics ranging from the 
continuing growth boom downtown to legisla-
tive issues to the homeless problem  
Los Angeles currently faces. 

FIRESIDE CHAT: FINANCE
Moderated by the Los Angeles Business  
Journal’s Jerry Sullivan, this intimate and 
insightful conversation with Wells Fargo’s  
Brent Williams, featured information on  
a number of helpful factors, such the  

evolving interest rate environment, the  
availability of credit and interest rate  
changes. He also discussed the competitive 
nature among banks, growth areas in  
lending and answered questions posed by  
the audience.  

2018 Los Angeles Business Journal  
Economic Forecast & Trends
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DAVID ERARD
Tax Partner

HCVT

David Erard, a tax partner at HCVT, has 
over 18 years of experience providing 
tax consulting, compliance and structur-

ing service to clients in the private equity 
and real estate industries. Erard advises 
his clients on fund formations, exit, and 
asset acquisition and divestiture during the 
investment cycle. He regularly consults with 
clients to assist with business and tax provi-
sions of partnership/operating agreements. 
Erard began his career at KPMG and served 
in its national tax office, KPMG Washing-
ton National Tax (WNT). At WNT, he was 
a member of the pass-through entity group 
focusing on the income tax issues related to 
partnerships and real estate.

MARTIN A. GRIFFITHS
Partner, Tax and West Area  
Real Estate Funds Tax Lead

KPMG

Martin Griffiths, a partner at KPMG, 
serves as the lead for the firm’s Tax 
and West Area Real Estate Tax Fund. 

He has extensive experience providing both 
tax consulting and compliance services to 
some of the top real estate companies in 
Southern California.  He has also been a 
CFO of a public REIT and was the Senior 
Vice President, Tax for the largest privately 
held multifaceted real estate company in 
the U.S.  Griffiths has assisted with the IPO 
process of two REITs and a publicly traded 
C corporation that owns real estate.

DEAN JOAQUIN
West Region Tax Leader

RSM US LLP

Dean Joaquin leads RSM’s tax practice 
in the West Region. He is responsible 
for oversight operations and results of 

the tax practice in the 10 RSM offices in 
the West Region. He has over 20 years of 
experience in providing federal and state 
consulting and compliance services to 
middle market companies in a variety of 
industries. Joaquin works with companies to 
implement tax minimization strategies that 
provide organizational growth and effective-
ness while building value for stakeholders. 
He also focuses on corporate taxation and 
multi-state taxation issues across a wide 
range of industries including manufacturing, 
consumer products, wholesale distribution 
and professional services. 

JIM KRUSE
Senior Managing Director

CBRE

Jim Kruse is a Senior Managing Director 
with CBRE, Inc. and leads the firm’s 
Investor Services division throughout 

Southern California. He is accountable for 
CBRE’s top institutional clients, partnering 
with service line leaders and local market 
experts to maximize their real estate value, 
orchestrate CBRE resources on their behalf 
and ensure consistent, high-quality service 
for their regional assets. Kruse also leads 
CBRE’s Beverly Hills Office, overseeing 
the strategic growth and performance of 
the firm’s West Los Angeles region. He is 
responsible for the development and success 
of regional professionals across all CBRE 
service lines; and under his leadership, 
they have expanded client service delivery, 
resulting in increased regional revenue and 
market share.

JESSICA LALL
President & CEO

Central City Association

Jessica Lall serves as the President 
and CEO of Central City Association 
(CCA), Los Angeles’ premier advocacy 

organization. CCA represents the inter-
ests of more than 400 businesses, trade 
associations and nonprofit organizations 
that employ more than 350,000 people 
in Los Angeles County.  Since becoming 
CCA’s president and CEO in January 2017, 
Lall has restructured the organization and 
refocused its advocacy agenda to advance 
policies and initiatives that enhance Down-
town’s vibrancy and increase investment 
in the region. She also has increased the 
organization’s membership and expanded 
its governance. Prior to joining CCA, 
Lall served as Executive Director of the 
South Park Business Improvement District 
(SPBID) in Downtown LA. 

CRAIG MORRIS
Los Angeles Tax Partner

KPMG

C raig Morris is a tax partner in KPMG’s 
Woodland Hills office. He is a member 
of the West Area Tax practice with 

more than 33 years of experience serving 
as the lead tax partner on many of KPMG’s 
audit and tax clients. His experience 
includes both public and privately held 
companies and he has provided income tax 
planning for businesses with multistate  
operations. He has extensive experience in 
state and local tax planning and restructur-
ing as a result of spending five years in the 
Firm’s State Tax practice. His experience 
includes income tax compliance and  
planning for businesses with both multi-
state and international operations including 
mergers and acquisitions. 

BRENT WILLIAMS
Executive Vice President, Region Manager of Los 

Angeles Middle Market Banking
Wells Fargo

Brent Williams is an executive vice  
president and regional manager in the 
Los Angeles – West Commercial Bank-

ing Office for Wells Fargo. Based in Century 
City, he manages a team of relationship 
managers who provide credit, treasury man-
agement, and other financial services to 
middle-market companies. Williams  joined 
Wells Fargo in 1993 and has since held var-
ious roles in relationship management, cor-
porate finance, and credit. In addition to his 
background in banking, he served as chief 
financial officer of Scitor Corporation, a 
Silicon Valley-based engineering consulting 
firm with more than 300 employees.

SPEAKERS & PANELISTS
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By MARK VITNER

C alifornia’s economy ended 2017 on a bit 
of a roll, with Southern California leading 
the way.
“The mix of California job gains in last 

four months of 2017 has been especially good 
news for Southern California businesses, where 

logistics, tourism, and 
construction play an 
outsized role,” said 
Stender Sweeney, 
executive vice pres-
ident and division 
manager for Wells 
Fargo Middle Mar-
ket Banking in the 
Greater Los Angeles 
market.

Los Angeles added 
28,600 jobs, while 

Orange County added 23,700 jobs. San Diego 
did not see the surge in hiring that greater Los 
Angeles did, adding just 7,600 jobs over the 
four-month stretch. That gain, however, is con-
sistent with growth over the past year. Ventura 
Country posted a slight drop in employment 
over the past four months, although hiring 
remains up solidly year-to-year.

Statewide, nonfarm employment increased 
by 52,700 jobs in December, and revised figures 
now put November’s gain at 53,700 jobs. The 
prior two months were not too shabby either, 
with 45,400 jobs added in October and 50,300 
jobs in September.

The 202,100 jobs added in California over 
the past four months mark the strongest run of 
job growth for California since a consistent series 
of seasonally adjusted data were put together 
back in 1990. 

The Golden State’s unemployment rate has 
tumbled 0.8 percentage points over this period 
to 4.3 percent, with most of that drop occurring 
in just the past two months. With the most 
recent drop, California’s unemployment rate has 
set a new record low, going back to when the 
current series began in 1976.

The Golden State’s jobless rate still remains 
slightly above the national rate, however; some-
thing that has been in place ever since the Cold 
War ended, and the state’s large defense industry 
began to downsize.

The late-year 2017 surge in hiring was 
broad-based.

“Most California industries added jobs 
during the last four months of the year,” said 
Sweeney, who is based  in downtown L.A. 
“Employment was up across nearly all of the 
state’s major metropolitan areas, too. The leisure 
and hospitality industry is a notable standout, 
adding more than 47,000 jobs.”

Other notable gainers include transporta-
tion and warehousing, construction, and the 
information sector, all of which added jobs in 
significantly larger proportion relative to their 
employment base.

Despite the rash of natural disasters that hit 
the state over the past few months, California’s 
labor market has continued to put up stellar 
numbers. The state has seen its strongest run 
of job growth over the past four months going 
back at least to 1990, and the unemployment 

rate has fallen to a modern era low.
The impact from devastating fires and mud-

slides that impacted Southern California are not 
reflected in the most recent employment data. 
While these disasters caused significant physical 
and financial damage they did not alter the eco-
nomic landscape for Southern California. The 
greater Los Angeles area is home to a diverse 
mix of rapidly growing industries, ranging from 
green energy and digital entertainment to life 
sciences and ecommerce. Overall employment 
growth is moderating, however, as the tighten-
ing labor market is making it more difficult to 
fill some open positions.

The growth in new industry is helping fuel a 
construction boom. The movement of residents 
and businesses back into downtown Los Angeles 
has help set off and apartment boom that is 
finally beginning to show some signs of moder-
ating. Office and industrial development also 
remains robust but continues to grow in line 
with demand. 

While Southern California has accounted 
for the bulk of the most recent increase, hiring 
has also remained strong in the San Francisco 
Bay area. Employers in the San Jose-Sunny-
vale-Santa Clara area added 17,300 jobs over 
the past four months. The burst of hiring has 
largely put to rest fears raised earlier this year, 
when hiring appeared to sputter. Preliminary 
data show hiring in the San Jose area rising 1.7 
percent in 2017, which is off considerably from 
the 3.1 percent gain posted in 2016.

The moderation was mostly in construc-

tion, retail trade, and administrative services. 
Job growth in the technology sector was rough-
ly in line with the prior year. The San Fran-
cisco metropolitan division also saw a notable 
slowdown in nonfarm employment growth. 
Employers added 22,400 net new jobs over the 
past year, compared with the 43,800 jobs added 
in 2016.

In San Francisco’s case, however, hiring 
slowed precipitously in most of the major tech 
categories. Part of the slowdown may reflect the 
relocation of some jobs back to the San Jose 
metro area, as the dividing line between the San 
Francisco and San Jose metro areas is virtually 
indistinguishable. San Francisco’s unemploy-
ment rate fell 0.4 percentage points over the 
past year to 2.8 percent.

The Oakland area also saw hiring moderate 
in 2017, even though hiring picked up con-
siderably during the second half of the year. 
Employers added 20,800 new jobs in the Oak-
land-Hayward-Berkeley metropolitan division, 
down from 35,900 the prior year.

Hiring appears to have moderated across 
most industries yet has slowed the most in 
many lower-paying industries, including retail-
ing, administrative services and the leisure 
and hospitality sector. California’s Population 
Rose by 240,200 Residents in 2017. One of the 
reasons job growth moderated across California 
is that the Golden State is not attracting job 
seekers in the numbers that it did earlier in the 
cycle. Population growth has lost momentum 
over the past two years and the Golden State 

added just 240,200 new residents in 2017, or a 
scant 0.6 percent increase.

California received less of a boost from 
natural increase, or births minus deaths, as 
the state’s population continues to age. This 
happened in most U.S. states. There was also 
a drop in immigration from overseas, which 
occurred in every state yet is more impactful in 
California. Net domestic migration worsened, 
as more residents moved away from California 
than moved to it. The deterioration in net 
migration is being driven by the rising cost of 
living, which is disproportionately affecting 
mid-skilled workers.

California’s attractiveness to job seekers 
has also likely diminished, as opportunities for 
tech and entertainment are growing rapidly in 
other parts of the country, including Austin and 
Atlanta. Slower population growth will make it 
even more challenging for California employers 
to find the skilled workers they need, which is 
one reason large tech employers are increasing-
ly looking for ways to expand in other parts of 
the country.

“We’ve seen robust growth in most industry 
segments over the last year,” said Sweeney. 
Capital expenditures and M&A both have a 
positive outlook in Los Angeles in the year 
ahead,” says Sweeney. “We’re cautiously  
optimistic.”

Mark Vitner is a managing director and senior econ-
omist at Wells Fargo, responsible for tracking U.S. 
and regional economic trends.

Southern California Economy Ends 2017 on a Roll

VITNER

Largest four-month jobs gain  
since data series began in 1990
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By BERT HAWKINS and JAMISON SITES

US Tax reform brought significant changes 
to how the US taxes income. As taxpayers 
start to digest the full range of the con-

sequences of the new tax law, intended and 
unintended, here are a few high level consid-
erations for international tax planning. Most 
provisions are effective for tax periods begin-
ning on or after January 1, 2018. However, 
section 965 repatriation tax applies to the last 
taxable year beginning before January 1, 2018, 
which means the 2017 calendar year for most 
taxpayers.

In a major policy change, the Tax Cuts and 
Jobs Act replaces the long-standing worldwide 
tax regime for US corporate taxpayers with a 
limited territorial tax regime. Under the previ-
ous worldwide tax regime, US corporate share-
holders claimed a foreign tax credit as the pri-
mary mechanism for alleviating double taxation 
of foreign subsidiaries’ earnings. Under the new 
territorial regime, corporate shareholders are 
entitled to a 100% dividend received deduction 
to alleviate double taxation of foreign subsid-
iaries’ earnings, resulting effectively in a US tax 
exemption for dividends received. 

However, first, taxpayers are subject to the 
section 965 tax on previously untaxed foreign 
earnings. The section 965 tax is non-elective – 
any US shareholder (including an individual), 
of a specified foreign corporation is subject to 

the tax regardless of 
whether foreign  
earnings are repatriat-
ed (paid as dividends).  
The tax is imposed 
on previously untaxed 
post-1986 earnings 
and profits of specified 
foreign corporations.  
The tax rate is 15.5% 
for foreign earnings 
invested in cash and 
cash equivalents, 
and 8% for earnings 
allocable to non-cash 
assets. A reduced 
foreign tax credit is 
available to corporate 
shareholders. Tax-
payers need to ensure 
that their earnings 
and profits and tax 
pool computations  
are accurate and  

consistent with new repatriation rules in  
section 965.  The correct calculation and 
application of earnings deficits and allocation 
of earnings to non-cash assets present opportu-
nities to minimize tax liability.  These calcula-
tions differ from what taxpayers have done  
in the past, which means additional effort is 
likely to prepare the required calculations for 

the 2017 year.
The repatriation tax is reportable in 2017 

US income tax returns.  Generally, taxpayers 
may elect to remit payment in eight annual 
installments.  The first installment, equal to 
8% of the total, is due on or before the original 
filing due date (April 15, 2018 for corporate 
taxpayers).  Shareholders of S corporations 
may elect to defer payment until there is a 
“triggering event,” which includes the sale or 
cessation of the business or termination of the 
S election.

With regard to entity planning, taxpayers 
should consider the classification of any for-
eign entities in which they have an interest. 
Tax reform has brought about a switch to a 
territorial system and structures that used to 
work under the worldwide system may now 
cause unintended tax consequences. Taxpayers 
should be mindful of the consequences of an 
outbound transfer of US property upon any 
reclassification of foreign entities. Taxpayers 
should examine any worthless stock deductions 
that may have arisen prior to the effective  
date of tax reform.  Some US taxpayers orga-
nized as flow-thru entities, (S corporations, 
LLCs, and partnerships), may benefit from 
reorganizing as C corporations. Of course, this 
decision has US Federal and state and local tax 
implications.

Taxpayers may also wish to revisit their sup-
ply chains and intellectual property strategies. 

Tax reform has brought about a new minimum 
tax called the base erosion and anti-abuse 
(BEAT) tax, which requires companies that 
make cross-border payments to perform a com-
pletely new income calculation to assess the 
minimum tax. Taxpayers should also review 
foreign subsidiaries for potential high returns 
and consider consequences or possible changes 
to structures or transfer pricing to deal with the 
new tax on global intangible low-taxed income 
(GILTI) or foreign-derived intangible income 
(FDII). Many taxpayers in the technology and 
software industries with foreign operations are 
likely to have exposure to the GILTI tax.

Treasury management should be another 
focus of taxpayers as they evaluate the impact 
of tax reform. Specifically, the tax bill creates 
new limitations on the deduction of interest 
expense. In addition the BEAT tax effectively 
denies deductions for certain payments made to 
foreign related persons. Thus, taxpayers should 
review their capital structure to assess whether 
a change in the proportion of debt to equity is 
advantageous.

Taxpayers with international activities will 
face additional layers of complexity. Speaking 
with a tax advisor can provide much needed 
clarity and help taxpayers meet their immediate 
compliance obligations.

Bert Hawkins is a Partner and Jamison Sites is a 
Manager with RSM US LLP.

T he U.S. economy will continue to grow 
through 2019, surpassing the longest pre-
vious period of economic prosperity in 

the post-war era, according to the Economic 
Advisory Committee of the American Bankers 
Association.

“This expansion has already spanned nine 
years, supported by strengthening labor markets, 
low interest rates, and a late-cycle resurgence in 
business investment,” said Ellen Zentner, chair of 
the group and chief U.S. economist for Morgan 
Stanley. “Tax reform and the potential for fur-
ther regulatory easing are likely to add a further 
near-term boost to growth.”

The consensus of 14 chief economists from 
among the largest North American banks is 
that tax cuts will boost growth this year by 0.4 
percentage points, bringing GDP growth to 2.4 
percent. In 2019, the committee expects tax 
reform to have a smaller impact, and for GDP to 
grow 2.0 percent.

“Tax cuts will put more money in many peo-
ples’ pockets, providing a spark to buying power 
as well as improving household debt dynamics,” 
said Zentner.

With the economy operating beyond full 
employment, wages are likely to rise faster, fur-
ther supporting household spending. The com-
mittee forecast is that the national unemploy-
ment rate, currently at 4.1 percent, will decline 
to 3.8 percent by year-end, accelerating wage 
gains to 3.0 percent this year and 3.5 percent 
in 2019. Altogether, the committee sees these 

factors sustaining consumer spending this year 
and into next.

The group expects business investment to 
add materially to growth this year as companies 
channel some of the tax changes into capital 
expenditures and increased compensation. 

“Tax reform has layered on further incentives 
to the already strong organic growth that has 

characterized capital spending over the last 18 
months,” said Zentner.

In 2019, the committee expects growth to 
slow due to the front-loaded impact of the tax 
law, which will moderate in out years, and rising 
interest rates, which will make capital invest-
ments and purchases of big-ticket items such as 
motor vehicles more expensive.

The committee expects 10-year Treasury 
rates to increase from about 2.6 percent at pres-
ent to 2.9 percent in December 2018, and then 
to continue to rise steadily next year. Nonresi-
dential fixed investment growth is projected to 
be 4.7 percent this year and 3.7 percent next 
year. Likewise, consumer spending is projected 
to rise by 2.4 percent this year, slowing to 2.0 
percent in 2019. 

The group expects inflation to rise grad-
ually to the Federal Reserve’s 2 percent goal, 
allowing the Fed to continue pushing the 
federal funds rate gradually higher without risk 
of significantly dampening economic growth. 
Following three rate hikes last year, the group 
consensus is for another three this year and two 
in 2019.

“If economic growth and inflation surprise 
to the upside, then the Fed could move more 
aggressively,” said Zentner.

The committee sees sustained strength in 
the availability of bank loans. Delinquency and 
charge-off rates will remain near historical lows. 
Bank consumer credit grew 5.4 percent last year 
and is forecast to grow 5.9 percent this year, 
while business credit rose 1.4 percent last year 
and is forecast to grow 3.6 percent in 2018.

“Banks are in an excellent position to support 
continued expansion, and household balance 
sheets remain strong,” said Zentner.

Information for this article was provided by the 
American Bankers Association. 

Tax Reform: International Planning Considerations

Bank Economists See Solid Economic  
Growth Supported by Tax Reform

HAWKINS

SITES
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By SARAH CULLEN

President Donald Trump signed tax legisla-
tion into law in late-December 2017, usher-
ing in several changes to the wealth transfer 

tax system, which took effect on January 1, 
2018. Under the new law, the federal estate, 
gift and generation-skipping transfer (GST) 
tax exemption amounts will be approximately 
$11,180,000 for individuals and $22,360,000 
for married couples. This is increased from 
$5,490,000 and $10,980,000, respectively, in 
2017. These exemption amounts are scheduled 
to increase with inflation each year until 2025. 
On January 1, 2026, the exemption amounts are 
scheduled to revert to the 2017 levels, adjusted 
for inflation. The highest marginal federal estate 
and gift tax rates will remain at 40%, and the 
GST tax rate will remain a flat 40%. 

This significant and temporary increase 
in the exemption amounts presents a unique 
opportunity for estate planning. We recom-
mend that you consider taking advantage of the 
increased gift tax exemption amount and possi-
bly the GST tax exemption amount by making 
gifts to children and/or grandchildren either 
outright or to new or existing trusts. 

In addition, we advise looking at existing 

Irrevocable Trusts with inclusion ratios greater 
than zero and where assets may ultimately pass to 
skip persons. Consider making a late allocation 
of GST exemption where appropriate to cause 
such trusts to have an inclusion ratio of zero. 

We also recommend that you review the 

terms of your Wills and Revocable Trusts at this 
time to ensure they remain in accordance with 
your wishes. Many Wills and Revocable Trusts 
create trusts that will be funded according to 
formula clauses tied to the exemption amount 
in effect on your date of death. If you die before 
2026, these trusts may be funded with signifi-
cantly larger amounts than you were anticipat-
ing when the documents were signed. 

In addition to the increased exemption 

amounts discussed above, the amount each 
person may give annually to as many individuals 
as he or she desires without incurring a gift tax 
and without using any of the gift tax exemption 
amount will increase to $15,000 in 2018 (up 
from $14,000 in 2017). In other words, begin-
ning in 2018, a married couple may make “annu-
al exclusion gifts” of up to a total of $30,000 to 
an unlimited number of recipients. If you would 
like to make annual exclusion gifts to a minor, 
you may wish to make these gifts to “Crummey” 
trusts, UTMA or college savings accounts. 
Please note that in addition to making gifts using 
your gift tax exemption and annual exclusion 
amounts, there is an unlimited gift tax exclusion 
for amounts paid on behalf of an individual 
directly to medical care providers for medical 
care and educational institutions for tuition. 

You may also wish to leverage gifts of your gift 
and GST tax exemption amounts by engaging 
in sales to grantor trusts. Other estate planning 
techniques, including intra-family loans, grantor 
retained annuity trusts (GRATs) and split-interest 
charitable trusts, continue to be effective wealth 
transfer tools as well. In January 2018, the Appli-
cable Federal Rate for use with a sale to a grantor 
trust or for an intra-family loan with a nine-year 
term will be 2.17%. The Section 7520 “hurdle 

rate” for GRATs and certain split-interest trusts 
will be 2.6%. It is important to note that certain 
techniques work better in a low interest-rate envi-
ronment, so it may be advantageous to act in the 
near future before interest rates rise further. 

Sarah Cullen is a tax partner at HCVT with over 
25 years of public accounting experience and pro-
vides tax consulting and compliance services to high 
net worth individuals and their related entities. She 
advises her clients on charitable giving and trust and 
estate planning. Sarah also has extensive experience 
providing tax consulting and compliance services to 
nonprofit organizations including private foundations 
and public charities. Connect with Sarah at  
sarah.cullen@hcvt.com. 

HCVT is one of the fastest growing CPA firms in 
the nation validating the technical experience of its 
team and approach to client service. The firm  
wprovides tax, audit and assurance, business  
management, and mergers & acquisition services.  
The team consists of over 550 members, including 
over 100 partners and principals. HCVT serves its 
clients from eight offices in Southern California and 
offices in Northern California, Ft. Worth, Texas and 
Park City, Utah. To learn more about HCVT,  
see www.hcvt.com. 

Tax Cuts and Job Acts: New Opportunities to 
Minimize the Tax Cost of Transferring Wealth

Nearly three out of four business execu-
tives have an optimistic view of the U.S. 
economy for 2018, a consensus not seen 

since before the Great Recession, according to 
the fourth-quarter AICPA Economic Outlook 
Survey, which polls chief executive officers, 
chief financial officers, controllers and other 
certified public accountants in U.S. companies 
who hold executive and senior management 
accounting roles. While the survey was fielded 
with tax reform deliberations underway, it’s 
important to note it closed before passage of 
the Senate tax bill late last year, so survey sen-
timent does not reflect that development.

Seventy-four percent of business executives 
said they were upbeat about prospects for the 
economy, an increase of 10 percentage points 
from last quarter. Their view of their own 
companies’ outlook over the next 12 months is 
sunnier, too, with 70 percent expressing opti-
mism, also a post-recession high.

“In addition to expectations for business tax 
reductions, executives cited several factors for 
the boost in optimism, including rising consumer 
demand, a strengthening global economy and the 
perception of more pro-business policies at home,” 
said Arleen R. Thomas, CPA, CGMA, managing 
director of Americas Market, Global Offerings & 
CGMA Exam, Management Accounting for the 
Association of International Certified Professional 
Accountants. “On the other side of the ledger, 

some respondents expressed concern about polit-
ical dysfunction and fallout from potential stock 
market and real estate bubbles.”

The AICPA survey is a forward-looking 
indicator that tracks hiring and business-relat-
ed expectations for the 12 months of 2018. As 
a point of comparison, the U.S. Department of 
Labor’s November employment report, sched-
uled for release tomorrow, looks back on the 
previous month’s hiring trends.

The CPA Outlook Index—a comprehensive 
gauge of executive sentiment within the AICPA 
survey— rose two points in the fourth quarter to 
79, eclipsing a post-recession high of 78 set in the 
fourth quarter of 2014. The index is a composite 
of nine, equally weighted survey measures set on a 
scale of 0 to 100, with 50 considered neutral and 
greater numbers signifying positive sentiment.

Other key findings of the survey:
• ‘Availability of skilled personnel’ remained 

the top challenge for businesses, while ‘domes-
tic competition’ rose one spot to No. 2

• Hiring plans are generally in line with last 
quarter: 52 percent of executives said they had 
the right amount of staff; one-in-four said they 
had too few employees and planned to hire 
immediately; 13 percent said they had too few 
staff but were reluctant to hire; and eight per-
cent said they had too many employees.

• The percentage of business executives who 

expect their company to expand in the coming 
year increased from 65 percent to 71 percent, 
quarter over quarter, matching the percentage 
set at the end of 2014

• Revenue is expected to grow at a 4.8 per-
cent rate over the next 12 months, up from 4.3 
percent last quarter, while profit expectations 
increased to 3.8 percent from 3.6 percent

• IT remains the strongest category for 
planned spending over the coming year, with 
an expected growth rate of 3.6 percent

The fourth-quarter AICPA Business and 
Industry Economic Outlook Survey was con-
ducted Nov. 1-28, 2017, and included 800 qual-
ified responses from CPAs who hold leadership 
positions, such as chief financial officer or con-
troller, in their companies. The overall margin 
of error is less than 3 percentage points. 

Information for this article was provided by AICPA. 
To learn more or to obtain a  copy of the Economic 
Outlook Survey report, visit aicpa.org.

Business Executives’ Optimism about U.S. Economy 
Hits a Post-Recession High

This significant and 
temporary increase in 

the exemption amounts 
presents a unique 
opportunity for  
estate planning. 
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By TAMMY MCGUINNESS

It finally happened. After decades of thinking 
and talking about it, late last December, Con-
gress enacted tax reform for the first time since 

1986. The massive, far-reaching bill includes 
$5.5 trillion in tax cuts, $4 trillion-plus in tax 
increases, and a complete overhaul of how many 
businesses will be taxed. 

Businesses are now sorting through the 
impact of this sweeping reform. The headline 
grabber may be the reduction in the corporate 
tax rate — which at 21% is now in line with 
the rest of the industrialized world, versus the 
previous marginal rate of 35%.  But this reform 
package goes far beyond a rate change and 
will require modifications that could be felt 
throughout organizations for many years to 
come.  In fact, some reforms could eventually 
lead to transformations of business structures 
and operations.

A change of this scale and scope means 
that understanding and applying the new law 
will challenge the tax community now and in 
the future, especially because the breakneck 
pace between proposal and enactment of the 
legislation left many technical aspects of the 

law undefined or still in development. But for 
the non-tax professional the challenge may 
be even greater, as you turn your attention to 
determining what the intent and spirit of the 
law means to your business, how to communi-
cate the law’s impact to key stakeholders, and 
how to implement the law in terms of financial 
statements, tax provisions, and even employee 
compensation.

Businesses face important decisions in 
responding to these changes. It’s becoming 
increasingly clear that differently situated 
sectors or companies stand to be impacted in 
diverse ways, depending on their structures or 
lines of business. For example, a multinational 
enterprise or one involved in overseas manufac-
turing or import-export will need to address how 
it may make use of repatriated overseas profits 
and take into consideration the operational 
impact of the U.S.’s move from a worldwide to a 
territorial system. 

A great many companies here in the 
L.A.-metro area will feel the impact of the 
immediate expensing of capital expenditures. 
For some, that change will be positive; for 
others, long-held approaches to financing may 
need to be re-examined and perhaps revised.

In the near term, leaders of multinational 
and domestic enterprises will be faced with  
several must-dos:

 
1. Determine how some of the law’s “give 

backs”—for example, the loss of deductions 
related to interest, manufacturing or like-kind 
exchanges — in tandem with the rate changes 
will impact your current and deferred taxes and 
how to communicate that impact to your board, 
investors, analysts, and employees as that infor-
mation is reflected in your financial reporting. 

2. Prepare for questions related to what plans 
might exist for any upside in operating cash flow 
that may be created. 

3. Communicate to your key stakeholders 
how the sweeping law changes may affect the 
business or the stakeholders themselves. 

4. Take steps to assure that technology sys-
tems across your organization align with the new 
regulations’ requirements. 

In the longer term, as boards and business 
leaders see a sharper picture of how their enter-
prises fit into the new landscape, these tax 
reforms could be transformational for many busi-
nesses. For example:

• Some companies might use enhanced cash 
flow to expand their merger and acquisition 
(M&A) activity – or now have the resources to 
consider M&A for the first time.

• Leaders may take a fresh look at how and 
where their companies invest or conduct some of 
their back office or administrative activities. 

• Others may explore adjusting their value 
chains and developing more U.S.-based manu-
facturing or operating units. 

• Given the now very favorable corporate tax 
rate of 21%, some “pass-through” businesses may 
consider incorporation for the first time for all 
or part of their operations, thereby shifting the 
structure of some businesses. 

These and other possible disruptions could 
put pressure on your finance, tech, and even 
HR departments in the coming months and 
years. But the changes also signal exciting times 
ahead for leaders at businesses of all sizes. To 
be a part of a once-in-a-career opportunity to 
reshape the U.S. business landscape is a brag-
ging right that many of us have been waiting a 
long time to claim. Now is our chance.

Tammy McGuinness is Tax Partner-In-Charge of 
KPMG’s Pacific Southwest Region.

Tax Reform Could Transform More Than  
Your Tax Department
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A fter exceeding expectations in 2017, the 
global economy is projected to carry for-
ward its current momentum to generate a 

3 percent growth rate through 2018, according 
to The Conference Board’s latest Global Eco-
nomic Outlook.

“The Conference Board Global Economic 
Outlook 2018” provides projections for the 
output growth of the world economy, including 
11 major regions and individual estimates for 33 
mature and 36 emerging market economies for 
2018–2022 and 2023–27.

“Global growth has finally left the starting 
gate since the global economic and financial 
crisis,” said Bart van Ark, Chief Economist of 
The Conference Board. “GDP growth, which 
we predicted to grow at 2.8 percent a year ago, 
is likely to end at about 3 percent for 2017, and 
through 2018.”

While the growth path of mature markets 
will remain solid in the short term, potential 
for much faster growth is limited, and a growth 
slowdown is likely to set in later in the decade. 
“As some major emerging markets are maturing 
themselves, especially China, they are unlikely 
to return to growth trends of the past,” added 
van Ark. “The good news is that a larger role 
for qualitative growth factors—an improve-
ment in labor force skills, digitization, and 
especially stronger productivity growth—may 
help sustain growth and provide better  
conditions for businesses to thrive over the 
next decade.”

MATURE ECONOMIES TO CONTINUE 
MOMENTUM

Momentum in mature economies increased 
during 2017, which sets them up to continue 
growing at a decent pace in 2018 compared to 
the previous five-year average of 1.8 percent 
(2012–2017). Mature economies are projected 
to grow by 2.1 percent in 2018 compared to 2.2 
percent in 2017. The US economy will espe-
cially benefit from carrying stronger investment 
growth into next year. By the middle of 2018, 
several European economies may see some 
weakening of cyclical tailwinds and fall back to 
their medium-term growth trend. These slow-
downs will mostly be quite modest. 

On the other hand, Japan and the UK are 
projected to slow more dramatically in 2018.

EMERGING MARKETS TO GAIN SOME 
STRENGTH

Emerging markets will continue to gain 
some strength in 2018 (projected to grow 
by 3.8 percent, compared to 3.7 percent in 
2017), but there are significant differences 
across countries. China had somewhat stron-
ger growth in 2017 than anticipated, due to a 
revival in exports and ample government sup-
port of the economy in the run-up to the once-
every-five-year Party Congress in October. But 
China will continue its long, soft fall going 
into 2018. India, which had a weaker-than-ex-
pected year due to implementation difficulties 
with major policy initiatives, such as the 
demonetization of large currency notes and 
the introduction of a country-wide goods and 
services tax, will see improved growth in 2018, 
largely driven by consumption. Brazil will con-
tinue to recover slowly from a deep economic 
crisis, while Mexico is likely to face more head-
winds from uncertainty around the NAFTA 
negotiations and domestic policy uncertainty 

related to upcoming elections in 2018.

CHALLENGES TO SUSTAINING CURRENT 
ECONOMIC STRENGTH

The Conference Board warns that several 
factors may limit the period during which the 

current strength in the global economy may 
continue:

• The growth uptick in 2017 reflects a 
combination of unique events, including the 
stabilization of energy and commodities pric-
es, improved business confidence based on 
hopes for fiscal stimulus and tax reforms by the 
new US administration, a cyclical recovery 
in Europe, and China’s policy-driven growth 
stimulus. These events are unlikely to provide 
sustained growth going forward.

• A less-than-convincing recovery in 
investment may limit the speed with which 
technology can be translated into productivity 
growth.

• A slowdown in consumption growth is pos-
sible in several countries, as 

real wage growth remains slow, even as labor 
markets tighten.

• Global trade growth may remain modest 
at best in light of a shift in growth toward less 
trade intensive categories of services, such as 
retail and personal and government services, 

causing a slower medium-term growth path, 
especially for emerging markets.

• Policy and geopolitical risk may also dis-
tort the growth path in 2018. Some of those 
risks are related to domestic policy, especially 
in the United States, India, and China. Oth-

ers are more geopolitical and geoeconomic 
in nature, related to a possible fallout from 
dragging negotiations on Brexit and other 
threats to Europe’s stability, an acceleration in 
protectionism or even a trade war between the 
US and China, and increased risk of political 
or even military conflicts in different parts of 
the world.

Long-term economic trends and structural 
changes pose even bigger risks in the global 
economy. Slow labor force growth due to aging 
populations, troubles with translating technol-
ogy into productivity, and unequal distribution 
of the benefits of technological change have 
limited the potential size of the economy. 
Unfavorable corporate tax regimes and busi-
ness regulations may be additional structural 
factors hindering business investment.

STRENGTHENING THE QUALITATIVE 
SOURCES OF GROWTH

The Conference Board’s Global Economic 
Outlook identifies several forces that could help 

strengthen the quality of growth and make it 
more sustainable over the next decade:

• Labor shortages may help induce faster 
investment growth especially in sectors with 
high demand for scarce talent. This increased 
capital intensity is a source of labor productiv-
ity growth, particularly for Europe, the United 
States, and other mature economies.

• Investment growth can also be sustained by 
improvements in the “quality” of capital, caused 
by a shift toward more investment in machinery 
and equipment and a greater concentration in 
digital assets and services.

• The impact of digital technology invest-
ments on business productivity growth may 
only become more pronounced over time. 
In recent years, the biggest companies have, 
on average, widened the productivity growth 
gap relative to the larger segments of small 
and medium-sized companies by making the 
complex digital transformation process work to 
their benefit.

• Emerging markets with substantial scope 
for “catch up” growth will see strong contri-
butions from quantitative growth sources, in 
particular labor force growth and investment. 
At the same time, they’ll be increasingly 
challenged to raise their qualitative growth 
contributions as they transition from primarily 
export and investment-driven economies to 
ones more dependent on domestic growth fac-
tors, notably consumption and services sector 
growth.

• The skill composition of the workforce is 
another critical qualitative growth component. 
Emerging markets still have substantial scope 
to bring better educated and skilled workers 
into the labor force as the less educated retire. 
Mature economies have to zoom in on critical 
talent shortages arising from slower labor force 
growth.

For more information on The Conference Board 
Global Economic Outlook, please visit 
www.conference-board.org

Global Economy’s Momentum to Continue in 2018

The good news is that a larger role for  
qualitative growth factors—an improvement in 
labor force skills, digitization, and especially 

stronger productivity growth—may help sustain 
growth and provide better conditions for  

businesses to thrive over the next decade.
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