
 

 

 

 

 

January 2018 

 

 

Dear Clients, Colleagues & Friends: 

 

The Tax Cuts and Jobs Act was signed by President Trump on December 22, 2017. The Act 

represents the most comprehensive change to the Internal Revenue Code since 1986. 

There have been a number of changes affecting all taxpayers, and to assist in identifying 

those which may impact you, we have put together a summary of the major provisions 

from the new legislation. Generally, most of these changes will become effective in 2018. 

 

The new legislation will produce both opportunities and drawbacks that differ from 

taxpayer to taxpayer. Many of the specific rules for implementing the new laws will require 

further guidance from Treasury, which will be issued in 2018. We certainly understand that 

each taxpayer is unique, so we look forward to working individually with each of our clients 

to ensure the proper treatment of these new rules and to implement the most 

advantageous tax approach. Please feel free to contact us at H2R CPA with any follow-up 

questions or insight that may be of interest to you. 

 

Highlights of the new law are provided below, followed by some details related to 

businesses and individuals on the subsequent pages. 

 

Sincerely, 

H2R CPA 
H2R CPA 

 

Major Highlights of the Tax Cuts and Jobs Act 

 

o Reducing the top individual tax rate to 37% 

o 21% flat corporate tax rate 

o Corporate AMT repealed 

o More generous expensing options for business property acquisitions 

o Switch from world-wide taxation to a territorial system for businesses 

o New 20% deduction opportunity from pass-through entities  

o Individual AMT retained, however modified to reduce scope 

o Federal Estate Tax retained with doubled exemption 
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Corporations and Businesses 

 

1. A permanent 21% corporate tax rate beginning in 2018 

2. The full repeal of corporate Alternative Minimum Tax (AMT) 

3. More generous expensing of property acquisitions 

o An increase of the bonus depreciation allowance to 100% for property placed 

in service after September 27, 2017 and before January 1, 2023.  

 Bonus depreciation is also now available on used property (initial use does 

not have to start with the taxpayer). 

o Increase in the cap on business-use vehicle write-offs placed in service after 

December 31, 2017. 

4. Increase in Code Sec. 179 dollar limitation to $1 million and investment limitation at 

$2.5 million 

5. Elimination/revision of business tax preferences 

o Elimination of Code Section 199 Domestic Production Activities Deduction 

(DPAD). 

o Elimination of the deduction for entertainment expenses. 

o Elimination of like-kind exchanges for tangible personal property. Like-kind 

exchanges of real property continue to be permitted. 

o The Research & Development Credit is retained, but research and 

experimental expenditures must now be amortized over a five-year period. 

6. Other Significant Revisions 

o Interest Deductions 

 In general, a cap on the deduction for net interest expense at 30% of 

adjusted taxable income. 

o Changes to Net Operating Losses 

 General limitation to 80% of taxable income for losses arising in years 

after December 31, 2017. 

 Elimination of two-year NOL carryback. 

 Indefinite NOL carryforward (still subject to percentage limitation). 

o Imposition of a Transition Tax for post-1986 deferred Earnings and Profits of 

Controlled foreign corporations. The tax is calculated as:  

 15.5% for cash assets  

 8% for illiquid assets 

7. Expansion of the Use of Cash Basis Accounting by Increasing the Average Gross 

Receipts Test to $25 million, and including a similar threshold for inventory 

accounting. 
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Individuals 

(Most individual tax provisions to follow are temporary and scheduled to expire in 2025.) 

 

1. Lower Individual Income Tax Rates 

o 10, 12, 22, 24, 32, 35 and 37 percent.  

o The marginal rate of 37% kicks in for taxable income greater than $600,000 

for Married Filing Joint (MFJ), ($500,000 for single).  

2. No change to several additional tax arenas  

o Qualified Dividends and Long-Term Capital Gains – maximum tax rate at 20% 

o Net Investment Income Tax – 3.8% 

o Additional Medicare Tax – 0.9% 

3. Major Changes to Deductions and Credits 

o A near doubling of the standard deduction  

 $24,000 for MFJ  

 $12,000 for single 

o Elimination of the deduction for personal exemptions 

o Increase in the child tax credit from $1,000 to $2,000 per qualifying child 

including an increase in the AGI phase out thresholds. 

 The maximum refundable amount is $1,400. 

 A new non-refundable $500 credit for qualifying dependents who are not 

qualifying children (phase out begins $400,000 for MFJ, $200,000 for 

single). 

o A reduction of the mortgage interest deduction, limited to $750,000 of 

acquisition indebtedness in the case of tax years after 2017. The bill allows 

the current limitation of $1 million for acquisition indebtedness acquired 

before December 15, 2017.  

 Taxpayers are still allowed to include mortgage interest on 2nd homes 

within these lower dollar caps. 

 No interest deduction will be allowed on home equity indebtedness. 

o A limitation on annual itemized deductions for state and local taxes, including 

property taxes, to $10,000. 

 The bill disallows prepayment in 2017 of state and local income taxes 

imposed for a year after 2017. 

 The IRS provided guidance of prepayment of property taxes on 

12/27/2017 – prepayment of property taxes can be deductible if the tax 

was assessed in 2017. Any prepayment on 2018 assessments will be 

disallowed.  

o Repeal of all miscellaneous deductions that are subject to the 2% floor under 

current law. This Includes items such as unreimbursed employee expenses, 

tax preparation fees, investment expenses, etc. 

o A lowering of the threshold to 7.5% of AGI for the medical expenses 

deduction for tax years 2017 and 2018 (returning back to 10% threshold 

starting in 2019). 
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o Repeal of the limitation on deductibility of itemized deductions (often referred 

to as the Pease limitation). 

o Charitable contribution limitations increased to 60% of AGI from 50% for cash 

donations. 

o Elimination of the current 80% deduction for contributions made for university 

athletic seating rights. 

o The deduction for moving expenses and the exclusion from gross income of 

employer reimbursements have been suspended. 

4. Other Significant Revisions 

o The above the line deduction for alimony payments has been eliminated, and 

the Act does not require the payee receiving alimony payments to include the 

alimony payment income. These rules are effective for divorce decrees, 

separation agreements and certain modifications entered into after 2018. 

o Doubling of the estate and gift tax exclusion amount for estates of decedents 

dying and gifts made after 12/31/17.  

 Approximately $22 million for married couples. 

 The generation skipping tax (GST) exemption is also doubled. 

o Provisions of the Alternative Minimum Tax (AMT) are retained; however, the 

exemption amount is increased as are the exemption phase out levels to an 

income level of $1 million for MFJ ($500,000 for single). 

o Repeal of the individual mandate penalty under the Affordable Care Act. Also 

repeals individual shared responsibility payment. 

o Modification to 529 plan rules  

 Can distribute no more than $10,000 in expenses for tuition incurred 

during the tax year at an elementary or secondary school. This limitation 

applies on a per-student basis. 

o The kiddie tax has been replaced with a rule taxing the net unearned income 

of a child at the ordinary income and capital gains rates applied generally to 

estates and trusts. 

5. Pass-Through Businesses 

o New Code Section 199A will allow, subject to a number of rules and 

limitations, owners of sole proprietorships, S corporations, and partnerships – 

including stand-alone rental properties – to take a 20% deduction against 

their income from the business. 

 

 


