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Disclaimers

All information contained herein is based on interpretation of the new ta» law and should net be construed as legal,
accounting orta» advice Slenn Burdette is not providing an official opinion on the facts within Tax low is subject to
continual change, sometimes on a retroactive basis The facts presented are what is known as ofthe date of this
presentation; should thosefacts subseouently change, the information contained herein may no longer be
applicable Please consult with your tax advisor to obtain spectfic advice relevant to your needs and situation
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> Agenda

1. Overview

2. Individuals

3. Businesses and Fiow-through Entities

4. Questions
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> Individuals

Dear IRS.
I om atrlting
to you to eoneol
my subscription.

Pices* remove my
name from your
moiling list.
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> Many Changes!

Generally effective after 12/31/17

Most changes are temporary

• Sunset after 2025

Guidance Is needed

Future legislation?

CA does not conform

CREATIVE. INNOVATIVE. FORV/AROTHINKING.
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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 orderto 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.



> The Basics

Stili seven tax brackets

• 10%, 12%, 22%, 24%, 32%. 35%, 37%

Tax Bracket Single ! MFJ Hof H

10% $0 - 9,525 $0 • 19,050 $0 -13,600

12% 9,526 - 38,700 $19,051 -77,400 $13,601 -51,800

22% 38,701-82,500 77,401 -165,000 51,801-82,500

24% 82,501 -157,500 165,001-315,000 82,501 -157,500

32% 157,501 -200,000 315,501 -400,000 157,501 -200,000

35% 200.001-500,000 400,001 -600,000 200,001 -500,000

37% Over $500,000 Over $600,000 Over $500,000

CREATIVE. INNOVATIVE. FORWARD THINKING.
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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%.

•  Big jump are in the 24% bracket, which now goes to $315,000 for MFJ (was $233,350
at the 28% rate), and also the 35% bracket goes from $470,700 up to $600,000 (MFJ)
and from $418,000 for Single and HOH to $500,000



>The Basics (cont.)

• No more dependent exemptions

• Higher child tax credit ($2,000)

• New $500 non-child dependent credit

• Increase in standard deduction

• $12,000-Single, $24,000-Married Filing Jointly, $18,000 Head of Household

•  Individual AMT not repealed

• fiuf exemption amounts have increased

• Dividend and Capital Gains Rates Unchanged

CREATIVE. INNOVATIVE. FORWARD THINKING.
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Here is an overall summary of the Individual changes:
• 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. Many other tax Items tied to exemptions so

they just suspended them and set them to zero.
• 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.



> 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 isgrandfathered

Home equity interest no longer deductible

State and local tax deduction Is limited to $10k ($Sk if MFS)

Misc. deductions subject to 2% threshold no longer
deductible, including:

• Unreimbursed employee expenses, Tax prep fees. Hobby
expenses, Investment fees/expenses. Legal fees related to
producing income, safe deposit fee

CKEATIVE. INNOVATIVE. FORWARD THINKING.
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• 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 SlOk (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.
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).

Unreimbursed employee expenses include:
• Dues to professional societies

•  Educator expenses
•  Home office

•  Job search expense
•  Legal fees related to taxpayer's job
•  License and regulatory fees
• Malpractice insurance premiums
•  Subscriptions to professional journals and trade magazines related to taxpayer's work
• Tools and supplies used in taxpayer's work
• Travel, transportation, meals, entertainment, gifts related to work
• Union Dues and expenses

• Work clothes and uniforms

• Work related education



> state and Local Tax Issues

Total deduction limit of SlOk (S5k 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

CALIFORNA

CREATIVE. INNOVATIVE. FORWARD THINKING.
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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/lrs-advisory-

prepaid-real-property-taxes-may-be-deductible-in-2017-if-assessed-and-paid-in-
2017

Conference report for HRl indicates that prepayment of 2018 state income tax is not
deductible in 2017

10



> 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

Charitable Contributions:

• AGI limitation increased to 60% for cash contributions

(from 50%)

• No 80% deduction for right to purchase athletic tickets

• Written acknowledgement must be obtained now for any

contribution of $250 or more

Alternative tax system that parallels the regular federal tax

• Increase in exemption amount

• Due to limit on state/local tax deduction and repeal of

miscellaneous deductions, impact should be less

CREATIVE. INNOVATIVE. FORWARD THINKING.
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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

• 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

11



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.

• The AMT exists to be sure everyone pays a "minimum" levei 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 singie 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.

•  2017 AMT exemptions were $84,500 MFJ, $42,250 MFS, $54,300 for single or HOH.
•  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 stiil is in effect, careful planning will consider
whether a taxpayer is the tax.

11



> Other Individual Changes to Note

Net Operating Losses carrybacks have been mostly eliminated

• Exception being farming losses - 2-vear carryback

• NOL carryforwards can now be carried forward indefinitely

• However, deduction limited to 80% of taxable Income

Limitation on excess business losses of non-corporate taxpayers

• Not allowed to deduct "excess business losses"

• All trade or business deductions In excess of the sum of:

• All business gross income or gain+ $250,000 ($500,000 on
joint returns)

• Any excess business loss = NOL carryover to following tax year.

CREATlVr INNOVATIVE. FORWARD THINKING.
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Here are some other individual changes to note:

• NOL carrybacks are gone except for farming losses
• NOL carryforwards - indefinite

•  However, deduction limited to lesser of:

• Aggregate of the NOL carryovers plus carrybacks, or
•  80% of the taxable income (not including the NOL deduction)

12



> Examples - Individual
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Here are some examples of how the new tax law looks for different filers 2017 vs.
2018, assuming all factors stayed the same
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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)

CREATIVE. INNOVATIVE. FORWARDTKINKINO.
GLENN BURDETTE

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).

14



> Estate and Gift Taxes Changes

• 2018 estate tax exemption: $11.2 million

• 2018gifttax annual exclusion:$15,000

• Estate planning is more than minimizing estate taxes.

• Updating documents

• Repurposing insurance

• Privacy

• Asset protection

Retirement Planning Changes:

• Ability to recharacterize a Roth conversion to a traditional

IRA is removed after 2017

•  Extension of rollover period for plan loan offsets

CIttATIVE. INNOVATIVE. FORWARD THINKING.

GLENN eURDETTE

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.

15



> 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

CREATIVE. INNOVATIVE. FORWARD THINKING.
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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)

16



> Planning Now to Avoid Underpayment Penalties

Estimated tax payments/withholding

•  New withholding tables are included In
Notice 1036, available on IRS.gov

OLENN BURDETTE

CRUTIVE. INNOVATIVE. FORWARD THINKING.

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).

17



> Proposed Changes not Included in Final Bill

• Additional standard deduction for • Sec. 121 exclusion of gain on sale of
elderly and blind principal residence

• $250 above-the-line teacher deduction • Required use of FIFO to determine basis
is not changed of stock dispositions

• Exclusion for employer-provided • Charitable driving remains at 14
dependent care assistance cents/mile (ratherthan actual)

* Exclusion for adoption assistance ♦ Consolidation and modification of
programs education provisions not included (only

• Reduction of capital gain rates/changes
change is to expand 529 plans)

to taxation of interest income • Plug-in electric vehicle credit (Sec. 30D)

i-v CREATIVE. INNOVATIVE. FORWARD THINKING.
OLEKN BUROETTE

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 deduction
•  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. SOD)

18



> Business and Flow-Through Entities

(R(AIIVE.INNOVAIIV( lOKWARDIHINKINC

GLENN BURDETTE

•  Let's pivot to the changes to tax code for business and flow-through entities.
• Guidance is still needed in many areas

•  But there are many areas you need to be aware of and plan accordingly

19



> Overview of Business Changes m

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 (Domestic Production Deduction)

Expensing of assets - increases to Sec.179 (Si 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

(REAIIVt IHNOVAIIVt FORWARDIHINKINO.

6LENN BURDSTTE

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.l99-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 - previously

mentioned

•  30% limitation on interest expense deduction for non-small businesses (over $25
million receipts); limited exceptions

• Corporate shift from worldwide to territorial system

20



> 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

(RfAIIVC. INNOVAItVE FORWARDtHINKINC
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One major change is the reduction of the corporate rate to a fiat 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

21



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%.

21



> 20% Pass-Through Deduction;.

20% of qualified business income (QBI)

Qualified business income definitions

o Qualified trade/business income

• Not a specified trade/business

o 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

(REAIIVE. INNOVAIiVE. lORWARD IHINKING.
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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.

22



> Depreciation Changes

* Additional first year/bonus depreciation-
100% for property acquired after Sill 111

* 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 (SlM and threshold
$2.5M)

* SUV limitation remains at $25,000

* Limits are indexed for inflation

* Allows residential rental property

•Improvements made to nonresidential

qualified real property under Section 179 now

includes:

• Roofs

*• HVAC
• Fire Protection and Alarm Systems

• Security Systems

CREATIVE. INNOVATIVE. FORWARD THINKING.

GLENN BUftOETTE

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 2"*^ year; $9,600 for 3'''' year; and $5,760 for 4^^ 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.

23



> Partnership Change

Repeal of technical termination provisions

• Greaterthan 50%ownershipchange(12mos.

• No longer an automatic termination

• No need to "close the books"

• No shortyear returns

• Effectlveforyearsafterl2/31/17

"fmm

(RfAIIVE INNOVATIVE fOAWARDTKmKlNO.
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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).

24



> Accounting Methods for Small Taxpayer||^

Expanded availability of cash method

Inventory tracking requirements

Sec. 263A threshold raised

Expanded avaliabllity of completed contract method

<il(AIIV(. INNOVAItVE (ORWARDIHINKINC.

GLENN 8URDETTE

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.

25



> Restrictions on Interest Deductions ''^

Deductible Interest limited to

•  Interest income for year plus

• 30%of taxable income plus

• taxpayers floor-plan financing interest

Limitation at the taxpayer level

Interest not deductible carries forward Indefinitely

Does NOT apply to taxpayers thatnieet S25M gross
receipts test

• Alio does not appty to leal estate development businesses and
farmers

(RCAIIVMNHDVAlrVe (ORWAIOTHINX1NO.
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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.

26



> 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

(R(AMV( INNOVAIIVf IDRWAftO IHIHKINC

OLENN BUROETTE

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).
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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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> 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

iREAIIVf INNOVAIIVE lORWARDIHINKIHO

GLENN BUROETTE

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 nondeductlble.

• 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
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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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> Examples - Business Owner

30% Owner

in an LLC

OLENN BURDETTE

2017 2018

1  fAngSlalui Ssa^

2  Pvitomi CacnpliaM 1 1

3 E OidifMrf IncMc 880J)e2 079.907

4  Nsl ShoiUnfi Cain m toti 0 0

S  Net tnnolxa Can n Lola 0 0

(  Ai^tfilod Cioaa Fnceee ■■ejB2 879.907

7  Nooi/ad Podocfaom 0 0

i E Standaid Dedudion (J50 12.000

9  QiiiMiad IncoMO Ooduclioii 0 150.000

10 laiaiila IncoM 073.712 717.907

II EAHII HddCmidion esoiis? 717.184

12 MraCMdToi 0 0

13 ScMtiba loUa la ] 301409 231J45

Id E AOemolfvo Ca^al Gaim la 0 0

15 Tora Incoaa AvoiaginQ la 0 0

IS loieign Cainod Inceae Ta 0 0

17 E todalm* Mvauai Ta 242461 196.990

10 E HanolundaUo Dodai 0 0

19 E Sdi{»|luiaiitil adOtta taa 45.556 45.705

20 E fafaal ViUdnddatBS tilaalod 0 0

21 Natrodadla 347J65 vijnai

22 ERoiidM Slots la 93.502 93.493

23 noudantSlateCalaolsdtW/H 0 0

20 TeUINaTaLtAdta _370^

(RMIIVE INN0VA1IVE lORWAItOIHINKINC

30% owner in LLC, ordinary income of $3IVi, LLC paid W-2 wages of $1M, adjusted
basis of LLC property is $100K

29



> Examples - Business Owner

50% Interest

In an LLC for

Commercial

Rental

GLENN BUfiOETTE

14 GAfteiMtive Ginrtt

15 r«rai IncoM Avwcgino T«s

16 fainipE«ined Incoae Tm

17 ET IsnlalTvc MnauB Ian

18 C Haneftmdable Ci«<feit

IS C Sdt Emploftnl and Ottiw la—»

20 CFadnaiWilMilnolEibMlad

21 NctFadodlai

22 G Retidesil Slate lax

23 Reiidenl Stale EeliaaledlWTH

28 lelelHet laiUMiT

2017 2018

11 FAmg Stxim 1  Soigto Sin^

2  Pcftonal E neiiplaaAi 1 1

3 G OriWuMjr tnco*o 1.500.000 1.SOO/IDO

4 G N*< Short Im Gain silMt 0 0

5 G Nd Long IMB Gain o> Lou 0 0

6  A#j>loil Gioti IncoM 1.500/100 15004100

7 G KonanMl Dadueliont 0 0

0 G Slandaid Deduclion 6.350 12/100

8 G QoaHiod Inco^o Oadurton 0 2SOjno

10 TMhtalneoM l.483JG5e 1.2304m

11 GAHIINMolEao^ion tjOO/DO 1250/100

12 HinoiOaUlox 0 0

13 SchodUtof laUala S47J04 423.750

0

416.244

0

4S.4M

0

0

0

346.178

0

4S.400

0

586,704 473.150/

174.713

0

647,SC3

174,713

0

771.417

(MAtlVt INNOVAIIVt fORWAODIHINKtNG

Owns 50% interest in a commercial rental property through an LLC.

Share of rental income of the LLC is $1,500,000
LLC pays no W-2 wages, rather it pays a management fee to an S corp that he
controls.

Management company pays W-2 wages but also breaks even, passing out no net
Income to the owner.

His share of the total unadjusted basis of the commercial rental is $10,000,000
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> Examples - Business Owner

CLENN 8URDETTE

2017 2010

1 ring Slatio doai JoM

Farmer with
2

3

PntoAd f ifjilwwii

E OiitivMr IncoM

0 0

543.444

No Wages 4

s

U  Shut'lem Can m Lati

n Net Long (ota Coin ci LaM

D

0

0

0

and an c A4u«1od Gfott Incoao S435ia S0.444

7 t: lleaired Doducboni 0 0

Interest in an •

9

It Sloadad OodgcHon

C QiMWad IncoM OoAwlian

12.700

0

24Ain

22.500

S Corp te

11

lautdolncoM

EAMII Ho) <d E>eo«ilian

S3s.ni

S43.SI8

435.544

411544

12 Minoi UoU I«> 0 0

13 SdwdUaei ly* 1m 155.435 125503

14 AAofnolna Copdol Goat* Tm D 0

IS fmm Incoaio Avoaogoig Too 0 0

It Foioign Coinod Incooa Too 0 0

17 C lonlolnrc HoMoon loo 140,423 111.410

It 13 HandioidoUe Dodii 0 0

» ^ Sol Cuiciyaoin) ond Olhct loaoi 25.510 25.050

20 E Fadoxd WoMnkhtg 11 itoootod D 0

21 NolFadoxila 1MJ4S 150367

22 E RaoMofi Siolo Too 44.472 44.405

23 Rocidoni Slolo C iliaoled A WAI 0 0

20 Ho) Tao lioUHy 775 417

(R[AIIV{.INNOVAIIV( FOfiWARDIHINKING.

Farmer's W-2 income Is $55K from his farming busiess. He has $5K of interest
income. He owns 100% of his farming business that has income of $400K. The
farming business pays no wages, but has contract labor expense of $200K.
The assets in the business are $100K

Farmer is also in an S Corporation with income of $100K and wages paid of $50K
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> Examples - Business Owner

Partner in a

Law Firm

(S Corp)

GLENN BURDETTE

2017 2018

Jen/11 ring SUlui J  Joini
2  PwtOAd laoiptiafu ? 2

3 C Ineoiae 788.940 700J69

4 CiNriShocl^emG^oilaM 0 0

5 C Net LoAo-leiik Cm w Lm« 0 0

€  GfMi IncttM 7nj40 788 J69

7 ST llMind Deductions 0 0

8 C Stondord Oedudion 12.700 24.000

9 EQuoWiodlncoaMDodiicttat) 0 0

10 resMlncoM 776.240 764 J69

11 EAMII NololCo«M>on 788.940 679.469

12 Mm Chid lu 0 0

13 SchBddooiTMToo 292.622 222J79

14 nAlosnOiveC^idolCamtla 0 0

15 Tola Iaccoso Avosogng lie 0 0

16 feioiyi Canod Incnao 1 — 0 0

17 7"TotOiliii IfiraoiMlsi 217.147 186.428

18 GNonolauUikDedOi 0 0

19 C 5f8-Co<4ci|asiot end Odia Toaes 76.988 26.737

20 n fedasi VoMuddna A Ciliadod 0 0

21 NarodadTes 279.218 249.116

22 n ftesidad 5iae loos 70.774 70.769

23 RetdMSlolaEtiataodlWM 0 0

29 TaaHalaiLuhWf M9 9M 319.801

(MAIIVt INNOVAmf FOtWARDIHINXING

Partner In a law firm, married, taxable income of $800K. His share of income of the
law firm is $700K, his share of the W-2 wages of the law firm is $100K, his share of
the unadjusted basis of the assets of the business is $20K.
He is entitled to no deduction because a law firm is a specified service business and
his taxable income exceeds $415K, meaning he is completely phased out of any
possible deduction.

32



> Examples ~ Business Owner

Wage Earner

and Interest

In an S Corp

2017 2010

1 Jom ioani

2 PoiotmI EieapUem 2 2

3 II Ofdnary Incin IWiil'XiB 278.000/

4 E Ne< Sho<t-l«B Can «■ leii 0 0

S C Net Long loio Gotfi« loot 0 0

c Ai^ioloA 6(900 inc«M 270.000 210 JUO

7 E itoavctf Ooducliem 0 0

e E Slondoid O(»duclion 12.700 24JI00
9 E QuoUnd IncoM DoducUen 0 40.000

to loiobtoincoM 249200 206.000

11 r AWII NH ol EiMgtion 212.775 120.600

12 MineiCMdTaic 0 0

13 Sdwdute o> Totdo Im 57.453 30jn9
14 C AimnMive Copdol Gaim Ta 0 0

IS fmm IncoM Avoioging lu 0 0

16 foaoignEomedIncooM loo 0 0

17 71 loMolrro Minonun Too K.82I 31.356

18 C Ncnolundotile De<Mi 0 0

19 71 So* Cmdoftnl and Olhw Tam 760 760

20 E redeiol WUhhoUng I C MMod 0 0

21 Not Fodorol loo 50.213 30.779
22 E RetidoM Stole !« 18.807 10,007
23 Rowdofd Sitfa E tteoled 6 W/H 0 0

28 lot^Nel loolMbiAy 77 020 57 506

GLENN 6URDETTE

U(AIIVt IHNOVAIIVt fORWARDIHINKING.

Taxpayer has QBI of $200K from an S corp that paid a total of $30K In W-2 wages and
that has no qualified property. Taxpayer's spouse has $50K of W-2 income and A
and B have interest income of $20K.

33



> Planning for 2018 and Forward

Guidance needed on Sec. 199A (pass-through deduction)

• Definitions: qualified business income; qualified trade/business; small business

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

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

Debt structure due to interest limitations

Entertainment expenses/fringe benefits and effect on employees

Choice of entity for business ventures

Charitable giving planning

Estate/gift planning with temporary increased exemption

Stock option and restricted stock exercise planning

CIltAIIVt INNOVAIIVE rOttWAKDlKINKIHC

GLENN BURDETTE

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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> 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 NUT,
passive activity loss limits

• Consider adding general ledger accounts to break out meals
& entertainment expenses due to new limitations

CREATIVE. INNOVATIVE. FORWARD THINKING.
GLENN BURDETTE

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

Glenn Burdette

can provide
valuable

planning
services

CREATIVE. INNOVATIVE. FORWARD THINKING.

GLENN BURDETTE

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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G
GLENN BURDETTE

THANK YOU

glennburdette.com

San Uiis OMspo

12S0 Palm Street 3220S Hi|uerBStfeet, Suite201
SanlutsObiao.CAeSiOl SanLuisODisio. CftSJiOI

I805)54i-lii3 (805)544-1557

Pbm Ftotrfn

102 5. Vine St. SuteA

Pa$oRcto:es, CA9J446

(805! 237-3995

Santa Maria

2222 5 Broabirrav. SuiteA
Santa Mana CA 93454

(805)922-4010 •>-
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