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Presenter
Presentation Notes
I am Harry Eng, Principal at Fox Valley Tax Solutions located in Saint Charles. I am a CPA and Enrolled Agent specializing in taxes, and I am also a SCORE Certified Mentor.
Tonight’s presentation is brought to you by the Glen Ellyn Public Library and SCORE with support from the Fox Valley Chapter of the National Association of Enrolled Agents, “America’s Tax Experts”




On Dec 22, 2017 the President signed into
law...

* H.R. 1 (officially titled ‘An Act to
Provide for Reconciliation Pursuant
to Titles Il and V of the Concurrent
Resolution on the Budget for Fiscal
Year 2018’)

e Politicians call it the

 We CPAs and other tax professionals
call it the



Presenter
Presentation Notes
On December 22 of last year, the president signed into law the most comprehensive piece of tax legislation since Ronald Reagan was President.

Ladies and Gentlemen, virtually every aspect of federal income taxes as we have grown to know them have changed. As we shall see in a few slides on Illinois, states have taken the opportunity to add a few twists of their own.

Officially it is called H.R. 1 and officially titled: “An Act to Provide for Reconciliation Pursuant to Titles II and V of the Concurrent Resolution on the Budget for Fiscal Year 2018”

Politicians being the word smiths that they are ca;;ed it the “Tax Cuts & Jobs Act (TCJA)”

We CPAs and other tax professionals call it the “CPA and Tax Professionals Job Security Act”


Tonight We Will Learn About how the Act
Affects........



Presenter
Presentation Notes
How many of you are here to find out things to help your personal taxes?
How many of your are interested in business topics?
How many are interested in both?

Well we will have something for each of you and during this presentation I will talk about strategies for the near term future- here is the list of what I will cover




e 7 tax brackets — lower rates
 Exemptions — G.O.N.E.

e Family Credit — a partial replacement

e Standard Deduction — approx. doubled
e Child Tax Credit — expanded

e AMT continues — higher thresholds

e Casualty Losses — must be Fed Declared
 ACA Penalty repealed by 2019

e Alimony Deduction - gone beg 2019*

* ROTH IRA Recharacterization — gone

Big Changes for
Individuals

AMOUNT OF AMT ADJUSTMENTS NECESSARY
TO TRIGGER AMT IN 2018 UNDER TCJA

nnnnnnnnnnnnnn



Presenter
Presentation Notes
Lets start with individuals:

Rates start at the same 10% point but are generally lower across the board topping out at 37% vs. 39.6
The exemptions (personal and dependent) formerly worth $4,050 each are gone!
There is a new but smaller “bone” to replace it called he Family Credit - $500 non-refundable for other qualifying dependents like older adults
Standard Deduction about doubled $112K, $18K and $24K with increase of $1300 or $1600 if you are 65 or older
The $1K CTC increased to $2K; refundable up to $1400
AMT for individuals continues but higher start points and phase out at higher levels will protect more from its reach
Casualty losses gone except for federally declared areas
Just when we have begun to get used to federal universal healthcare, the onus to have it is going away – effective with 2019 penalty goes to zero.
Alimony – beginning 2018 to deductible by the spouse making the payment and not taxable to the recipient. For you divorcees out there who were divorced prior to 2018, you are grand-fathered
ROTH IRA recharacterization a favorite investment strategy tool is gone


Changes for Individuals -
Continued

e Kiddie Tax — based on trust & estate rates, not parents

e Qualified Tuition Programs (Sec 529) — allows up to
$10,000 per-student for public, private or religious
elementary or secondary schools

e Moving Expense Deduction — gone except for military

e And for Itemized Deductions reported on Schedule A —
the question is: “Is there any part that did not change?
Answer:— NO!”



ltemized Deductions taken on
Schedule A

Overall: “Pease” phase-out is suspended through 2025

1. Medical Expense — threshold reset to 7.5% for 2017 & 2018,
then 10%

2. & 3. State and Local Taxes - capped at $10,000

4. Home Mortgage Interest Deduction:
e |imit reduced from S1 million to S750K

* Home Equity Interest deduction repealed after Dec 15,
2017

5. Charitable cash deduction limit raised to 60% of AGI; donations
to get preferential seating are non-deductible

Casualty & Theft — Limited to Federal Disaster Declaration
7. Miscellaneous Itemized Deductions — G.O.N.E.



SCHEDULE A Itemized Deductions

| iniormation sbout Schedule A s separste instructions i st ww s govlschacldes
I Attach 1o Form 1040,

Job Expenses 21 Unreimbursed employee expenses—job travel, union dues,
and Certain job education, etc. Attach Form 2106 or 2106-EZ if required.
Miscellaneous (See instructions.) &
Deductions 22 Tax preparation fees
23 Other expenses—investment, safe deposit box, etc. List type
and amount W

24 Addlines 21through23 . . .

25 Enter amount from Form 1040, line 3|

26 Multiply line 25 by 2% (0.02)

27 Subtract line 26 from ling 24, If line 26 is more than line 24, ente[""s

Other
Miscellaneous
Deductions

‘Schacile A fForm 1040} 2916

/. Miscellaneous ltemized
Deductions — G.O.N.E.

Subject to 2% AGI Threshold:

Investment Expense

Tax Preparation Fees

Unreimbursed Employee Business Expenses
Uniforms, Union Dues, Safety Dep Box Rental
IRA Trustee Fees

Repayment of Income that is $3,000 or less

Repayment of Social Security Benefits



2. State and
Local Taxes

(SALT)

® WHAT IS SALT?

» Effective 2018 total capped at $10,000; covered:
* State & Local Income Tax
» State Sales Taxes in lieu of Income
e State, Local & Foreign Income, war profits & excess profits
taxes
* Prepayment of Income taxes specifically barred

* Real Estate Taxes were not....hmmm
e Firestorm of interested taxpayers — especially in suburbs
* Deductibility Depends on Two Pronged Test:
* Paid
* Assessed
e Do you qualify?
e Will the IRS challenge you if you prepay and claim two year’s
taxes?



* Teacher Expenses $250 - indexed

e Qualifying Dividends & Long Term
Capital Gains: zero, 15% & 20%

e Child & Dependent Care Credit

e Additional 3.9% Tax on Investment
Income

Things that Remained Essentially the Same
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mpact on
Businesses,
Estates &

Trusts

Tax Rates & Number of Brackets Reduced:

e C- Corp tax rate — from 8 brackets to one flat rate of 21%; no
separate rate for Personal Service Corporations; no separate
max rate for net LTCG

e Estates & Trusts: from 5 brackets to 4; rates reduced at each
bracket
Alternative Minimum Tax (AMT) for businesses — Repealed

Net Operating Losses:
* Deductions for losses limited to 80% of taxable income
e 2 vyear carryback and special carryback provisions repealed
* May be carried forward indefinitely until used up
» Special rule for property casualty companies

Business Interest Deduction — from simple to complicated
Domestic Production Activities Deduction eliminated

Sexual Harassment & Sexual Abuse Settlements join list of non-
deductibles
Estates:

* Doubles the exemption to $11,200,000 in 2018

e Sunsets Dec 31, 2025

e Step-up in basis retained at death



 Employer Credit for Paid Family Medical Leave
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SR * Executive Compensation Deduction Limitation

e Stock Options

e Three provisions that will affect small businesses
the most:

e Section 199A — The 20% Deduction for
Qualified Business Income (Pass-Through Entity

| M pa ct on Deduction): A Special Deduction aimed at

: keeping the business playing field level once the
BL SINESSES, C Corp rate was reset to 21%
- e Depreciation Changes: Bonus Depreciation,
_states & Section 179 Expense Deduction and Luxury
Trusts, Auto Depreciation Limits
- * Business Entertainment Expense Deduction
continued P

- Repeal of the “directly related to” or
“associated with” active conduct of the
taxpayer’s trade or business provision



The Deduction for Qualified Business Income
(Pass-Through Entity Deduction)

A new law offering a deduction of up to 20% of “Qualified
Business Income”
Available to all forms of business except C- Corporations
e Sole Proprietorships, Partnerships, S-Corporations and LLCs
* Includes Aggregate Qualified REIT Dividends, and
e Publicly Traded Partnership Income
There is a phase out. Begins when Taxable income exceeds

$157,500 ($315,000 MFJ); fully phased out at $207,500
($415,000 MFJ)

Nature of your trade or business can affect how the phase out
affects you: can’t be a specified service trade or business (law,
accounting, health, performing arts, consulting, athletics,
brokerage services, etc.)

May sound simple, but this is VERY COMPLICATED — make sure
your tax pro understands this!



ST

100% bonus
depreciation

Depreciation Changes

e Bonus Depreciation increased to 100% for all property
acquired after 9/27/2017 and put into service by
12/31/2017; applies to used as well as new property

 Section 179 Expense Deduction: L —

* Maximum increased to $1,000,000; reduced when
property exceeds $2,500,000; $25,000 SUV limitation . 3 orpuatiicparne
remains. All are indexed for inflation ~ g W R uipment.

e Definition of qualifying property expanded to include
property typically used in lodging businesses and
specifically to certain real property: roofs, HVAAC, Fire
protection & alarm systems, and Security Systems

Annual Limits for §179

e Luxury Auto Limits increased and indexed for inflation

e Computer Equipment removed form “Listed Property”
definition



End of the Entertainment
Expense Deduction

e Rescinds the exception allowing 50% deduction of
entertainment... “directly related to or associated with”

the active conduct of the taxpayer’s trade of business
o Affected are traditional forms of business entertainment:
e Golf
e Skiing
e Tickets to football, baseball, basketball, etc. games
* Dinner & other forms of entertainment
 Employee Meals cut from 100% to 50%; goes to zero% in
2026
e Expenses associated with business travel remain
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“Jllinois Tax Changes

!| * Income tax rates increase effective July 1, 2017

e Individuals, trusts & estates: 3.75% -> 4.95%

e Corporations (excluding S-Corps): 5.25% ->
7.0%

I
l e New or Increased Benefits:

* Instructional Materials & Supplies Credit up to

$250 - . H
"T"'I e K-12 Education Expense Credit increases $500 I l: 0F l - .-.-'lur..'
4 ->$750 m— F-_H-ndr‘j._ﬂ

|I_I | L ) e

e Earned Income Tax Credit Increase: 2017: 10%
-> 14% of fed; 2018: -> 18%

 Benefits lost when AGI > $250,000 or $500,000 }

o} (MFJ):

- e Standard Exemption Allowance

. e K-12 Education Expense Credit
* |llinois Property Tax Credit



't’s a new ball game

Year-aend Tax Planning

e |Individuals: Old tax plans are obsolete
* More Individuals will qualify for the standard deduction

* When and how you pay your taxes, support charities, save
for your children’s education, pay off your mortgage,
structure your retirement funds

* Businesses:
e Time to rethink how your business needs to be organized

e Do you qualify for the 20% Pass-Through Deduction? This
is seriously complicated stuff — Make sure your tax pro is
up to speed

e Asset purchases — consulting with your tax accountant
before you purchase is critical

e Estate Planning: Jointly involve your attorney AND your tax
professional



Some Closing
Thoughts

No matter what you call it, HR-1, The Tax Cuts &
Jobs Act, or simply some otherwise unprintable

name, the tax legislation represents some of the
most comprehensive tax changes in 30 years:

e Some totally new law
* Lots of old law modified or eliminated
e Very few provisions left untouched

e Touted as being simpler, but vastly more
complicated

Bottom Line: The tax landscape is a whole new
world that no one fully understands — not the tax
staffs that wrote it, the Congress that passed it, the
IRS that has to implement it or the lawyers, CPAs,
EAs and other tax pros who must interpret it much
less the taxpayers who must abide by it!

Welcome to 2018




Questions
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FOR THE LIFE OF YOUR BUSINESS

Thank You
& Good
Night

Harry Eng, CPA, EA, MBA

Principal Partner, Fox Valley Tax
Solutions

Harry.Eng@foxvalleytaxsolutions.com

Phone (630) 272-4565
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