
 

 

 
 
 
 
January 15, 2018 
 
To our Clients and Friends: 
 
As you probably are aware, on December 22, 2017 President Trump signed into law the Tax Cuts and 
Jobs Act (TCJA). TCJA represents the most sweeping tax legislation since the Tax Reform Act of 1986 
and includes provisions that will impact nearly all individual and business taxpayers. Much of the new 
legislation is effective in 2018 although, in some cases, certain provisions are effective beginning in late 
2017. It is also important to note that most of the changes for individual taxpayers are temporary and, 
without any additional modifications in the next several years, are set to expire as of December 31, 2025. 
The following discussion includes select information from the new law that impacts many of our clients. 
Please note that it is not intended to be a summary of the entire legislation.   
 

INDIVIDUALS 
 
Tax Rates 
 
TCJA includes lower tax rates for individuals. Note that the lower rates are effective for 2018. Also note 
that the reduced rates expire after 2025. A summary of the new rates is as follows: 
 

Rate Single Married Rate Single Married

10% $0 - $9,525 $0 - $19,050 10% $0 - $9,525 $0 - $19,050

15% $9,526 - $38,700 $19,051 - $77,400 12% $9,526 - $38,700 $19,051 - $77,400

25% $38,701 - $93,700 $77,401 - $156,150 22% $38,701 - $82,500 $77,401 - $165,000

28% $93,701 - $195,450 $156,151 - $237,950 24% $82,501 - $157,500 $165,001 - $315,000

33% $195,451 - $424,950 $237,951 - $424,950 32% $157,501 - $200,000 $315,001 - $400,000

35% $424,951 - $426,700 $424,951 - $480,050 35% $200,001 - $500,000 $400,001 - $600,000

39.6% Over $426,700 Over $480,050 37% Over $500,000 Over $600,000

Pre-reform 2018 tax rates TCJA tax rates

Taxable income amounts Taxable income amounts

 
 
Itemized Deductions - state and local taxes 
 
Beginning in 2018, the deduction for state and local taxes, including income and real estate taxes, is 
limited to $10,000.   
 
Itemized Deductions - mortgage interest deduction 
 
As a result of TCJA, a mortgage interest deduction is only available for acquisition indebtedness up to 
$750,000. Note that acquisition indebtedness includes interest paid on debt incurred in acquiring, 
constructing or substantially improving a taxpayer's residence. With respect to the changes regarding 
mortgage interest deductions, there are several items to note including: 
 

 Acquisition indebtedness incurred prior to December 15, 2017 is not subject to the new limitation. 

As a result, for these loans, the limitation remains at $1 million.  

 Debt incurred prior to December 15, 2017 and refinanced later continues to be covered by the 

current law but only to the extent of the amount refinanced. 

 Beginning in 2018, interest on home equity indebtedness is no longer deductible. Prior to TCJA, 

interest on home equity indebtedness, up to $100,000, was fully deductible. 
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Itemized Deductions - miscellaneous itemized deductions 
 
Prior to TCJA, individual taxpayers were able to deduct miscellaneous expenses including tax preparation 
fees, investment advisor fees, unreimbursed employee business expenses, safe deposit box rental fees 
and investment expenses from pass-through entities. Note that the deduction was available to the extent 
that these expenses, in aggregate, exceeded 2% of adjusted gross income. TCJA suspends the 
miscellaneous itemized deduction beginning in 2018. 
 
Itemized Deductions - phase-out 
 
Under current law, the total itemized deduction amount would begin to phase-out after a taxpayer's 
adjusted gross income exceeded a certain threshold amount. This was known as the PEASE limitation. 
TCJA suspends the phase-out of itemized deductions beginning in 2018.     
 
Itemized Deductions - medical expenses 
 
In 2017 medical expenses would have been deductible only to the extent they exceeded 10% of adjusted 
gross income. For 2017 and 2018, the new law reduces the threshold to 7.5% of adjusted gross income. 
  
Standard Deduction 
 
The new law significantly increases the standard deduction for all taxpayers. For single taxpayers, the 
2018 standard deduction increases from $6,500 to $12,000. For married taxpayers, the deduction 
increases from $13,000 to $24,000. The increase is effective for 2018.  
 
As a result of the enhanced standard deduction amounts coupled with the reduced state and local tax 
deduction and the elimination of the deduction for miscellaneous itemized expenses, it is anticipated that 
many more taxpayers will no longer itemize their deductions.     
 
Personal Exemptions 
 
Prior to TCJA, individual taxpayers were entitled to claim a deduction, known as the personal exemption, 
for themselves as well as their spouse and any dependants. For 2018, the exemption amount would have 
been $4,150 for each exemption, subject to a phase-out as income rises. As a result, a married taxpayer 
with two children would be entitled a deduction of $16,600 (i.e. 4 exemptions of $4,150 each). TCJA 
suspends this deduction beginning in 2018. 
 
Alternative Minimum Tax 
 
TCJA increases the 2018 alternative minimum tax (AMT) exemption for married taxpayers from $86,200 
to $109,400 and from $55,400 to $70,300 for single taxpayers. The phase-out for the exemption also has 
been increased significantly. In calculating AMT, state and local taxes and miscellaneous itemized 
deductions are non-deductible. With the reduction of the state and local tax deduction, the elimination of 
the deduction for miscellaneous itemized deductions and the increased AMT exemption, it is anticipated 
that the number of taxpayers subject to AMT will decline.  
 
Alimony  
 
Under current law, alimony and separate maintenance payments are deductible by the payor spouse and 
are taxable income to the recipient spouse. With TCJA, for divorce or separation agreements executed 
after December 31, 2018, the payments are no longer deductible and the receipts are non-taxable. 
Please note that for agreements executed prior to December 31, 2018, payments will remain deductible 
for the payor and taxable to the recipient. Also note that modifications to divorce or separation 
agreements in 2019 and later will be subject to the implications of the new law but only if the modification 
expressly provides that the new provision applies to such modification. 
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Affordable Care Act - HealthCare     
 
Beginning in 2019, individuals who fail to obtain health insurance under a plan that provides for minimum 
essential coverage will no longer be subject to an additional tax. 
 
Estate Tax 
 
TCJA increased the lifetime exclusion from $5 million to $10 million per person. This provision applies for 
decedents dying after December 31, 2017 and for taxable gifts occurring after that date. Please note that 
this provision expires after 2025.  
 

BUSINESSES   
 
Reduced Corporate Tax Rates 
 
Under current tax law, C-corporations were subject to a graduated corporate tax rates as high as 35%. 
With the passage of TCJA, for tax years beginning after December 31, 2017, the corporate tax rate is a 
flat 21%, regardless of the amount of taxable income. The new law also eliminates the fixed rate of 35% 
for personal service corporations. 
 
Modified Net Operating Loss Deduction  
 
The net operating loss (NOL) deduction will be limited to 80% of taxable income. Under current law, a 
NOL could entirely offset taxable income. For losses incurred in tax years ending after December 31, 
2017, NOL's can be carried over indefinitely as opposed to the current carryover period of 20 years. 
 
Cost Recovery 
 
Internal Revenue Code Section (IRC) 179 enables taxpayers to elect to immediately expense equipment 
purchases. Currently, the election is available to the lesser of the taxable income of the business or 
$500,000. The new law increases the maximum 179 deduction to $1 million. TCJA also enables 
additional types of expenditures to qualify for the election including roofs for non-residential real property 
and HVAC property, also for non-residential real property. 
 
TCJA increases the availability of bonus depreciation. Prior to TCJA, bonus depreciation was limited to 
50% of the cost of the property. With the new legislation, the percentage was increased to 100% for 
equipment purchased after September 27, 2017 and before 2023. The new law also provides for the 
availability of bonus depreciation for used equipment.     
 
Repeal of Domestic Production Activities Deduction 
 
For tax years beginning after December 31, 2017, the 9% deduction for domestic production income has 
been repealed. 
  
Like-Kind Exchanges 
 
Like-kind exchanges enable a taxpayer to defer gain on the exchange of like-kind assets. Currently, the 
like-kind exchange rules apply to personal property (ex. equipment or business autos) as well as real 
property. For exchanges completed after December 31, 2017, the favorable deferral provisions will only 
apply to exchanges of real property.  
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Meals and Entertainment Deduction 
 
TCJA eliminates the deduction for entertainment, amusement and recreation expenses. The new law 
retains the 50% deduction for food and beverage expenses associated with a trade or business, but it 
reduces the meals deduction to 50% for certain meals that previously were 100% deductible (ex. meals 
provided to employees at an eating facility that meets the requirements of an on-site dining facility).  
 
Accounting for Long-Term Contracts 
 
Currently, the percentage-of-completion method of accounting for long-term contracts is required for 
businesses where the average annual gross receipts for the preceding three year period exceeds $10 
million. TCJA increases the threshold to $25 million. The provision applies to contracts entered into after 
December 31, 2017, in tax years ending after such date.      
 
20% Deduction for Certain Pass-through Income  
 
TCJA provides a 20% deduction for an individual's qualified business income from an S-corporation, 
partnership or sole proprietorship. The deduction is available for tax years beginning after December 31, 
2017. In addition, there are many limitations on the deduction including: 
 

 Generally, service businesses do not qualify for the deduction. The "non-qualifying businesses", 

to be known as specified service trade or businesses, include entities in the following sectors: 

health, law, accounting, actuarial, performing arts, consulting, athletics, financial services and 

brokerage services. Note that businesses that provide engineering and architecture services are 

not considered specified service trade or businesses and, as a result, the 20% deduction is 

potentially available for such businesses. Please note that the specified trade or business 

exception does not apply if taxable income does not exceed $315,000 for a married taxpayer 

($157,500 for all other taxpayers). As a result, the 20% deduction is available to all trade or 

businesses if income is below the threshold amounts.     

 The deduction is limited to the greater of: a) 50% of the W-2 wages paid in the qualified business, 

or b) 25% of the W-2 wages plus 2.5% of the unadjusted basis (i.e. original cost) of all qualified 

property used in the business. 

 The wage limitations enumerated above do not apply if the taxable income of the taxpayer does 

not exceed $315,000 for married taxpayers ($157,500 for all other taxpayers).   

 
The 20% deduction for pass-through income is available to taxpayers whether or not they itemize their 
deductions. 
 
Loss Limitations for Non-Corporate Taxpayers  
 
Currently, non-passive business losses can be utilized, on an unlimited basis, to offset other sources of 
income. For tax years beginning after 2017, taxpayers other than C-corporations will not be allowed to 
deduct an "excess business loss".  An "excess business loss" is a loss in excess of $500,000 for married 
taxpayers and $250,000 for all other taxpayers. Any excess business loss can be carried over as part of 
the taxpayer's NOL. 
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SUMMARY 
 
Many of TCJA's provisions do not have adequate details to accurately quantify their tax impact. These 
details are anticipated to be released in the upcoming months. In addition to the items mentioned above 
and on the previous pages, TCJA also includes many provisions not discussed here. These items include 
many issues on numerous topics including international tax, the insurance industry and tax-exempt 
organizations, to name a few. As the new year progresses, we will keep you informed about additional 
guidance that is provided. However, if you have any questions regarding the items discussed here, 
please feel free to contact us.        
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