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Tax Cuts & Jobs Act
• December 22, 2017 - President Trump signed into law.
• Not all of the changes are permanent. Most of the individual 

provisions end after 2025.
• How will the states react?
• What about a technical corrections bill?
• Regulations?
• What can we expect from the IRS?

This is NOT an exhaustive discussion on all provisions of the Act.  We have 
included only those provisions we felt applied to most of you in the audience.  If 
you have any questions on items in the Act we don’t cover, see us after the 
presentation.



Summary

1. Simplification? (Not for Business Owners)
2. Certainty? (Not Yet)
3. Good News? (For most – but not all)
4. Planning becomes even more important.

Tax Cuts & Jobs Act



Individual Provisions



Notable Individual 
Changes

Individual provisions to sunset December 31, 2025



Tax Rates for Individuals

Taxable
Income 2017 2018 Reduction
$50,000 $6,568 $5,619 -14%
$250,000 $57,718 $48,579 -16%
$500,000 $143,231 $126,379 -12%

$1,000,000 $341,231 $309,379 -9%

Tax Amount

Examples



Tax Rates for Individuals

2017 Tax Rates – Married Filing Joint: 2018 Tax Rates – Married Filing Joint:

From To Tax Rate From To Tax Rate
0 $18,650 10% $0 $19,050 10%

$18,650 $75,900 15% $19,050 $77,400 12%
$75,900 $153,100 25% $77,400 $165,000 22%

$153,100 $233,350 28% $165,000 $315,000 24%
$233,350 $416,700 33% $315,000 $400,000 32%
$416,700 $470,700 35% $400,000 $600,000 35%
$470,700    - 39.6% $600,000    - 37%

     Taxable income      Taxable income





Capital Gains Rules
Capital Gains: The basic rules on capital gains and 
Qualified Dividends remain the same. For married filing 
jointly, the 2018 tax rates for long term capital gain & 
qualified dividends are:

• 0% bracket up to $77,400 of taxable income.
• 15% bracket from $77,400 to $480,050 of taxable 

income.
• 20% bracket above that.



Estate & Gift Tax
Increase in Exemption:

 For deaths from 1/1/2018 through 
12/31/2025, the basic exemption is 
doubled and continues to be 
increased for inflation. 

 In 2019, the exemption is 
$11,400,000 x 2 =  $22,800,000.

 For 2017, the exemption was 
$5,490,000. 

 No changes to discounting were 
included in the law.



Alternative Minimum Tax

2017 2018
MFJ $86,200 $109,400
Single $55,400 $70,300

The exemptions are increased:

The Exemption Phase‐outs are increased 
(beginning points below):

2017 2018
MFJ $164,100 $1,000,000
Single $123,100 $500,000

Note:
Since state & local taxes 
itemized deductions are 

capped at $10,000 
(discussed later), there will be 
far fewer taxpayers subject to 

AMT in 2018.



AMT Example



Affordable Care Act (Obamacare)

• The amount of the penalty imposed on individuals 
without health insurance is zero.
– For months beginning after December 31, 2018, the amount a 

taxpayer would otherwise owe for each month they fail to 
have "minimum essential coverage" for themselves and their 
dependents is zero.

• The 3.8% Net Investment Income Tax and the 0.9% 
Additional Medicare tax remain



Standard Deduction Doubled

For tax years from 2018 to 2025, the basic standard deduction amounts 
are doubled: 
• $12,000 for single individuals and married individuals filing 

separately; 
• $18,000 for heads of household; and 
• $24,000 for married individuals filing jointly.

Personal & Dependency Exemptions are temporarily repealed for tax 
years from 2018 to 2025.

Planning Note: With state tax deductions limited, taxpayers with large 
charitable contributions may consider “bundling” donations into one year using 
a Donor Advised Fund and claim standard deductions in other years.



Child Tax 
Credit
The child tax credit is temporarily expanded effective for tax years 
from 2018 to 2025:
• The credit amount is increased to $2,000 per qualifying child (it was 

$1,000).
• The threshold amount when the credit begins to phase out is increased to 

$400,000 if married filing jointly and $200,000 for any other filing status.  
(This is phase out is almost four times the old rules.)

• A taxpayer may claim a $500 credit for each dependent who is not a 
qualifying child for purposes of the child tax credit. (A dependent for this 
purpose is a qualifying relative.)



Trading the Exemption for 
Increased Child Tax Credit

• Compare to the value of an exemption: 12% x $4,150 = $498 
• After phase-out compare to the value of an exemption: 32% x 

$4,150 = $1,328



Section 529 Plans
• New rules now allow up to $10,000 per year for K-12 

private school and qualified home-school expenses.
• Colorado still allows full deduction for amounts 

contributed.

Planning Note: Parents paying out-of-pocket for private 
schools or college could contribute to 529 plans and claim 
state tax deductions, even if the funds are immediately 
withdrawn for education.



Modifications to Itemized 
Deductions



State & Local Taxes
• The deduction for taxes is limited to $10,000 for tax years from 2018 to 

2025, for the following:
– State and local real property taxes
– State and local personal property taxes
– State and local sales taxes deducted in lieu of state and local income taxes

• This is for taxes paid or accrued by an individual during the tax year that are 
not directly connected with a trade or business, or with property held for the 
production of income.

• For state income taxes, taxpayers may not prepay 2018 taxes and claim as 
a 2017 deduction.

• For property taxes, the IRS has issued guidance that property taxes paid 
during 2017 will only be allowed, if the taxes were assessed during 2017. 



Mortgage Interest
The itemized deduction for home mortgage interest is limited for tax 
years 2018 through 2025:
• The maximum amount is reduced to $750,000 for any acquisition debt incurred after 

December 15, 2017. (The old limit was $1 million)
• The deduction of interest on home equity debt is suspended. 
• The maximum remains $1 million for any acquisition debt incurred with respect to the 

taxpayer’s principal residence on or before December 15, 2017.
• The higher $1 million limit continues to apply to refinancing done after December 15, 

2017, if the new debt does not exceed the amount of the refinanced debt.
• The Deduction for second homes is still in place. Earlier proposals would have 

eliminated the deduction for mortgage acquisition indebtedness for a second home. 
The final version of the law preserves the mortgage interest deduction for a second 
home.



Mortgage Interest (Special Note)

Mortgage proceeds used for a business (or similar) activity.
• The new mortgage deduction limits apply if the taxpayer uses 

mortgage loan proceeds to buy, build or substantially improve the 
taxpayer’s home.  

• If a mortgage is secured by the home of the taxpayer, but the 
proceeds are used to purchase rental property, property used in a 
trade or business or investment property, then the interest on such a 
loan can be separately deducted elsewhere on a taxpayer’s income 
tax return. 

• Such interest is not subject to the new mortgage interest deduction 
limitation, and such loan balances are not counted against the limit.



Medical Expenses
Medical expense deduction AGI threshold 
temporarily reduced
• The threshold to claim an itemized deduction for 

unreimbursed expenses paid for the medical 
care of the taxpayer or the taxpayer's spouse or 
dependents is reduced to 7.5% of adjusted 
gross income (AGI) for all taxpayers for tax 
years 2017 & 2018 (Old rule was 10%).



Charitable Contributions
• The percentage limitation on the charitable deduction 

contribution base is increased to 60% of an individual’s 
adjusted gross income (AGI) for cash donations to public 
charities in 2018 through 2025. (Old rule was 50%)

• The deduction for amounts paid for college athletic 
seating rights is repealed. 

• The exception to contemporaneous written 
acknowledgment requirement for contributions of $250 
or more is repealed.



Misc. Itemized Deductions
The deductibility of miscellaneous itemized deductions is 
temporarily repealed for tax years 2018 through 2025.
• These deductions were subject to the two-percent floor included the 

following:
– unreimbursed employee expenses (including expenses for travel, 

lodging, meals, entertainment, continuing education, subscriptions to 
professional journals, union or professional dues, professional uniforms, 
job hunting, and business use of an employee's home).

– expenses paid or incurred for the production or collection of income (including 
investment advisory fees, subscriptions to investment advisory publications, 
certain attorneys’ fees, and safety deposit box rental), or for the determination, 
collection, or refund of tax (including tax counsel fees and appraisal fees). 



Suspension of Overall Limitation 
on Itemized Deductions
• The overall limitation on itemized deductions is 

suspended, applicable to tax years beginning from 
2018 to 2025.

• Prior to 2018, if an individual’s AGI exceeds the applicable threshold 
amount, he or she must reduce the amount of allowable itemized 
deductions by the lesser of: (1) three percent of the excess of the 
taxpayer’s AGI over the applicable threshold amount, or (2) 80 
percent of allowable itemized deductions, reduced by the deductions 
for medical expenses, investment interest, casualty and theft losses, 
and wagering losses. For 2017, the married filing jointly threshold is 
an AGI of $309,900.



Alimony & Separate 
Maintenance Payments
Alimony deduction and exclusion repealed for 
instruments executed or modified after 2018.
• The deduction of alimony and the inclusion of the 

payments in gross income by the payee are generally 
repealed after 2018.

• The repeal is only effective for any divorce or separation 
instruments:
– executed after December 31, 2018; and
– executed before January 1, 2019, and modified after 2018 provided that 

the modification expressly provides that the repeal of the qualified 
alimony and separate maintenance rules of the Internal Revenue Code 
apply.



Moving Expenses
For years from 2018 to 2025:
• The above‐the‐line deduction is suspended.
• The exclusion from income for employer reimbursement 

is suspended.

(The repeal does not apply to members of the Armed 
Forces on Active Duty who move pursuant to a military 
order and a permanent change in station.)

• Away‐From‐Home living expense deduction for members 
of congress: Suspended



Business Provisions



Tax Accounting Methods
Beginning for tax years beginning after December 31, 
2017, the threshold is now $25,000,000 in average 
annual gross receipts (3-years; 2015-2017) for:

• Being able to use the cash method of accounting
• Being required to account for inventory
• Being subject to UNICAP
• Being required to use the percentage-of-completion method. 

Planning Note: Some taxpayers may be able to make a 
favorable change in accounting method. Worth talking to 
your CPA!



Domestic Production 
Activities Deduction (DPAD)

• Repealed for tax years beginning after 
December 31, 2017



Meals & Entertainment
• The law removes the deduction for:

• An activity generally considered to be entertainment, 
amusement or recreation (e.g. .football tickets, greens fees), 

• Membership dues with respect to any club organized for 
business, pleasure, recreation, or other social purposes, or

• A facility or portion thereof used in connection with any of the 
above items. 

• Taxpayers may still deduct 50% of the food and 
beverage expenses associated with operating a trade 
or business. 



Like-Kind Exchange (1031)

• Like-kind exchanges are allowed only for real 
property after 2017.

• No longer allowed for personal property (cars, 
trucks, equipment, etc.) 



Limitation on Deduction of 
Business Interest

• New limitation on interest expense for businesses with average annual 
gross receipts of $25,000,000 or more

• After December 31, 2017, the deduction for business interest is limited 
to the sum of:

• Business interest income; 
• 30% of the adjusted taxable income of the taxpayer; and 
• The floor plan financing interest of the taxpayer

• Excess business interest deductions are carried forward indefinitely
• Excess business interest of a passthrough entity is carried over by partners, 

members and shareholders and not the entity. 
• An election out is available for real estate trade or businesses

• For interest that is not required to be capitalized
• Does not apply to investment interest expense
• “Adjusted Taxable Income” is basically EBITDA. 



Passthrough Deduction

Officially called “Qualified Business 
Income Deduction” - Section 199A

• A new 20% deduction of domestic Qualified Business Income
(“QBI”) is allowed for individuals, Estate and Trusts that own
Partnerships, S Corporations and Sole Proprietorships. 

• The deduction applies to tax years beginning after December 31, 
2017, and before January 1, 2026. 

• Although the deductions is generally based on business income, 
it is taken against Taxable Income – (Page 2 of Form 1040). 

• Deduction is available for both itemizers and non-itemizers. 

Note: There are new terms to learn and plenty 
of limitations, calculations and restrictions.



Passthrough Deduction
• The deduction is not necessarily 20% of QBI as it is 

ultimately limited to 20% of taxable income over net 
capital gains

• Deduction IS allowed in the computation of Alternative 
Minimum Taxable Income.

• As taxable income exceeds certain thresholds, the 
deduction is limited or subject to additional restrictions:

• $315,000 - $415,000 for MFJ, and 
• $157,500 - $207,500 for other taxpayers. 



Passthrough Deduction

• Means the income, deductions, gain or loss derived from a 
United States Trade or Business. 

• Does not include:
• Specified investment related income (interest, dividend and capital 

gains)
• Amounts paid by a S Corporation that are treated as reasonable 

compensation of the taxpayer. 
• Guaranteed payments or amounts paid to a Member of an LLC or a 

Partner in a Partnership for services. 

Note: Does not exclude Rents (other than from a triple net 
lease) from the definition of QBI. 

• Thus it would appear on the face that QBI includes the net 
rental income of the Taxpayer, including real estate 
professionals. IRS has yet to weigh in on this. 

Qualified Business Income (“QBI”)



Qualified Trade or Business (“QTB”)

• Generally the taxpayer must be involved in a QTB.
• Can be Active or Passive

• A QTB is any trade or business other than a Specified Service 
Trade of Business (“SSTB”)

• A SSTB is a trade of business involving services in the fields of :
• Health, Law, Accounting, Actuarial science, Performing Arts, 

Consulting, Athletics, Financial services 
• Brokerage (including investing and investment management, trading 

or dealing in securities, partnership interests or commodities)
• Insurance Agents and Real Estate Brokers are excluded from 

SSTB treatment. 
• Any trade where the principal asset is the reputation and skill of one 

or more of its employees
• Note: Engineering and Architecture are specifically excluded 

from being an SSTB. 

Passthrough Deduction



Qualified Trade or Business (“QTB”)
Passthrough Deduction

• It is possible for service providers to get a deduction if 
their taxable income were low enough. 

• The 20% Deductible Amount for a SSTB is allowed in 
full (Subject to the 20% of taxable income limitation) 
where taxable income is below the thresholds. 

• The 20% QBI Amount phases out for a SSTB where 
taxable income is:

• $315,000 - $415,000 for MFJ, and 
• $157,500 - $207,500 for other taxpayers. 



Overall Limit to the Deduction

Passthrough Deduction

• The Lesser of:
• The Combined QBI amount (QBI * 20%), or
• 20% of the excess of taxable income over net 

capital gain. 

Note: If taxable income is lower than the Passthrough income, the 
deduction will be less than 20% of the K-1 amount. 



Wage and Property Limitation

Passthrough Deduction

• The Wage and Property limitations apply when Taxable Income 
exceeds $315,000 for MFJ or $157,500 for other taxpayers. 

• The Passthrough Deduction cannot exceed the greater of:
• 50% of the wages for the business (as allocated to the taxpayer), or
• 25% of the wages for the business plus 2.5% of the unadjusted 

basis (before depreciation) of Qualified Property (as allocated to the 
owner)

• Phase-in: The Wage and Property Limitation phases in when 
taxable income is $315,000 - $415,000 for MFJ and $157,500 –
$207,500 for other taxpayers



Passthrough Deduction
Special Rules – Negative QBI

• A net business loss means there is no current QBI 
deduction. 

• The Negative QBI is carried forward to the following year 
and reduces the otherwise allowable QBI deduction. 



Passthrough Deduction
Example #1

• Dennis and Susan are married and file a joint return showing $200,000 of 
taxable income. Dennis has net business income of $250,000.

• Because their Taxable Income of $200,000 is less than the Wage and 
Property Limitation threshold of $315,000, Dennis is not limited in 
calculating the Deductible Amount for his business of $250,000 x 20% = 
$50,000.

• However the final deduction is the lesser of:
1) The Combined Qualified Business Income Amount of $50,000, or
2) 20% of Taxable Income of $200,000 x 20% = $40,000

Result: Dennis and Susan are allowed a $40,000 deduction.



Passthrough Deduction
Example #2

• Dennis and Susan are married and file a joint return showing $500,000 of 
taxable income. For his Qualified Business, Dennis has net income of 
$600,000, wages paid of $100,000 and equipment that cost $400,000.

A. Possible Passthrough Deduction: $600,000 x 20% = $120,000
B. Wage and Property Limitation:

1) 50% of wages: 50%x $100,000 = $50,000
2) (25% of wages $25,000) + (2.5% of property x $400,000) = $35,000
Greater of 1 and 2 = $50,000

Lesser of A or B (Qualified Business Income Amount) $50,000

Result: Dennis and Susan are allowed a $50,000 deduction.



21% Corporate Tax Rate

• For tax years beginning after December 31, 2017, the 
graduated corporate rate structure is eliminated and 
corporate taxable income is taxed at a 21-percent flat 
rate. 

• The new law does not provide a special rate for 
personal service corporations (PSC’s); therefore PSC’s 
are also taxed at a 21-percent rate

Planning Note: With full corporate deductibility of state taxes, low 
dividend rates and a new 21% federal tax rate, some high-income 
businesses might want to evaluate using a C-Corporation for part of 
their tax structure.



Excess Business Losses for 
Noncorporate Taxpayers
 Must carryover excess loss over the threshold of 

$250,000 Single or $500,000 MFJ.
 Excess business loss is not allowed but is carried beginning in 

2018 through 2025. 
• Carry over also impacts the QBI deduction in the next year
• For losses arising for years beginning after December 31, 2017, an 

NOL may only reduce 80% of taxable income in a carryback or 
carryforward year. 

• For Partnerships (including LLC’s) and S Corporations, the limit on 
excess business losses is applied at the Partner or Shareholder 
level. 

 Passive activity loss rules apply before application of the excess 
business loss rules. 



Additional Depreciation 
(Bonus Depreciation)

• The 50 percent allowance is increased to 100% for 
property placed in service after September 27, 2017, 
and before January 1, 2023. 

• The 100% allowance is phased down by 20% each 
year beginning in 2023. 

• The property can be used. Prior law required the 
property to be new. 

• A taxpayer can elect 50% bonus for the first tax year 
ending after September 27, 2017



Section 179 
• The amount that can be expensed is increased to $1,000,000 

(from $500,000) and the threshold for phase-out is increase to 
$2,500,000 (from $2,000,000) for property placed in service in 
tax years ending after December 31, 2017. 

• The new law also expands the definition of qualified real property 
to include any of the following improvements to nonresidential 
real property placed in service after December 31, 2017:

• Roofs
• Heating, ventilation, and air-conditioning property
• Fire protection 
• Alarm systems 
• Security systems



Depreciation Lives for Leaseholds

• The law eliminates the separate definitions of qualified leasehold 
improvements, qualified retail improvement property, and provides a 
general 15-year recovery period for all qualified improvement property.

• Effective for property placed in service after December 31, 2017. 
• Qualified improvement property is defined as any improvement to an 

interior portion of a building which is nonresidential real property if the 
improvement is placed in service after the date the building was first 
placed in service. 

• Qualified improvement property does not include expenditures 
attributable to:

• The enlargement of a building; 
• Any elevator or escalator; or
• The internal structural framework of a building 

• Section 179 expensing is available regardless of whether the property 
has been held for three years or is leased or owned. Not eligible for 
Bonus Depreciation. 
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