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Tax Cuts & Jobs Act –
Business Provisions

Presenter
Presentation Notes
Hi, my name is Frannie , and I’m with DiNatale Accounting & Consulting Solutions, LLC. Thank you for the opportunity to share an update on the new tax law provisions that will affect businesses.  These changes will primarily be effective starting in 2018, but there are a few exceptions.   This law provides simplification in a few areas by eliminating many tax provisions, but as you will see, there are also added complexities.   

Minimizing taxes is all about planning ahead and knowing the rules, so we are here to help you with that! Please feel free to ask questions as we go along.

Presenter: These opening slides are customizable. Choose one for your presentation. Then, insert your logo and firm’s contact information.
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Many changes!

• Guidance is needed 

• Effect on tax provisions

• Effect on financial statements

Presenter
Presentation Notes
The Tax Cuts & Jobs Act (or its official title of “To provide for reconciliation pursuant to titles II and V of the concurrent resolution on the budget for fiscal year 2018”) provides for many changes to business tax provisions.  

With a few minor exceptions, the provisions are generally effective starting in 2018 and a majority of the changes are temporary (in order to meet the requirements of the bill under budget reconciliation) and sunset after 2025.  Due to the number of changes and also some new concepts introduced in the law, there is a need for guidance from the IRS, and possibly from Congress in the form of technical corrections, on the application of the law.  There are also many questions about which states will conform to any or all of the federal changes.
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Overview of business changes 

• Corporate rate reduction to flat 21%

• Repeal of corporate AMT

• Special rules for pass-throughs (Sec. 
199A)

• Loss limitation for other than C corps 
(Sec. 461)

• Repeal of Sec.199 (DPD)

• Expensing of assets 
– increases to Sec.179 ($1 million and 

threshold $2.5 million) 

• Expanded accounting method exceptions 
for small businesses 

• Changes to various fringe benefits 
including treatment of meals and 
entertainment paid by employer

• Limit on use of and carryback of NOL

• Limitation on interest expense deduction 
for non-small businesses (over $25 
million receipts); limited exceptions

• Corporate shift from worldwide to 
territorial system 

Presenter
Presentation Notes
Here is an overall summary of the changes:  We will discuss these in more detail in further slides.

Corporate rate reduction to flat 21%
Repeal of corporate AMT
A new 20% deduction for pass-through income (Sec. 199A)
Loss limitation for other than C corps (Sec. 461)
Repeal of Sec.199-domestic production deduction
Expensing of assets (bonus depreciation provisions plus increases to Sec.179 ($1 million and threshold $2.5 million) 
Expanded accounting method exceptions for small business 
Changes to various fringe benefits including provision of meals and entertainment by employer
No more carrybacks of NOL and 80% limit on current year use of NOL
30% limitation on interest expense deduction for non-small businesses (over $25 million receipts); limited exceptions
Corporate shift from worldwide to territorial system 
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Corporate rate changes

• Flat rate of 21%

• Effective for years beginning after 12/31/17

• Fiscal year corporations should apply Sec. 15 

• Personal service corporations taxed at same rate 
(no more surtax)

• Corporate AMT has been repealed

• Dividends received deduction reduced

Presenter
Presentation Notes
One major change is the reduction of the corporate rate to a flat 21%.  This is effective for 2018.  

However, for fiscal year returns that begin during 2017, there is an alternate way to calculate the tax.
Code Section 15 provides information on how to calculate.  The effect is really a blended rate. 
Example: For year ending 6/30/18, taxable income is $1,000,000.
Old rate structure:
Tax = $340,000
New rate structure:
Tax = $210,000
Tax for 6/30/18 =
$340,000 x 184/365 = 	$171,397     [July 2017 – Dec. 2017]
$210,000 x 181/365 = 	$104,137	[Jan. 2018 – June 2018]
TOTAL				$275,534

If a business has AMT credits, they will be refundable from 2018 – 2020 to equal 50% of the excess of the credit for the year over the amount of the credit allowable for the year against regular tax liability.  In 2021, the limit will be 100%, so all remaining credits will be allowed. 

Dividend received deduction was changed to reflect the new rate.  : The 70% DRD is reduced to 50% and the 80% DRD is reduced to 65%.
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Effect on Accounting for Income Taxes 
under FASB ASC 740

• Effect on calculation of deferred tax 
liabilities/assets (due to change in rate)

• Additional complications related to fiscal year 
corporations 

Presenter
Presentation Notes
Changes to the rate and other provisions also will need to be reflected in the calculation of the tax provisions for financial statements.  

Deferred tax assets/liabilities will need to be remeasured using the new 21% rate as well as evaluation of whether deferred tax assets will be realized based on the law changes (for NOLs for example).  

Due to the change mentioned earlier about the blended rate year for fiscal year businesses, this will cause the re-measurement calculation to be more complex.
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20% Pass-through Deduction

• 20% of qualified business income (QBI)

• Qualified business income definitions

– Qualified trade/business income
• Not a specified trade/business

– Trade/business involving performance of services
– Does not include investment income
– Does not include reasonable compensation paid from 

S corporation or guaranteed payments paid to a 
partner

– Phaseout limitation 

Presenter
Presentation Notes
This new provision provides a 20% deduction on qualified business income.  This deduction is taken on the individuals’ tax return from taxable income (not an above the line deduction therefore does not decrease SE tax) and can be result from the flow through of income from a sole proprietor, SMLLC, partnership, or S Corporation. 

The calculation is very complex and can be limited based on taxable income as well as the type of trade/business income that is applicable. 

A limitation based on W-2 wages and capital is phased in when the taxpayer’s taxable income exceeds a $157,500 ($315,000 MFJ) threshold amount. A disallowance of the deduction with respect to specified service trades or businesses is also phased in when taxable income exceeds the threshold amount. These limitations are phased-in if taxable income exceeds the threshold amount but is below $207,500 ($415,000 MFJ) (the phase-in range).
There are a great deal of questions on how this deduction will be applied and more guidance is needed.
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Partnership change

• Repeal of technical termination provisions

- Greater than 50% ownership change (12 mos.)

• No longer an automatic termination

• No need to “close the books”

• No short year returns

• Effective for years after 12/31/17

Presenter
Presentation Notes
Effective for years beginning after 12/31/17, a P/S will not automatically terminate if there is a sale/exchange of more than 50% interest in the entity.
This eliminates the need for closing the books to complete 2 tax returns, restarting depreciation lives, and maintaining P/S elections.
The termination will only happen if the business is truly closing or if the ownership changes to a single member (therefore no longer a P/S).
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Depreciation

• Additional first year/bonus depreciation-
100% for property acquired after 9/27/17

• Phase down schedule for years after 
2022

• Now allowed for new and used property

• Qualified improvement property no longer 
qualifies

• Luxury auto limits – (note that additional 
$8k depreciation has been extended for 
2017)

• Increases to Sec. 179 ($1M and 
threshold $2.5M)

• SUV limitation remains at $25,000

• Limits are indexed for inflation

• Expansion for certain real property 
(roofs, HVAC)

• Allows residential rental property

Presenter
Presentation Notes
The new law increases the bonus depreciation to 100% for property acquired and placed in service after 9/27/17.  
There is a new phase-down schedule for years after 2022 (80% 2023; 60% 2024; 40% 2025; 20% 2026; 0 2027 and forward).  
For the 2017 year, if property was purchased and placed in service after 9/27, there is an election to apply the 50% bonus rather than 100%.  
Another changes is that the requirement that the original use of qualified property must begin with the taxpayer has been removed.  So, both new and used property is available for bonus depreciation.  
The new law keeps the increased $8k depreciation for luxury auto placed in service in 2018 (eliminating the phase down for autos placed in service after 2017).
The depreciation limits for luxury auto starting in 2018 allow $10k for year of service; $16k for 2nd year; $9,600 for 3rd year; and $5,760 for 4th and later years).  These limits will be indexed for inflation.
Sec. 179 has been increased to $1M with a phase out threshold of $2.5M.  The $25,000 sport utility limit was maintained.  The new law also expands the definition of Sec. 179 property to include personal property connected with lodging for residential rental property.  In addition, improvement to nonresidential real property was expanded to include roofs, HVAC, fire/alarm systems and security systems.
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Accounting methods for small taxpayers

• Expanded availability of cash method

• Inventory tracking requirements

• Sec. 263A threshold raised

• Expanded availability of completed contract method

Presenter
Presentation Notes
The law also expands the availability of the cash method for small corporations.  
Cash method for C corporations less than $25 million of avg. gross receipts (average gross receipts for prior 3 years)
Also if meet that $25M threshold, corporations can treat inventories as non-incidental materials and supplies if it conforms to financial treatment of inventories.
Also if meet the $25M threshold, the corporation is exempted from requirement to allocate overhead to inventory as required by 263A.
In addition, corporations with less than $25M gross receipts can use the completed contract if expect contract to be completed within 2 years.
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Restrictions on interest deductions

• Deductible interest limited to

- Interest income for year plus

- 30% of taxable income plus

- taxpayers financing interest for the year

• Limitation at the taxpayer level

• Interest not deductible carries forward indefinitely

• Doesn’t apply to taxpayers that meet $25M gross 
receipts test

Presenter
Presentation Notes
The law places new limits on the deduction for interest paid on business debts for taxpayers with avg. annual gross receipts > $25M.  

The deduction will be calculated as the sum of interest income plus 30% of adjusted taxable income (not below zero) plus interest attributable acquiring motor vehicles to be held as inventory for sale/lease.  

Special rules apply to the calculation of income for P/S and S Corporations.
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Changes to fringe 
benefits/entertainment expense

• Repeal of business entertainment expenses

• Repeal of deduction for qualified transportation 
fringe benefits

• Repeal of exclusion for bicycle commuting 
reimbursement

• Repeal of exclusion for employee reimbursed 
moving expenses

• Other changes to employee fringe benefits

Presenter
Presentation Notes
The new law provides that no deduction is allowed for entertainment expenses (whether directly related or associated with trade business).  This includes any activity that is considered to be entertainment, amusement or recreation, and includes membership dues for clubs organized for business, pleasure, recreation or social purposes.  

Taxpayers may still generally deduct 50% of food/beverage expenses associated with operating their trade/business (for work travel), but more guidance is necessary on what this will mean for meals that are not related to travel (taking clients out to lunch, etc.) 

There were also several changes to fringe benefits:
Historically transit passes, van pool transportation, free/subsidized parking, bicycle subsidy were excludable fringe benefits.  Employers are no longer allowed to deduct these (except bicycle reimbursements) reimbursements (they are still excludable to employee if provided).  Bicycle reimbursements are taxable to the employee, but are allowed as a deduction.

With the exception of active members of the Armed Forces, exclusions from income for reimbursement of moving expenses has been repealed (for 2018 – 2025).

Employee achievement awards (for safety or length of service) are no longer excludable from an employees income.  Section 132(a) excludes working condition fringe benefits for an employee if the employee could deduct the expenses as an unreimbursed employee expense.  With the repeal of these expenses, it is unclear whether this exclusion still is available.
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Net operating loss provisions

• No longer allowed to carryback NOLs

• Carried forward indefinitely

• 80% of taxable income may be reduced by NOL

Presenter
Presentation Notes
For 2018 and forward, except in certain situations (specific farming losses for one), the 2 year carryback has been repealed.  

The NOL carryforward period is indefinite, but only 80% of taxable income can be reduced by the NOL.  This is another provision that may affect the calculation of the tax provision for deferred tax assets generated by NOLs.
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Other changes to note

• New limits on executive compensation 
deduction

• Changes for Sec. 1031 exchanges

• Changes to carried interest rule

• Expenses for employer operating eating 
facilities is now 50% (rather than fully 
deductible)

• Lobbying costs no longer deductible

• New credit for paid family and medical leave

Presenter
Presentation Notes
A few more changes to note:
The $1M limit on executive compensation has been changed to expand the definition of publicly traded corporation and the also to include ALL compensation (performance based compensation is not excluded as it was previously)

The change related to 1031 exchanges removes ability to trade personal property, so it is limited to real property.

A new rule imposes a 3 year holding period for a partner receiving a profits interest in exchange for investor services (otherwise known as carried interest) to receive LTCG treatment.  The portion attributable to less than 3 years is treated as ST gains subject to ordinary income rates.  There was no change in the allocation/treatment of carried interest as has been discussed.

For on-site eating facilities, rather than a 100% deduction, companies are allowed a 50% deduction.  After 12/31/25, these expenses will be no longer deductible.

Where certain lobbying expenses were allowed, the new law makes all lobbying costs nondeductible.

This new credit (Sec. 38) is calculated at 12.5% of wages paid plus .25% (up to 25%) for each percentage point in excess of 50% of the employees salary for which the employer provides coverage.  The maximum amount of family/medical leave that can be taken account is 12 weeks.  There are rules in place to determine who is an eligible employer for the credit.  This is in effect for 2018 and 2019. 
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Planning for 2018 and forward

• Guidance needed on Sec. 199A (pass-through deduction)
– Definitions: qualified business income; qualified 

trade/business; small business

• Effect of corporate rate reduction to 21% on choice of entity

• Debt structure due to interest limitations

• Entertainment expenses

• Changes to fringe benefits and effect on employees

Presenter
Presentation Notes
Due to the many changes across the board that this new law contains, many planning strategies will need to be evaluated and examined to make sure they still make sense.   

More guidance is needed on the application of Sec. 199A and what it will mean for reporting for businesses tax returns.

With the reduction of the corporate tax rate to 21%, this may cause a need for an evaluation of choice of entity for current and future business plans.  

For those businesses subject to the interest limitations, there will be additional planning needed related to debt financing decisions.  

With changes to fringe benefit exclusions and deductions,  businesses may make different decisions about company parties and benefits offered to employees. 
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International changes

• Move to a quasi-territorial system 
with a 100% dividends received 
deduction

• One-time tax on previously 
unrepatriated earnings

• Other significant changes for 
international tax law

Presenter
Presentation Notes
There are many complicated changes related to international tax.  

Just a broad overview - There is a new (Sec. 245A) establishment of a participation exemption system for taxation of foreign income as well as a corresponding deduction for foreign source portion of dividends received by domestic corporation that is a US shareholder of a 10% owned foreign corporation.  These rules are very complex and much more guidance is needed for affected businesses.

Another new provision provides for US shareholder to include in income its pro rata share of the post 1986 deferred foreign income (Notice 2018-07 for guidance on this transition tax).  The tax rates are 15.5% for cash/equivalents and 8% for remainder of E&P.  This can be paid in a 8 year installment period election (escalating installments of 8% in years 1 -5; 15% in year 6; 20% year 7; 25 in year 8).

As noted, many more changes were made with the new law that affects businesses with an international presence.
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Planning opportunities

Complexity = 
possible 
savings 
opportunities

Consider 
evaluating tax 
structure

A CPA can 
provide financial 
planning services

Presenter
Presentation Notes
So many decisions a business makes have tax consequences – choice of entity, debt financing, changes to employee benefits, lease or buy equipment decisions, even planning a company party.  Today, we touched on the major topics at a very high level, but with the complexity of the new tax law  it is a good idea to review how the tax laws affect your business. That is where we can help. It is what we do year-round.  

We can answer quick questions or provide an in-depth tax projection/analysis to help you anticipate how these new tax laws will affect your returns. So, don’t hesitate to reach out to us after today’s presentation if you’d like to discuss something in more detail.

And with that, we’ll move on to Q&A and take any questions you have. (Note to Presenter: After this last statement, move forward to the next slide and open up the floor for participant questions). 
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Questions



Thank youThank you
© 2017 Association of International Certified Professional Accountants. All rights reserved.

Presenter
Presentation Notes
Thank you! It was a pleasure being with you today, and I welcome you to contact me with questions anytime! We would love the opportunity to talk with you about how we can be of service.
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