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Special Edition –
2017 Tax Cut and Jobs Act
In December, Congress passed a broad tax act that
provides for significant changes to the tax law for
individuals and businesses. Most of these changes
are effective for tax years beginning in 2018, so an
individual taxpayer will generally see these changes
beginning on his or her 2018 return. Only one of
these changes can affect your 2017 return.
Many of these changes “sunset” after 2025, meaning
the old law will return then. To simplify this article,
we will discuss the provisions as they stand in 2018.
If you have any questions about these provisions, or
any other in the 2017 Act, please contact your BB
representative.

The rates for trust and estates are 10%. 24%, 35%
and 37%. In keeping with the punitive taxation of
these entities, the 37% rate kicks in at a taxable
income of only $12,500.
There are no changes to capital gains rates. The
20% rate kicks in at taxable incomes over $479,000
for joint returns.
Under the “kiddie tax”, some children have
computed the income tax on their investment
income at their parents’ tax rates. Beginning in
2018, these children will use the more aggressive
trust rates, rather than their parents’.

Changes for Individuals

Itemized/Standard deductions –
some major changes here.

There is no simplification for tax rates. The Act
provides for rates of 10%, 12%, 22%, 24%, 32%,
35% and 37%. The 37% rate applies to taxable
income over $600,000 for joint returns. You may
have noticed a drop in your withholding in 2018
versus 2017; this is attributable to new withholding
schedules just issued by the IRS. If you want more
withholding, complete and file the updated form
W-4 with your employer.

For one thing, fewer taxpayers will itemize. This is
because the Act increases the standard deduction
to $24,000 for joint returns, $18,000 for heads of
household, and $12,000 for single returns. You only
itemize if your total deductions exceed this amount.
Unfortunately, many taxpayers will find that the
amount of itemized deductions they will be allowed
may decrease.
continued on page 2
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Medical expenses will not be one of these areas. In fact, the floor for medical deductions has been reduced to
7.5% of income in 2017 and 2018, returning to 10% in 2019 (except for seniors).
The amount of charitable deductions you are allowed may increase because the Act increases the amount of
cash contributions that can be deducted to 60% of your adjusted gross income (up from 50%). However,
you will no longer be able to deduct any contributions you make to your local university in exchange for the
right to buy season tickets.
The rest of the news is not as good. Up until now, you have been able to deduct home mortgage interest
on up to $1,000,000 of acquisition indebtedness plus $100,000 of home equity debt. Beginning in 2018,
the $1,000,000 limit is reduced to $750,000 and the home equity debt interest deduction is eliminated
entirely. Note that this change only applies to debt you incur after December 15, 2017. Thus, the old ceiling
continues to apply to your current debt, but be careful when refinancing this grandfathered debt.
The Act limits the deduction of state and local taxes (other than those paid in connection with a trade or
business or property held for production of income) to $10,000 (joint returns) and $5,000 (single returns).
This limit applies to state income tax, real estate taxes and similar taxes. Foreign income taxes not connected
to a trade or business are not deductible at all (although the foreign tax credit survives).
Miscellaneous itemized deductions that are subject to the 2% floor will no longer be deductible at all. These nolonger-available deductions include investment expenses, employee business expenses, the cost of bank boxes
and any fee to prepare your individual return or for tax planning.
One piece of good news - the so-called “Pease” limitation that reduces the total amount for itemized
deductions for higher-income taxpayers has been eliminated.
Finally, the deduction for personal exemptions has been eliminated.

Other individual changes –
The alternative minimum tax has been retained but with higher exemption amounts and increased phase-out
levels. The medical expense AMT preference has been eliminated. Thus, the individual AMT should affect
fewer taxpayers.
Under the Act, alimony payments are neither deductible nor income, effective for divorce decrees, separation
agreements, and certain modifications entered into after 2018. This is the opposite of current law.
The Act eliminates the deduction for moving expenses related to a job change for anyone other than
members of the Armed Forces moving under orders to a new duty station.
The Act also restricts the personal casualty loss deduction to losses attributable to federally-declared disasters
or to the extent of casualty gains. Thus, you would not be able to claim a casualty loss deduction for a
theft or a house fire, for example. This section applies to losses incurred in taxable years beginning after
December 31, 2017.
The child tax credit is increased to $2,000 with a maximum refundable amount of $1,400. A $500
nonrefundable credit for dependents other than qualifying children (generally retaining the current law
definition of dependent) has been added and the threshold amount where the credit begins to phase out has
been raised..
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The rule that allowed contributions to one type of IRA be recharacterized to the other type has been repealed.
Section 529 plans can now make distributions up to $10,000 a year for expenses for tuition in connection with
enrollment or attendance at an elementary or secondary public, private, or religious schools.

Changes for Businesses
The Act provides for a flat corporate tax rate of 21%. To reflect the lower tax rate, the 80% and 70% dividend
received deduction rates have been reduced to 65% and 50%. Finally, the corporate (but not the individual)
alternative tax has been eliminated and special provision has been made for recovering any minimum tax credit.
Perhaps the most complex provision in the new Act pertains to the taxation of pass-through entities such as
partnerships and Subchapter S corporations. To give them a break similar to the lower regular corporation rates,
pass-through entities are allowed a special 20% deduction based on income but limited by a percentage of wages/
capital additions. It is generally not available for service entities such as accountants, doctors, consultants and
attorneys, but is available for architects and engineers.
This provision is too complicated to discuss in this article. For example, taxpayers with lower incomes do not have
a wage limitation and may be able to claim a deduction even if they are in a service entity.
The deduction is determined at the partner and shareholder level. Because of the way the computation works,
some partners in a partnership will be able to claim the deduction (or a portion therewith) while other partners in
the same partnership will not.
The deduction will increase the time to prepare partnership and S corporation returns because tax preparers will
have to compute the various amounts needed for this computation (such as an owner’s share of wages) for each
partner/shareholder and include the required amounts in each owner’s Schedule K-1.
The Act increases bonus depreciation to 100% for eligible assets acquired and placed in service after September 27,
2017. (Note that this increase applies to some 2017 acquisitions, although the taxpayer may elect to use the 50%
rate in 2017). Thus, you will be able to deduct the entire amount of qualifying acquisitions in the year they are
placed in service. The Act also eliminates the requirement that the first use of the asset be by the taxpayer. It need
only be new to the taxpayer (but need not be new overall).
The section 179 deduction allows taxpayers to expense qualifying property up to set limits. This benefit phases
out as total qualifying assets exceed another set amount. The amount of qualifying assets that can be expensed
has been increased to $1,000,000 and the acquisition limit has been increased to $2,500,000, to be adjusted for
inflation. In addition, qualifying property now includes certain personal property used predominately to furnish
lodging, qualified real property and other assets including nonresidential roofs and air-conditioning systems.
The depreciation deduction for or so-called “luxury” vehicles is limited each year. These limits have been
substantially increased to $10,000, $16,000 and $9,600 for the first three years and $5,760 for each year thereafter.
Thus, you will be able to deduct more depreciation on your business automobile sooner.
The Act eliminates qualified restaurant property and qualified retail improvement property as separate categories
and assigns a 10-year recovery period for what is now qualified improvement property. There may be a special
problem here which may need to be fixed by further legislation.
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With limited exceptions, corporations (other than S corporations and personal service corporations) and
partnerships with corporate partner have been required to use the accrual method of accounting if their average
annual gross receipts exceeded $3,000,000. This amount has been substantially increased. Such a corporation
and partnership can now retain the cash method of accounting for any taxable year if its average annual gross
receipts for the 3-taxable-year period ending with the taxable year which precedes the current taxable year
does not exceed $25,000,000. This includes businesses with inventory.
Income must be reported no later than the year it reported on an applicable financial statement or a financial
statement to be specified by the IRS, even if the accrual method of accounting would allow recognition in a later
taxable year.
The deduction for business interest expense may now be limited in any one year. In general, the deduction is
limited to business interest income, plus 30% of the business’s adjusted taxable income. The excess can be
carried over. This limitation does not apply to taxpayers meeting the $25,000,000 gross receipts test above or
an electing real property trade or business.
For pass-through entities, this limitation is computed at the entity level. For taxable years beginning before
January 1, 2022, a business’s taxable income does not include any deduction for business interest, depreciation,
amortization or depletion.
The deduction for business entertainment has been eliminated. Insofar as the cost of meals provided on or near
business premises, the allowed percentage allowed has been reduced from 100% to 50%. In 2026, the cost of
providing food for the convenience of employers will be eliminated entirely.
The deduction for net operating losses is limited to 80% of the taxpayer’s eligible income. The carryback of
NOLs has been eliminated, but they may be carried forward indefinitely. These changes apply to losses arising
in taxable years beginning after 2017.
The deduction for income attributable to domestic production activities has been eliminated.
Charitable contributions and foreign taxes may be deducted by a partner only to the extent he or she has basis in
his or her interest. Before now, there was no basis limitation for these deductions.
In the case of a corporation, any contribution in aid of construction or any other contribution as a customer or
potential customer, and any contribution by any governmental entity or civic group (other than a contribution
made by a shareholder as such) will no longer be excluded from income under section 118, effective for
contributions made after the date of enactment.
The rehabilitation credit has been limited to certified historic structures, although the 20% rate has been
retained. However, the credit must be claimed over five years, effective for amounts paid or incurred after
2017.
The deduction for compensation of a covered employee is limited to $1,000,000. The exceptions in the prior law
(such as pursuant to an incentive plan) have been eliminated. In addition, the definition of “covered employee”
has changed. This change does not apply to compensation provided under a contract in effect on November 2,
2017 and which has not been modified in any material effect since then.
There also is an excise tax applied on excess executive compensation paid by exempt organizations.
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Other Changes
The Act doubles the estate and gift exclusion amount and generation-skipping tax exemption effective for
estates of decedents dying after and gifts made after 2017. Thus, the 2018 exclusion will be $11.18 million.
Section 11028 of the Act provides certain relief to taxpayers in 2016 disaster areas.
The Act eliminates the Affordable Care Act shared responsibility payment for individuals failing to maintain
essential coverage (it actually sets the tax rate to zero).
– Alfred E. Stacey, IV, CPA
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Review and Outlook is edited by Ted
Stacey, CPA, to give you a brief
overview of pertinent topics. You
should obtain professional advice
before making financial or tax
decisions.
www.facebook.com/
bourgeoisbennett

Quote of the Month Club
“A tax loophole is something that benefits the other guy. If it benefits you,
it is tax reform”.
- Former Louisiana Senator Russell Long
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