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TAX CUT AND JOBS ACT OVERVIEW

• On December 22, President Trump signed into law the “Tax Cuts and Jobs 

Act” (P.L. 115-97), a sweeping tax reform law that will entirely change the 

tax landscape.  The legislation reflects the largest major tax reform in 

over three decades

2
PERELSON WEINER



TAX CUT AND JOBS ACT OVERVIEW

• The “Tax Cuts and Jobs Act” has largely taken shape at a breakneck speed over a two-

month period, with the House passing its version of the bill on November 16 and the 

Senate passing its version on December 2.  The two versions were then reconciled into 

a single piece of legislation which, due to a procedural complication, underwent a 

number of small revisions prior to final passage by the senate and house.  

• Among the few last-minute revisions to the bill was a new title: “an act to provide for 

reconciliation pursuant to titles II and V of the concurrent resolution on the budget for 

fiscal year 2018”.  This article refers to the law but its commonly used name: “Tax Cuts 

and Jobs Act” (or simply, the “ACT”)
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TAX CUT AND JOBS ACT OVERVIEW

• This comprehensive tax overhaul dramatically changes the rules governing 

the taxation of individual tax payers for tax years beginning before 2026, 

providing new income tax rates and brackets, increasing the standard 

deduction, suspending personal deductions, increasing the child tax credit, 

limiting the state and local tax deduction, and temporarily reducing the 

medical expense threshold, among many other changes.  The legislation also 

provides a new deduction for non-corporate tax payers with qualified 

business income from pass-throughs
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TAX CUT AND JOBS ACT OVERVIEW

• For business, the legislation permanently reduces the corporate tax rate to 

21%, repeals the corporate alternative minimum tax, imposes new limits on 

business interest deductions, and makes a number of changes involving 

expensing and depreciation.  The legislation also makes significant changes to 

the tax treatment of foreign income and taxpayers, including the exemption 

from U.S. tax for certain foreign income and the deemed repatriation of off-

shore income

5
PERELSON WEINER



TAX CUT AND JOBS ACT OVERVIEW

INDIVIDUALS

The maximum tax rate is reduced from the nominal rate of 39.6% plus the 

elimination of the Pease effect of the reduction of itemized deductions by 

3% which increases the effective tax rate to 40.8%. The new rate is 37%. A 

reduction of 3.8%

Up to a 20% reduction of taxable income from pass through income to the 

make the rate an effective 29.6%, subject to certain restrictions
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TAX CUT AND JOBS ACT

INDIVIDUALS

Top rates now begin at $500,000 single, $600,000 joint; all inflation 

adjustable

Standard deduction is revised to be $12,000 single, $18,000 head of 

household, $24,000 joint; all inflation adjustable

Cash contribution deduction limitation is now increased from 50% to 60%. 

Contributions exceeding the 60% may be carried forward for up to 5 years. 

As previously all contributions over $250 must have donor substantiation
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TAX CUT AND JOBS ACT

ESTATES AND TRUSTS

The base estate and gift tax exemption is doubled from $5,000,000 to 

$10,000,000 and indexed by inflation and is expected to be $11.2 million 

in 2018 [$22.4 million per married couple]

Maximum income rate applicable to trusts begins at $12,500 and is then 

37% over that
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TAX CUT AND JOBS ACT 

KIDDIE TAX

Earned income is taxed at the individual income tax rate while unearned 

income is taxed at the estate and trust rate

529 Funds may now also be utilized for elementary or secondary public, 

private, or religious school, up to a $10,000 limit per tax year
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TAX CUT AND JOBS ACT

CORPORATIONS

Flat tax rate of 21%

Corporate alternative minimum tax is repealed
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TAX CUT AND JOBS ACT

ALL TAXPAYERS

Allowable section 179 bonus depreciation for qualified property is 

increased from $500,000 to $1,000,000 subject to phase out beginning at 

$2,500,000 for taxpayers where the cost of qualifying property exceeds 

$2,500,000 in the taxable year

100% expensing of qualifying business assets placed in service after 

September 27, 2017 and before January 1, 2023, it was previously 50%.  

After 2023 it is phased out
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TAX CUT AND JOBS ACT

ALL TAXPAYERS

New farming equipment and machinery is now 5 year property for 

depreciation. Grain bins, cotton ginning equipment, fencing and other land 

improvements do not qualify

Depreciation cost recovery for most real property has been 39 years for 

nonresidential real property and 27.5 years for residential real property.   

Alternate Depreciation System “ADS” recovery period for residential rental 

property placed in service after December 31, 2017 is now shortened from 

40 years to 30 years
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TAX CUT AND JOBS ACT

ALL BUSINESSES

Employer tax credit for employer paid family and medical leave of 12.5% 

of wages paid, if wages are 50% of wages normally paid to employee. The 

credit is increased by .25 percentage points [ but not above 25%] for each 

percentage point by which the rate of payment exceeds 50%

Cash method of accounting may now be used by all businesses [other than 

tax shelters] with annual average gross receipts that do not exceed 

$25,000,000 [indexed for inflation for tax years beginning after December 

31, 2018] for the three prior tax years
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TAX CUT AND JOBS ACT

ALL BUSINESSES

Cash method taxpayers need not account for inventories by using an 

accounting method that either treats inventories as non-incidental 

materials and supplies or conforms to the taxpayer’s financial accounting 

treatment of inventories. Adaptation of this method results in a change in 

accounting method.

Producers and resellers that meet the $25,000,000 gross receipts test no 

longer need capitalize certain direct and indirect costs to be included in 

inventories
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TAX CUT AND JOBS ACT

ALL BUSINESSES

Pass through income from sole proprietorship, partnerships, limited 

liability companies [LLC’s] and S Corporations that generate “Qualified 

Business Income” [QBI] will be eligible for a 20% deduction allowance

QBI is income, gain, deduction and loss in conjunction with a U.S. 

business. It does not include certain investment items, reasonable 

compensation paid to the taxpayer or guaranteed payments for services. It 

does not affect adjusted gross income but taxable income
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TAX CUT AND JOBS ACT
ALL BUSINESSES

The 20% deduction allowance limited to the higher of 50% of wages paid to 

employees or 25% of employee wages plus 2 and ½% of the cost of qualified 

property.  Both limitations only apply for those with taxable income that exceeds 

$157,500/$315,000

Qualified property is depreciable tangible property [including real estate] owned by 

a qualified business at year end and used by the business at any point during the 

tax year for the production of qualified business income.  The limitation only 

applies for those whose taxable income exceeds $157,500/ $315,000
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TAX CUT AND JOBS ACT
ALL BUSINESSES

QBI does not apply to specified service businesses, excluding engineering 

and architecture

QBI does not apply to performance of services in the fields of health, law, 

accounting, actuarial science, performing arts, consulting, athletics

QBI does not apply to any trade or business where the principal asset of 

such trade or business is the reputation or skill of one or more of its 

employee

QBI does not apply to investment type services such as brokerage and 

investment advisory services 
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TAX CUT AND JOBS ACT

INDIVIDUALS

Deduction for state and local income, property and sales taxes limited to 

$10,000

Mortgage interest deduction on new mortgages limited to interest on 

$750,000 for mortgages on properties entered into a contract after 

December 15, 2017

No deduction for home equity loan interest

No deduction for home office, investment expenses and certain 

professional fees
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TAX CUT AND JOBS ACT

INDIVIDUALS

No casualty losses except in federal disaster areas

No deduction for payer or taxability to recipient for alimony as a result of 

divorce agreements entered into after December 31, 2018

Alternative Minimum Tax lives on but much less likely to have 

subjectivity due to denial of state and local taxes and other items.
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TAX CUT AND JOBS ACT

INDIVIDUALS

No moving expense deduction

No re-characterization of Roth IRA conversions

Net aggregated business losses for any given year are limited to $500,000 

for married individuals filing jointly and $250,000 for others
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TAX CUT AND JOBS ACT

INDIVIDUALS

Net operating losses can only be carried forward [except certain farming 

losses] and limited to 80% of taxable income

New three year holding period required for “carried interest”
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TAX CUT AND JOBS ACT

CORPORATIONS

Dividend exclusion reduced from 80% to 65% if 20% or more owned of 

payer and from 70% to 50% if not more than 20% of payer is owned

$1,000,000 limitation on deductibility employee compensation of 

covered employees of public companies. Covered employee now also 

includes the principal executive officer, the principal financial officer and 

the three other highest paid officers
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TAX CUT AND JOBS ACT

ALL TAXPAYERS

1031 tax free exchanges will only apply to real estate

NOLs can only be carried forward [except certain farming losses] and 

limited to 80% of taxable income

Domestic Production Activities Deduction "DPAD" of eliminated for flow 

through in 2018 and C corps thereafter
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TAX CUT AND JOBS ACT

NEW EXCISE TAX

21% corporate tax rate on executive compensation of tax exempt 

organizations in excess of $1,000,000

1.4% on net investment income for certain private colleges and 

universities with assets in excess of $500,000 per student
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TAX CUT AND JOBS ACT

ALL BUSINESSES

Limitation on interest deduction to 30% of adjusted taxable income, 

which is determined after adding back depreciation, depletion and 

amortization.  Businesses with gross receipts under $25mm are exempt

No deduction for business related entertainment expenses; reduction to 

50% for employee meals provided on premises by employer until 2025 

then no deduction
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TAX CUT AND JOBS ACT

ALL BUSINESSES

No deduction for employer cost of commuting transportation unless 

necessary for employee safety

No deduction for business related entertainment expenses; reduction to 

50% for employee meals provided on premises by employer until 2025 

then no deduction
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TAX CUT AND JOBS ACT
OPPORTUNITIES

• BUSINESS and/or INDIVIDUAL

• Consider converting C Corporations to S Corporation or other flow 

through entities to avoid double taxation if sale is to be considered

• Consider converting C Corporation to S Corporation for year where major 

capital expenditure is anticipated so as to gain benefit of flow through 

rate of 29.6% to 37% versus corporate rate of 21% and then consider 

reverting to a C Corporation

• If non QBI segregate out QBI activities and lease those assets to non QBI

27
PERELSON WEINER



TAX CUT AND JOBS ACT
OPPORTUNITIES

• BUSINESS and/or INDIVIDUAL

• Consider qualified benefit plans with Roth conversion objectives

• Should spouse file separately to avoid service business limitation for 

low earner spouse?

• Enhance utilization of interest and or net operating loss carryforwards 

by reducing owner’s compensation

• Consider the use of trusts to reduce or eliminate state and local taxes
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TAX CUT AND JOBS ACT
OPPORTUNITIES
• BUSINESS and/or INDIVIDUAL

• Be conscious of the interest tracing rules when resolving mortgages and 

home equity loan issues

• Use 529 plans to accumulate funds for heirs and pay education costs 

personally

• Consider MLPs and REITs preferred investment status as flow through entities 

with a 20% reduction of taxable income
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TAX CUT AND JOBS ACT
OPPORTUNITIES

• BUSINESS and/or INDIVIDUAL

• Be aware if you have acquired original issue stock that it may be available 
for exclusion in whole or in part from taxability on sale, depending on 
year of purchase

• We accelerate wealth transfer and utilize valuation discounts, grantor 
annuity trusts and sales to defective income trusts wherever appropriate

• Review application of tangible personnel property depreciation  rules 
which shorten depreciable lives and permit expensing of previous 
capitalized cost

• And lots more
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Tax Effect

Assumed effective state and local income  tax rate 12.696%

Entries are required in yellow fields

Projected Federal Tax Change:

Federal AGI 5,400,000$        

Resident State Taxable Income per state tax return: 5,838,950$        

Status (Married or Single) Married

Effect of federal rate and bracket changes (120,290)$          

Tax prep, unreimbursed business expenses, 

investment management fees and other miscellaneous 

itemized (miscellaneous itemized deductions to be 

included only if in excess of 2% of AGI) -$                -$                    

Real estate taxes 26,000$          

   Disallowed real estate taxes at current rate 16,000$          5,920$                

Disallowed resident state income taxes (actual tax not 

Schedule A deduction) 683,322$       252,829$           

Disallowed nonresident state income taxes in excess of 

amount creditable on resident state return

Effect of reversal of Pease limitation at current rate 

(already disallowed deduction for state income taxes 

and real estate taxes) (152,661)$          (56,485)$            

Portion of AGI subject to NIIT: Approximate loss of NIIT benefit from state taxes: 

400,000$                                                             % of AGI comprised of income subject to NIIT 7.4% 1,923$                

Portion of new $24,000/$12,000 standard deduction 

replacing loss state income taxes and real estate tax 

deduction, if any (only if mortgage interest, charitable 

contributions, and other itemized deductions apart 

from taxes are less than $14,000 or $12,000) - enter as a 

negative number since additional deduction (cannot 

exceed $14,000/$2,000) (14,000)$        (5,180)$              

Portion of business income component of AGI to be 

taxed at 80% of normal rate) - enter as a negative 

number -$                    

Reversal of nonrecurring AMT resulting from income 

and property taxes - enter a  negative number

Net federal tax increase (decrease) 78,718$              

Percentage Increase on the ACT:

Federal tax based on 2017 tax law 1,840,790$        4.28%

Federal adjustable taxable income 5,400,000$        1.46%

Approximate Tax Effect of Tax Cuts & Jobs Act

This analysis assumes the revised standard deduction would be soaked up by existing mortgage interest and charitable donations such that there is no incremental benefit or cost 

resulting from the increased standard deduction, unless an amount is specifically entered for the incremental benefit of the increased standard deduction above. It also ignores 

exemption and child credit changes applicable at lower income thresholds.  Dividends and long-term capital gains are not addressed since there is essentially no change to their 

taxation, however acceleration of capital gains for those not in AMT may result in state tax benefit that will be lost if that gain is recognized after 2018.The formulas for the tax 

effect of lost deductions and incremental tax benefits resulting from the Act assume top marginal rates. The applicable rates would need to be adjusted for those not subject to 

top rates.
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PERELSON WEINER LLP: OUR PHILOSOPHY

• PERELSON WEINER IS A SERVICE DRIVEN, TECHNICALLY KNOWLEDGEABLE BOUTIQUE FIRM DEDICATED TO HELPING HIGH-NET 
WORTH INDIVIDUALS, THEIR FAMILIES AND THEIR BUSINESSES, BOTH DOMESTIC AND FOREIGN  

• OUR TEAM OF SEASONED AND HIGHLY INTELLIGENT PROFESSIONALS IS A VALUED RESOURCE FROM WHICH WE DRAW TO 
ASSIST OUR CLIENTS MAKE MORE MONEY AND KEEP IT

• AS CERTIFIED PUBLIC ACCOUNTANTS WE ASSIST CLIENTS  IN MEETING THEIR COMPLIANCE NEEDS FOR TIMELY FINANCIAL 
STATEMENTS AND TAX RETURNS, PRESENTED ACCURATELY AND COST EFFECTIVELY.  WE LOOK BEYOND THE NUMBERS, 
CONSIDER ALL ASPECTS OF THE CLIENTS’ BUSINESS AND PERSONAL LONG AND SHORT TERM GOALS.  THIS INTEGRATED 
BUSINESS APPROACH ADDS CONSIDERABLE VALUE ENABLING US TO CREATE SOLUTIONS AND IDENTIFY OPPORTUNITIES TO 
INCREASE BUSINESS PROFITABILITY AND TAX SAVINGS.

• WE ASSIST CLIENTS AND OTHER PROFESSIONALS IN PROJECTS AND PROCESSES THAT REQUIRE UNIQUE FINANCIAL  
KNOWLEDGE AND EXPERTISE, SUCH AS LITIGATION SUPPORT AND VALUATIONS

• IF YOU ARE AN ENTREPRENEUR, WE CAN HELP OPTIMIZE PROFITABILITY AND GROWTH.  IF YOU ARE A NOT-FOR-PROFIT 
ORGANIZATION OR A FOUNDATION, WE CAN ASSIST YOU IN CARRYING OUT YOUR MISSION.

• CLIENT RELATIONSHIPS ARE BASED ON INTEGRITY, PROFESSIONALISM AND CONFIDENTIALITY.  WE ARE COMMITTED TO 
CREATING AND SUSTAINING AN ENVIRONMENT WHERE EXCELLENCE AND INNOVATION ARE THE STANDARD, AND WHERE THE 
QUALITY OF THINKING TRANSLATES INTO VALUE FOR OUR CLIENTS
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