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Tax Cuts & Jobs Act – Individuals

#

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 individuals.  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!

• Generally effective after 12/31/17

• Most changes are temporary
- Sunset after 2025

• Guidance is needed 

• Future legislation?

• State conformity to changes?

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 individual 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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The basics

• Still seven tax brackets  
– 10%, 12%, 22%, 24%, 32%, 35%, 37%

• No more dependent exemption

• Higher child tax credit ($2,000) 
– New $500 non-child dependent credit

• Increase in standard deduction 

• Individual AMT not repealed
– But exemption amounts have increased

Presenter
Presentation Notes
Here is an overall summary of the individual changes:Tax brackets:  The number of tax brackets did not change.  For all income ranges (except noted) the new tax rate is the same or lower with the new law.  Note that for MFJ taxable income between $400k and $424,950, the old rate was 33% and the new rate is 35%.The standard deductions nearly doubled in amount.  For 2018, the amounts are $12,000 for single, $18,000 for head of household, and $24,000 for married couples.  Personal exemptions are suspended.  The child tax credit was increased to $2,000 (refundable up to $1,400) and there is also a new $500 credit for dependents that do not meet the child credit requirements, but are able to meet the dependency requirements.  The credit is phased out when modified AGI exceeds $400k (MJF) or $200k (all others).  The portion of the child tax credit that exceeds regular tax liability may be refundable (same calculation as prior law, except that the refundable portion cannot exceed $1,400 per qualifying child).  The $500 credit is nonrefundable.Individual AMT was retained.  However, the exemption amount and thresholds were increased:  AMT exemptions are $109,400 MFJ, $54,700 MFS, and $70,300 for single or HOH and phasedown of exemption is much higher ($1M for MFJ rather than $164,100 for prior law); these are to be adjusted for inflation.Income levels are indexed for inflation using a “chained CPI” instead of a CPI.
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Dividend and capital gains rates unchanged

• The top tax bracket for qualified dividends
and capital gains is 20%
(23.8% if the net investment
income tax applies).

Here’s the breakdown: 0% for MFJ taxpayers 
with < $77.2k taxable 

income

15% for MFJ taxpayers 
with between $77.2k 
and $479k taxable 

income

20% for MFJ taxpayers 
with taxable income 
greater than $479k

Presenter
Presentation Notes
Capital gains rates also stay the same, with the highest income taxpayers paying 20% on capital gains while also facing the net investment income tax of 3.8% on top of that. The breakpoints of the capital gain/qualified dividends no longer follow the tax brackets for regular income tax purposes. For 2018, breakpoints are as follows: Single Taxable Income$ 0 to 38,600 maximum rate = 0%38,601 to 425,800 maximum rate = 15%425,801 and over maximum rate = 20%MFJ or QW Taxable Income$ 0 to 77,200 maximum rate = 0%77,201 to 479,000 maximum rate = 15%479,001 and over maximum rate = 20%MFS Taxable Income$ 0 to 38,600 maximum rate = 0%38,601 to 239,500 maximum rate = 15%239,501 and over maximum rate = 20%HOH Taxable Income$ 0 to 51,700 maximum rate = 0%51,701 to 452,400 maximum rate = 15%452,401 and over maximum rate = 20%Breakpoints for 25% maximum rate for unrecaptured section 1250 gain follows prior law
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Itemized deductions changes

• Repeal of the overall limitation on itemized deductions

• Medical deduction threshold is 7.5% for 2017 & 2018 
– Reverts to 10% starting in 2019

• Mortgage interest limited to $750k of debt
– Debt prior to 12/15/17 is grandfathered

• Home equity interest no longer deductible

• State and local tax deduction is limited to $10k ($5k if MFS)

• Misc. deductions subject to 2% threshold no longer deductible

Presenter
Presentation Notes
There are several changes to itemized deductions.First of all, the Pease limitation (the overall limit on high income taxpayers’ itemized deductions) has been repealed.And here is one of the changes that affects the current 2017 return- the medical deduction threshold will be 7.5% for 2017 and 2018 before it returns to 10% in 2019.The home mortgage interest deduction was modified to reduce the limit on acquisition indebtedness to $750k (from the prior $1M limit).  A taxpayer who entered into a binding contract before 12/15/17 and closes on the property before 4/1/18 is considered to have incurred the debt prior to 12/15 and is therefore subject to the $1M limit.  Also note that for refinancing, if amount is equal or less than grandfathered debt, the $1M limit is still in place. Home equity debt is not grandfathered however, and the interest is no longer deductible.  State and local tax (including income tax, real estate tax, and property tax) is now limited to $10k (5k if MFS).Also, miscellaneous itemized deductions subject to the 2% AGI threshold are no longer deductible.There was no change to investment interest expense.
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Misc. itemized deductions subject to 2% AGI

• Unreimbursed employee expenses

• Tax prep fees

• Hobby expenses

• Investment fees/expenses

• Legal fees related to producing income

• Safe deposit fee

• Gambling losses (in excess of winnings)

…are no longer deductible

Presenter
Presentation Notes
Here are some examples of miscellaneous deductions which will not longer be deductible.  Miscellaneous deductions that are not subject to the 2% AGI limitation include casualty losses (this deduction was also changed however-see future slide), gambling losses up to the amount of winnings, losses from other activities from K-1, repayments of more than $3,000 under a claim of right).
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Expired provisions (at the end of 2016)

• Exclusion of discharge of indebtedness on principal 
residence

• Deduction of mortgage insurance premiums

• Above-the-line deduction for qualified tuition and fees

• Credits for qualified energy property

Presenter
Presentation Notes
Legislation at the end of 2015 extended some items only through 2016. These are the provisions that are not in effect at this time for 2017.  Legislation is still possible to address these items retroactively for 2017, but at this time, they are not available.Exclusion of discharge of qualified principal residence indebtednessAbility to deduct mortgage insurance premiums as mortgage interest Tuition & fees deduction covers up to $4,000 of qualified expenses for tuition/fees. It’s important to note that it only applies to amounts that must be paid as a condition of enrollment.  This deduction phases out for single filers with $80k AGI and joint filers with $160k AGI.Energy credit for 10% of purchase price of nonbusiness energy property
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20% pass-through deduction

• 20% of qualified business income

• 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

– Phase-out 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 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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Affordable Care Act impact

• Penalty to maintain insurance coverage 
(individual mandate) is repealed for 2019 and 
forward 

• HOWEVER, still in effect for 2017 and 2018

• 2017 penalty: 

• Higher of 2.5% of yearly household income, or

• $695 per person ($347.50 per child under 18)

Presenter
Presentation Notes
The individual mandate to maintain insurance coverage was repealed as part of the new tax law, but that doesn’t start until 2019.  So, for 2017 and 2018, the information will still need to be gathered from individuals on their insurance coverage.  The IRS has stated that for the upcoming filing season, they will not accept electronically filed tax returns where the taxpayer does not address the health coverage requirements of the ACA (meaning did they have coverage, or have an exemption, or whether they will make a shared responsibility payment). 
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Affects on the net investment income tax (NIIT)

• No change to NIIT itself, but……

• Investment fees and state income tax (amount attributable to 
investment income) reduce investment income to lower amount 
subject to NIIT

• Since investment fees are no longer deductible and state income 
tax is limited to $10k, this will likely cause an increase in the 
amount subject to NIIT

Presenter
Presentation Notes
The net investment income tax (NIIT) went into effect on Jan. 1, 2013.The income thresholds for this tax - $200,000 for single or head of household taxpayers and $250,000 for married filing jointly taxpayers - do not adjust with inflation and no changes were made to these with the new law. If you have income above these thresholds and have certain net investment income, you will be subject to this 3.8% tax on the lesser of net investment income or the excess of income over these thresholds.Investment income subject to the tax include taxable interest/dividends from stocks and bonds, certificates of deposit and mutual funds and capital gains from the sale of these assets.If rental income is treated as passive income, then it is subject to this tax. Activities that meet the self-rental and real estate professional rules are not subject to NIIT.  Due to the changes for state tax and miscellaneous itemized deductions, the expenses to reduce the net investment income are no limited or no longer available.  So, taxpayers should be aware if they are subject to this tax, that the amount will likely increase.
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Alternative minimum tax (AMT) changes

• Alternative tax system that parallels the regular federal tax
(with different rates and rules for deductions)

• Increase in exemption amount

• Due to limit on state/local tax deduction and repeal of 
miscellaneous deductions, impact should be less

Presenter
Presentation Notes
The AMT exists to be sure everyone pays a “minimum” level of tax despite using various exclusions, deductions, and credits to reduce their regular tax. AMT exemptions are $109,400 MFJ, $54,700 MFS, and $70,300 for single or HOH and phasedown of exemption is much higher ($1M for MFJ rather than $164,100 for prior law); these are to be adjusted for inflation.Due to the increase in the exemption, increase in the phase-out amount of the exemption, and the elimination/limiting of several of the key triggers of the tax (state income tax and miscellaneous deductions), it is likely that less taxpayers will be subject to AMT.  However, since it still is in effect, careful planning will consider whether a taxpayer is the tax.
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Changes to retirement 
planning

• Ability to recharacterize a Roth 
conversion to a traditional IRA is 
removed after 2017

• Extension of rollover period for plan 
loan offsets

Presenter
Presentation Notes
Effective for 2018, the reconversion rules cannot be used to unwind a ROTH conversion.  There is debate on whether a 2017 ROTH conversion had to be recharacterized by 12/31 or must be completed by 10/15 (extended due date of return)If an employee stops making payments on a retirement plan loan, a deemed distribution generally occurs.  This deemed distribution isn’t eligible for rollover.  But in certain circumstances (terminated employment for example), the obligation to repay the loan is accelerated and if not repaid, the loan is cancelled and this creates a “loan offset”.  This is treated like an distribution from the plan and the amount is eligible for tax-free rollover to another eligible plan (within 60 days per old law).  For these plan loan offsets after 12/31/17d, the rollover period is extended to the due date of the employee’s income tax return



13

Estate and gift taxes changes

• 2018 estate tax exemption: $11.2 million

• 2018 gift tax annual exclusion: $15,000

• Estate planning is more than minimizing estate taxes.

– Updating documents
– Repurposing insurance
– Privacy
– Asset protection

Presenter
Presentation Notes
The increased exemption rate further simplifies estate taxes for federal purposes, but that doesn’t mean you don’t need to do estate planning if your wealth falls below the exemption level.  Many states have much lower thresholds and proper planning can alleviate some of the burden. If you’ve had any significant changes in your family, such as a birth, marriage, divorce or death, it’s still important to revisit your estate planning documents to make any necessary changes. 
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Education tax benefit 
changes

• Sec 529 plan distributions for private 
school tuition

• Sec 529 plan assets can transfer to 
ABLE accounts for family members

• Student loan forgiveness will not be 
taxable income to student upon 
death/total disability

Presenter
Presentation Notes
Under pre-Act law, distributions from a 529 plan could only be used for qualified higher education expenses (or the earnings portion of the withdrawal was taxed and subjection to 10% penalty unless an exception applied).  For distributions after 12/31/17, “qualified higher education expenses” include tuition at an elementary or secondary public, private or religious school.Unused funds in a Sec 529 plan can be transferred to the ABLE account of a family member.For discharges of indebtedness after 12/31/17 (and before 1/1/26), certain student loans that are discharged on account of death or total and permanent disability of the student are excluded from gross income (Sec. 108(f)
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Other individual changes to note

• Casualty losses: only from federally-declared disasters 

• Alimony: deduction/inclusion repealed for divorces executed after 
12/31/18

• Moving expenses deduction repealed

• Kiddie tax now at trusts/estate tax rates

Presenter
Presentation Notes
Here are some other individual changes to note:A personal casualty loss is deductible (subject to prior law limitations) only if the loss is attributable to a federally declared disaster area (by President).Alimony is no longer deductible by payor nor includible by the recipient (for divorces executed after 12/31/18).  Moving expense deduction and exclusion is repealed except for members of the Armed Forces (provision expires after 2025)Kiddie tax is now tied to the trust and estate rates (rather than the parents rates).  This provision expires after 2025
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Charitable contribution 
changes

• AGI limitation increased to 60% for 
cash contributions (from 50%)

• No 80% deduction for right to 
purchase athletic tickets

• Exception to contemporaneous written 
acknowledgement requirement is 
repealed (must be obtained now for 
any contribution of $250 or more)

Presenter
Presentation Notes
The cash contribution AGI limit has increased from 50% to 60%.  This increase is temporary and expires at the end of 2025.No charitable deduction is allowed for a payment to a higher education institution in exchange for which the payor receives the right to purchase tickets or seating at an athletic event.  This provision is permanent.Another change is that the exception to contemporaneous written acknowledgement requirement was repealed, meaning that the written acknowledgement must be obtained now for any contribution of $250 or more).  This is effective for 2017.
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State and local tax issues

• Total deduction limit of $10k ($5k if MFS)

- Combination of income/sales and state/local 
property taxes

• Exceptions

- Tax imposed at entity level

- Property taxes for residential rental 
property/business property

• Prepayment of 2018 state income taxes in 2017

• Prepayment of 2018 real estate taxes in 2017

Presenter
Presentation Notes
The new law limits the aggregate of state/local property tax not paid/accrued in carrying on a trade/business and state/local income tax to $10,000.Special rules prevent the deduction in 2017 of prepaid 2018 state and local income taxes.  This limit expires after 2025.  The IRS also issued guidance related to payment of 2018 real estate taxes stating that the tax needed to be assessed and paid in 2017 in order to be deductible.IRS guidance on real estate taxes: https://www.irs.gov/newsroom/irs-advisory-prepaid-real-property-taxes-may-be-deductible-in-2017-if-assessed-and-paid-in-2017Conference report for HR1 indicates that prepayment of 2018 state income tax is not deductible in 2017
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Planning now to avoid
underpayment penalties

• Estimated tax payments/withholding

Presenter
Presentation Notes
Withholding will be changed based on the new tables for 2018, but it is important to take a look at 2018 tax situation for clients to determine if withholding is appropriate based on other anticipated tax changes (change in itemized deductions, etc). 
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Proposed changes not included in final bill (but were in either 
House or Senate bill) include …

• Additional standard deduction for elderly 
and blind

• $250 above-the-line teacher deduction is 
not changed

• Exclusion for employer-provided 
dependent care assistance

• Exclusion for adoption assistance 
programs 

• Reduction of capital gain rates/changes 
to taxation of interest income

• Sec. 121 exclusion of gain on sale of 
principal residence 

• Required use of FIFO to determine basis 
of stock dispositions 

• Charitable driving remains at 14 
cents/mile (rather than actual)

• Consolidation and modification of 
education provisions not included (only 
change is to expand 529 plans)

• Plug-in electric vehicle credit (Sec. 30D) 

Presenter
Presentation Notes
There is some confusion as there were several versions of the bills about what was included and what was not.  Here is a list of the items that were included in some form in the House or Senate version of the bill, but not in the final bill that became law. Additional standard deduction for elderly and blind$250 above-the-line teacher deductionExclusion for employer-provided dependent care assistanceExclusion for adoption assistance programs Reduction of capital gain rates/changes to taxation of interest incomeSec. 121 exclusion of gain on sale of principal residence Required use of FIFO to determine basis of stock dispositions Charitable driving remains at 14 cents/mile (rather than actual)Consolidation and modification of education provisions not included (only change is to expand 529 plans)Plug-in electric vehicle credit (Sec. 30D) 
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Depreciation changes
• 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
There is some confusion as there were several versions of the bills about what was included and what was not.  Here is a list of the items that were included in some form in the House or Senate version of the bill, but not in the final bill that became law. Additional standard deduction for elderly and blind$250 above-the-line teacher deductionExclusion for employer-provided dependent care assistanceExclusion for adoption assistance programs Reduction of capital gain rates/changes to taxation of interest incomeSec. 121 exclusion of gain on sale of principal residence Required use of FIFO to determine basis of stock dispositions Charitable driving remains at 14 cents/mile (rather than actual)Consolidation and modification of education provisions not included (only change is to expand 529 plans)Plug-in electric vehicle credit (Sec. 30D) 
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Planning tips

Requires rethinking and planning in many areas

• Choice of entity for business ventures

• Charitable giving planning

• Estate/gift planning with temporary increased exemption

• Stock option and restricted stock exercise planning   

• Interplay of Sec. 199A with remaining rules such as NIIT, passive 
activity loss limits

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.  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.  Also, due to the overall changes in itemized deductions, charitable giving timing will likely be more important.  And as stated earlier, due to the temporary nature of the estate changes, estate plans will need to be reviewed.  With AMT changes, different decision may need to be made related to exercising incentive stock options.  Also, for individuals with pass-through income, incentives for classifying activities may be different than in the past.
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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 things we do have tax consequences that we often don’t think about until it’s too late — changing jobs, having children, planning for retirement, exercising stock options, receiving a promotion with a nice raise, opting into an employer-provided retirement plan like a 401(k), transitioning parents into long-term care — and many more. Today, we touched on the major topics at a very high level, but with new complex tax laws and changes to your particular situation, it is always a good idea to review how the tax laws affect you. 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 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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