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When the Tax Cuts and Jobs Act (TCJA) was 
signed into law in late 2017, it set in motion 
the most dramatic overhaul of the federal 
income tax system since the 1980s.

The new law generated many headlines about 
reduced taxes for businesses. But it also  
will bring some significant changes to the  
amounts individual taxpayers end up owing the  
IRS, starting this year and generally running 
through 2025. The sweeping legislation affects 
everything from income tax rates, deductions and 
credits to the alternative minimum tax (AMT) and 
the estate tax.

YOUR TAX BRACKET AND RATE
Like the previous tax system, the TCJA employs 
seven income tax brackets. But it adjusts the 
respective tax rates from 10%, 15%, 25%, 28%, 
33%, 35% and 39.6% in 2017 to 10%, 12%, 22%, 
24%, 32%, 35% and 37% for 2018–2025. After 
that, the rates will revert to the 2017 levels unless 
Congress acts to extend the lower rates.  

The threshold incomes for the seven brackets  
also have been adjusted. For example, for 2018 
the 37% rate will apply when taxable income 
exceeds $500,000 for single filers and $600,000 for 
joint filers. For 2017, the highest rate kicked in at 
$418,400 and $470,700. The new thresholds will  
be indexed for inflation through 2025. 

YOUR DEDUCTIONS — STANDARD 
AND OTHERWISE
First, the standard deduction: The TCJA almost 
doubles it compared to 2017, to $12,000 for single 
filers and $24,000 for joint filers, through 2025. 
These deductions will be adjusted for inflation 
beginning in 2019.

The raised standard deduction is intended to 
reduce the number of taxpayers who itemize  
their deductions. To that end, the TCJA also  
substantially restricts some of the most popular 
itemized deductions. 

For example, the deduction for state and local 
taxes is limited to $10,000 for the total of state 
and local property taxes and income or sales taxes, 
through 2025. The mortgage interest deduction is 
also cut back. Taxpayers can deduct interest only 
on mortgage debt of $750,000 ($1 million for mort-
gage debt incurred before December 15, 2017). 

Some other itemized deductions also will  
be curtailed for 2018–2025. For example,  
miscellaneous itemized deductions subject to  
the 2% floor, such as investment expenses and 
unreimbursed employee business expenses, have 
been suspended. And the deduction for personal 
casualty and theft losses survived the new law, but 
is allowed only for casualty losses attributable to a 
federally declared disaster. 
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There are also changes to “above-the-line” deduc-
tions. For instance, for divorces finalized after 2018, 
alimony payments won’t be deductible for the pay-
ing spouse — though, on the plus side, they won’t 
be taxable for the receiving spouse. 

YOUR FAMILY-BASED BREAKS
The TCJA expands the availability of various family 
tax credits to help mitigate the loss of the personal 
exemption. For 2017, taxpayers could claim a per-
sonal exemption of $4,050 each for themselves, 
their spouses and dependents, but the TCJA 
repeals the exemption for 2018–2025.

During that period, it boosts the child credit to 
$2,000 per child under age 17. And it extends 
the credit to more families by lifting the phaseout 
thresholds to $400,000 in adjusted gross income 
for married couples and $200,000 for other filers.  

For 2018–2025, the TCJA also establishes a  
temporary $500 nonrefundable credit for  
qualifying dependents other than children,  
such as a dependent child age 17 or older. 

OTHER TAX LIABILITIES
Despite efforts by the House of Representatives to 
repeal both, the AMT and the estate tax live on. 
However, the TCJA narrows the number of taxpay-
ers who will run into them for 2018–2025.

For 2018, it increases the AMT’s exemption 
amounts to $109,400 for married couples and 
$70,300 for all other taxpayers except estates  
and trusts and raises the exemption phaseout 
thresholds to $1 million for married couples and 
$500,000 for all other taxpayers except estates  
and trusts. These amounts will be adjusted for  
inflation through 2025.

The law also doubles the estate tax exemption 
through 2025, to $10 million, adjusted for infla-
tion. The inflation-adjusted exemption is currently 
expected to be approximately $11.2 million for 
2018, although, as of this writing, the number 
hasn’t been finalized. 

THE ROAD AHEAD
At almost 500 pages, the TCJA contains  
numerous far-reaching provisions that might  
affect your taxes going forward. Your CPA can  
help you navigate the law and minimize your  
tax liability. •

MANAGEMENT & TAX CONCEPTS    3

529 plans just became  
more valuable

The TCJA also expands the popular  
Section 529 plan, which many families use  
to grow their savings tax-free for their 
children’s college. Distributions from 529 
plans are tax-free when applied to qualified 
expenses, including tuition, fees, books, room 
and board, and the purchase of any computer 
technology or equipment, Internet access or 
related services.

Under the TCJA, taxpayers can use tax-
free 529 plan distributions to fund qualified 
expenses not just for higher education but 
also for elementary and secondary school 
education. But it limits plan distributions for 
K-12 expenses to $10,000 each year. The limi-
tation applies on a per-student basis, not a 
per-account basis. So a student with multiple 
accounts may nonetheless receive no more 
than $10,000 in tax-free distributions annually.

More than 30 states allow income tax deductions 
or tax credits to encourage 529 plan saving. 



The new federal tax legislation signed into 
law in late December 2017 triggers a mas-
sive overhaul of the U.S. tax regime. The 
Tax Cuts and Jobs Act (TCJA) has been 
widely heralded as business-friendly, and 
that description is no joke. If you own a 
business, you’re likely to enjoy substantial 
tax cuts, even if you don’t benefit from the 
new 21% corporate tax. Here are some of 
the most significant changes.

REDUCED TAXES FOR  
PASS-THROUGHS
Owners of businesses operating as partnerships, 
limited liability companies, S corporations and sole 
proprietorships report net income on their indi-
vidual tax returns. Until now, they’ve paid taxes on 
that income at ordinary income tax rates as high 
as 39.6%. Beginning in 2018, the TCJA cuts the 
highest individual tax rate to 37%. And it raises 
the threshold for that rate to $500,000 in taxable 
income for single filers and $600,000 for joint filers. 

More important, the law establishes a generous new 
deduction that will slash taxable income from pass-
through entities. Beginning in 2018, the qualified 
business income (QBI) deduction generally allows 
taxpayers to deduct 20% of QBI (not salary) from a 
pass-through entity. Combined with the lower top 
tax rate on ordinary income, the deduction trans-
lates to a 29.6% top rate on pass-through income.

Once taxable income exceeds $157,500 for single 
filers or $315,000 for joint filers, a “wage limit” 
begins phasing in. The wage limit phases in com-
pletely at $207,500 for single filers and $415,000 
for joint filers. At that point, taxpayers generally  
will deduct the lesser of:

• 20% of QBI, or 

•  The greater of 1) 50% of the W-2 wages paid 
by the business or 2) 25% of the wages paid 
plus 2.5% of the unadjusted basis (meaning the 
purchase price) of tangible depreciable property 
(for example, real estate). 

Notably, the QBI deduction is reduced and  
eventually eliminated for “specified service busi-
nesses” (such as law or accounting firms, con-
sultants, or any business whose principal asset is 
the reputation or skill of one or more employees) 
above a threshold amount of taxable income. 
Specifically, the deduction begins to be reduced 
when an owner’s taxable income exceeds $157,500 
for single filers and $315,000 for joint filers. And it’s 
eliminated when taxable income exceeds $207,500 
and $415,000, respectively.

Be aware that the reduced tax rates and QBI 
deduction will expire after 2025 without congres-
sional action. 

ACCELERATED DEPRECIATION  
DEDUCTIONS
The TCJA extends and modifies bonus depreciation 
for qualifying property (for example, office furni-
ture, software and qualified improvement property). 
For qualified property placed in service between 
September 28, 2017, and December 31, 2022 (or 
by December 31, 2023, for certain property with 
longer production periods), businesses generally can 
expense 100% of the cost of such property (both 
new and used) in the year the property is placed in 
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service. Beginning in 2023, the amount of the allow-
able deduction will drop, shrinking 20 percentage 
points each year for four years and disappearing in 
2027, absent congressional action. 

The TCJA also expands the immediate expensing 
of equipment under Section 179 — permanently. 
For 2018, it increases the maximum deduction for 
qualifying property to $1 million (from $510,000) 
and raises the phaseout threshold to $2.5 million 
(from $2.03 million). The definition of qualified real 
property now includes several improvements to 
nonresidential real property (for example, roofs; 
heating, ventilation and air conditioning; and alarm 
and security systems).

LIMITED INTEREST  
EXPENSE DEDUCTION 
The TCJA isn’t all good news, though. Many  
businesses will be disappointed to learn that it 
might increase their cost of borrowing by limiting 
the amount of interest expense they can deduct 
beginning in 2018.

The law generally restricts the deduction to 30% 
of adjusted taxable income, although it allows an 
indefinite carryforward for unused interest expense 
(with special rules for partnerships). Companies 
whose average annual gross receipts don’t exceed 
$25 million are exempt. Real estate businesses can 
elect out of the limit, but with some negative con-
sequences in regard to their depreciation deduc-
tions. There are also exceptions for certain other 
types of businesses. 

AND MUCH, MUCH MORE
The provisions discussed above only skim the  
surface. The TCJA also makes changes related  
to, among other things, foreign income, net  
operating losses, like-kind exchanges, the  
domestic production activities deduction, research 
and experimentation expensing, excessive  
compensation and the deductibility of entertain-
ment expenses and employee fringe benefits.  
Your CPA can help you wade through it all to  
minimize your tax liability. •
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Your financial statement

Seek and you shall find the truth

Do you truly understand your company’s 
financial statement? If you have a good han-
dle on its three components — the balance 
sheet, income statement and statement of 
cash flows — you should be equipped to 
make wise business decisions.

BEHOLD THE BALANCE SHEET
On this report, you tally your company’s assets, 
liabilities and net worth to create a snapshot of its 
financial health. 

Net worth or owners’ equity is the extent to which 
assets exceed liabilities. Because the balance sheet 
must balance, assets must equal liabilities plus net 
worth. If the value of your liabilities exceeds the 
value of the assets, your net worth will be negative. 
There are a number of balance sheet ratios worth 
monitoring, including:

Growth in accounts receivable compared to the 
growth in sales. If receivables are growing faster 
than the rate at which sales are increasing, cus-
tomers may be taking longer to pay. They may be 



running into financial trouble, or finding quality 
issues with the products or services.

Growth in inventory vs. the growth in sales.  
When inventory levels increase at a faster rate  
than sales, the company is producing products 
faster than they’re being sold. This can tie up  
your cash. Moreover, the longer inventory  
remains unsold, the greater the likelihood it will 
become obsolete. 

Growing companies often must invest in inven-
tory and accounts receivable, so increases in these 
accounts don’t always signal problems. Typically, 
jumps in inventory or receivables should correlate 
to rising sales.

The ratio of current assets to current liabilities.  
If this ratio falls below 1, the company may  
struggle to pay bills coming due. Some business 
experts believe a current ratio of less than 2:1  
is problematic. 

ENTER THE INCOME STATEMENT
The income statement shows sales, expenses, 
and the income or profits earned after expenses 
over a given period. A commonly used term when 

discussing income statements is “gross profit,” 
or the income earned after subtracting the cost 
of goods sold from revenue. Cost of goods sold 
includes the cost of labor and materials required 
to make a product. Another important term is “net 
income,” which is the income remaining after all 
expenses (including taxes) have been paid.

Like the balance sheet, the income statement can  
reveal potential problems. It may show a decline in 
gross profits, which means production expenses are 
rising more quickly than sales. 

NEXT: THE STATEMENT  
OF CASH FLOWS
This statement shows all the cash flowing into and 
out of your company. For example, your company 
may have cash inflows from selling products or  
services, borrowing money and selling stock. 
Outflows may result from paying expenses, invest-
ing in capital equipment and repaying debt. 

Although this report may seem similar to an income 
statement, its focus is solely on cash. For instance, 
a product sale might appear on the income state-
ment, even though the customer won’t pay for it 
for another month. But the money from the sale 
won’t appear as a cash inflow until it’s collected. 
To remain in business, companies must continually 
generate cash needed to pay creditors, vendors 
and employees. So you should watch your state-
ment of cash flows closely.

REVEALING INFORMATION
Each of the reports described above can reveal 
much about your business’s financial position and 
performance. Moreover, by carefully analyzing your 
financial statement, you may be able to uncover 
potential money-management problems. •
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If you manage your finances well, you might 
have extra cash after you’ve paid your 
monthly bills. What should you do with this 
extra money?

You could spend it, of course, or invest it for the 
future. But there’s another option to consider: 
Making additional mortgage payments toward your 
principal to pay off your mortgage loan early.

Many financial experts are divided about whether 
investing extra money or paying off a mortgage 
early is the best strategy. 

FREEDOM AND FLEXIBILITY
For some people, the financial freedom and flexibil-
ity that often come with being mortgage debt–free 
is a big factor to consider. Paying off your mort-
gage early could make household budgeting easier 
in retirement, or even enable you to retire earlier 
than you’ve planned.

For other mortgage holders, the decision is more 
about risk vs. return. There is little, if any, risk in 
prepaying a mortgage, because you already know 
what your rate of return will be: the interest rate on 
your mortgage. 

For instance, if your mortgage interest rate is 4.5%, 
this would be the return earned by every dollar 
that goes toward prepayment (not factoring in the 
mortgage interest deduction if you qualify).

However, if you invest the money, you’ll assume 
some market risk. The level of risk depends on the 
assets you invest in, but there’s no such thing as a 
risk-free investment.

WHAT’S YOUR INTEREST RATE?
Your mortgage interest rate is another factor to 
consider. If your rate is relatively low, so is the 

return from prepaying your mortgage. The  
final decision for many people comes down to  
whether they believe they can earn a higher  
return investing the money than they would  
prepaying their mortgage.  

If you have a 30-year fixed-rate mortgage with a 4.5% 
interest rate, your investments would need to earn 
at least this much (without regard to a possible mort-
gage interest deduction) to justify not prepaying your 
mortgage. Since 1927, the inflation-adjusted average 
annualized return of the S&P 500, a leading U.S. stock 
market index, has been around 7%. 

Clearly there’s the potential to outperform your 
mortgage interest rate by investing your money for 
the long term. Remember, though, that the stock 
market can be volatile in the short term and offers 
no guarantees.

NO SIMPLE ANSWER
There’s no single answer to the “invest or pay 
down the mortgage?” question. Talk to your  
CPA for more guidance on making the right  
decision for you. •
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Should you pay down your mortgage  
or invest extra money?

This publication is distributed with the understanding that the author, publisher and distributor are not rendering legal, accounting or other professional 
advice or opinions on specific facts or matters, and, accordingly, assume no liability whatsoever in connection with its use. ©2018   MTCsp18




