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About Us

• Together, CBIZ & MHM are a Top Ten accounting provider
• Offices in most major markets
• Tax, audit and attest and advisory services
• Over 2,900 professionals nationwide

A member of Kreston International 
A global network of independent 

accounting firms

MHM (Mayer Hoffman McCann P.C.) is an independent CPA firm that provides audit, review and attest services, and works closely with CBIZ, a business consulting, 
tax and financial services provider. CBIZ and MHM are members of Kreston International Limited, a global network of independent accounting firms.
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Before We Get Started…

• Original Broadcast - Use the control panel on 
the right side of your screen to:
• Change your audio mode
• Submit questions
• Download handouts

• Rebroadcast:
• Listen through your computer
• Email questions to 

cbizmhmwebinars@cbiz.com
• Click blue handouts icon

• If you need technical assistance:
• Call support at 877-582-7011
• Email us at cbizmhmwebinars@cbiz.com

Original Broadcast:

mailto:cbizmhmwebinars@cbiz.com
mailto:cbizmhmwebinars@cbiz.com
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CPE Credit

This webinar is eligible for CPE 
credit. To receive credit, you will 
need to answer polling 
questions throughout the 
webinar.

External participants will receive 
their CPE certificates via email 
within 15 business days of the 
webinar.
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Disclaimer

The information in this Executive Education Series 
course is a brief summary and may not include all 

the details relevant to your situation. 

Please contact your service provider to further 
discuss the impact on your business.
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Presenters

Steve has 30 years experience in serving the tax needs of clients in a 

variety of industries including retail, distribution and manufacturing, 

services, technology and communications.  In serving as lead tax 

engagement executive, Steve’s focus is identifying and executing value 

creating strategies to meet the needs of his clients in a variety of 

technical areas, such as revenue recognition, acceleration of deductions, 

research and experimentation credits, state and local tax minimization, 

M&A tax structures, international tax planning and tax implications of 

compensation programs.  

770.858.4443 • shenley@cbiz.com

Stephen C. Henley, CPA
National Tax Practice Leader

mailto:shenley@cbiz.com
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Bill Smith is a managing director in the CBIZ National Tax Office. Bill 

monitors federal tax legislation and consults nationally on a broad range 

of foreign and domestic tax services for businesses and individuals.  He is 

frequently sought after by a myriad of media outlets to comment on the 

changing tax environment and its effects on companies and individuals.  

He has authored numerous tax articles, edits the CBIZ MHM InTouch

newsletter and federal Tax Alerts, and lectures on a broad range of tax 

topics across the country.

301.961.1943 • billsmith@cbiz.comWilliam M. Smith, Esq.
Managing Director, 

CBIZ National Tax Office

Presenters

mailto:billsmith@cbiz.com
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Nathan Smith is a Director in the CBIZ National Tax Office, bringing over 

19 years of experience in public accounting to provide technical support 

and strategic solutions for the firm’s tax practice. Nathan leads the 

development of practice aids and tactical approaches used in 

responding to industry and Federal tax developments in a variety of 

subject matter areas. Nathan also consults nationally to facilitate 

delivery of client service opportunities and solutions, contributes as an 

author and editor to the firm's tax thought leadership publications and 

assists with the development and implementation of national tax 

policies and procedures. 

727.572.1400 • nate.smith@cbiz.com

Nathan Smith, CPA
Director

Presenters
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Don Reiser serves as the National Leader of the International Tax 

Practice for CBIZ.  He has more than 30 years experience providing 

international tax consulting services to public and privately-held U.S. and 

foreign-based corporations as well as foreign individuals and businesses 

investing in the United States.  Working closely with clients that span a 

variety of industries, Don addresses a broad range of domestic and 

foreign tax matters.

212.790.5724 • dreiser@cbiz.com

Don Reiser
Managing Director

mailto:dreiser@cbiz.com
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HOW WE GOT HERE
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Planning for Reform

• President Trump signed the tax bill into law on Dec. 22, 
2017, after Congress passed a temporary spending 
measure that waived the PAYGO spending cuts that would 
have otherwise been triggered by the tax bill

• The bill’s primary provisions are:
• A 40 percent cut to the corporate tax rates
• A new 20% deduction for qualifying owners of pass-through 

entities, expiring after 2025
• Full expensing of qualified assets
• Limitations on business interest deductions
• Revisions to NOL rules
• Transition to a Territorial System with a deemed repatriation 

tax and anti base erosion provisions
• Tax rate cuts, changes to standard deduction, exemptions 

and itemized deductions for individuals, expiring after 2025
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Joint Committee on Taxation Analysis
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Ongoing Complexity

• These reforms come on the heels of what has already proven 
to be a busy year in the tax world

• It is important to remember that businesses will still have to 
comply with additional changes, including:

• The new partnership audit regulations

• Changes regarding revenue recognition under the new accounting 
method rules

• IRS Initiatives regarding micro-captives and conservation easements

• Ongoing compliance with the still relatively new tangible property 
regulations
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Stay Tuned

• As we begin covering these provisions in depth, it is 
important to remember that the scope of the changes 
and the speed at which this legislation was drafted 
has already resulted in discussions regarding 
necessary technical corrections and changes

• These changes will likely occur over the coming 
months and could result in significant changes to the 
law, particularly in areas where the bill is unclear or 
complicated
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WHAT HAS NOT CHANGED?
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C Corporation and Partnership M&A Provisions

• All of the C corporation and Partnership “mechanical” 
M&A provisions involving the following have largely 
been left unchanged:
• Contributions
• Distributions
• Holding periods (except carried interests)
• Reorganization provisions
• Stock sales treated as asset sales
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OVERVIEW OF DOMESTIC BUSINESS PROVISIONS



19Questions? Email cbizmhmwebinars@cbiz.com

Business Provisions - Corporations

• New Corporate tax rate set at 21 percent
• Effective starting in 2018
• 40 percent decrease from current 35 percent rate
• Effective rate to individual shareholders receiving 

qualified dividends of 36.8 percent (without NIIT)

• Fiscal year filers with years straddling Dec. 31, 2017 are 
subject to rates applicable to portions of the year

• Also applicable to personal service corporations (PSCs)
• AMT Repealed

Profit Corp Rate Dividend LTCG rate Net Eff. Rate

$100.00 21.00% $79.00 20.00% $63.20 36.80%


Sheet1

		Profit		Corp Rate		Dividend		LTCG rate		Net		Eff. Rate



		$100.00		21.00%		$79.00		20.00%		$63.20		36.80%

		Year		Bonus Depreciation Amount

		2023		80%

		2024		60%

		2025		40%

		2026		20%

		2027		0%
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Business Provisions – Pass-Through Entities (PTEs)

• New deduction is set at 20 percent of qualifying business 
income received from a PTE (effective rate of 29.6 percent for 
individuals in maximum 37 percent bracket)

• Qualified business income (QBI):
• Business income from domestic sources (including Puerto Rico) 
• Excludes investment income (investment interest income, most 

dividends, capital gains, commodities gains, and foreign currency 
gains)

• QBI does not include any amount paid to an S corporation 
shareholder as reasonable compensation or any amount paid 
to a partner as a guaranteed payment for services to the 
partnership

• The deduction is subject to exemptions and limitations based 
upon type of business, income, wages and qualifying property
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CBIZ, Inc.

Effective Tax Rate - Income from Operations Pass-Through Entity (Active) C Corporation (Reas. Comp)
Profit Before Compensation 5,000,000 5,000,000 

Owner Compensation 1,000,000 

Net Profit 4,000,000 
Federal Income Tax Rate - Entity 0.00% 21.00%
Federal Income Tax Rate - Individual 37.00% 37.00%
Federal Blended Tax Rate 37.00% 24.20%

CA Income Tax Rate - Entity 0.00% 8.84%
CA Income Tax Rate - Individual 13.30% 13.30%
CA Blended Tax Rate 13.30% 9.73%

Self-Employment/combined employment 3.80% 0.76%

Tax on Income from Operations 54.10% 34.69%

Tax on Income from Operations assuming full 
20% Pass-Through Deduction 29.60% 34.69%

Combined Tax on Income from Operations 
with PTE Deduction 46.70% 34.69%

Effective Tax Rate Comparison Under TCJA (CA State rate)
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CBIZ, Inc.

Effective Tax Rate - Distributions Pass-Through 
Entity (Active)

C Corporation
(Reas. Comp)

Federal tax rate on qualified dividends 20.00%
CA tax rate on qualified dividends 13.30%
Federal Blended Tax Rate on Profit 
Dividend (20% rate on 80% profit) 0.00% 16.00%
CA Blended Tax Rate on Dividend 0.00% 10.64%
Net Investment Income Tax on Dividend 0.00% 3.04%

Total Tax on Distributions 0.00% 29.68%

Combined Effective Rate Active and 
Distributions - No PTE Deduction 54.10% 64.37%
Combined Effective Rate Active and 
Distributions - PTE Deduction 46.70% 64.37%

Effective Tax Rate Comparison Under TCJA (CA State rate)
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CBIZ, Inc.

Effective Tax Rate - Entity 
Disposition (assuming 
stock/interest sale; not asset sale)

Pass-Through 
Entity (Active)

C Corporation
(Reas. Comp)

Federal Income Tax 20.00% 20.00%
CA Income Tax 13.30% 13.30%
NIIT 0.00% 3.80%

Total Effective Tax Rate on 
Disposition 33.30% 37.10%

Effective Tax Rate Comparison Under TCJA (CA State rate)
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Qualified Business Income Deduction

• A qualified trade or business means any trade or business 
other than a “specified service trade or business” (SSTB) and 
other than the trade or business of being an employee
• A specified service trade or business means any trade or 

business involving the performance of services in the fields 
of health, law, consulting, athletics, financial services, 
brokerage services, or any trade or business where the 
principal asset of such trade or business is the reputation or 
skill of one or more of its employees or owners, or which 
involves the performance of services that consist of 
investing and investment management trading, or dealing in 
securities, partnership interests, or commodities
• Engineering and Architectural services no longer included in 

specified services leaving them fully eligible for the deduction
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Qualified Business Income Deduction – Specified Service TOB

• The inclusion of the broad category “business where the 
principal asset of such trade or business is the reputation or skill 
of one or more of its employees or owners” is of special concern 
to many Schedule C (self employed)  and other small businesses
• At a Feb. 2 speaking event, Treasury official Dana Trier clarified that 

this category is not intended to contravene the exclusion of 
engineering and architectural services from the list of specified 
services

• Dana Trier also indicated that proposed regulations will be 
developed to address the QBI deduction in situations where 
more than one business is conducted in the same entity, and 
insinuated there may be some unfavorable outcomes for certain 
taxpayers, as he said “The way I envision it is: You suck it up. You 
get out a reg package that deals with that. People all over the 
country will be mad at us. We react to that. We go forward.”
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Qualified Business Income Deduction – Trade or Business

• Note that, as a threshold matter a taxpayer must be engaged in a 
true trade or business activity, for it to potentially be a qualified 
trade or business

• The new law does not attempt to clarify whether an enterprise rises 
to the level of being a trade or business for purposes of the 20 
percent deduction, so we are left with existing authorities to make 
this determination
• Section 162 likely is the point of reference for trade or business, but that 

only specifies that the business must be “regular, continuous, and 
substantial”

• Existing case law interprets section 162 for certain real estate rental 
situations
• Many real estate entities are structured to own and lease a single rental 

property, and such entities (particularly those utilizing a “triple-net 
lease”) may be challenged to conclude that they conduct a trade or 
business

• The length of the rental arrangement and the type of the property being 
rented will also weigh into this trade or business determination
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Qualified Business Income Deduction – Unique Entities

• Application to unique entities
• Dividends received from a Real Estate Investment Trust 

(REIT) are eligible for the 20 percent deduction, as long 
as such REIT dividends were not taxed at preferential 
capital gains or qualified dividends rates

• Income allocated from qualifying publicly traded 
partnerships (PTP) is similarly eligible for the 20 percent 
deduction

• Neither REIT dividends nor PTP income is subject to the 
W-2 wages limitation or the qualified property 
limitation
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Qualified Business Income Deduction

• The deduction is limited to the greater of 
• (a) 50 percent of W-2 wages (wages including bonuses, elective 

deferrals, and deferred compensation), or 
• (b) 25 percent of W-2 wages plus 2.5 percent of qualified property.

• Excludes guaranteed payments from a partnership
• W-2 wages do not include amounts that are not properly allocable to 

qualified business income. 
• Appears to exclude reasonable compensation paid to an S corporation 

shareholder from the definition of W-2 wages
• However comments on the chairman’s mark of an earlier version 

included reasonable compensation of S corporation owners in the 
definition of W-2 wages, and some commentators agree

• Eligible W-2 wages are allocated to shareholders and partners in the 
same proportion as the original deduction for such wages

• The IRS must develop anti-abuse regulations in the case of related 
party transactions and sale-leaseback transactions
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Qualified Business Income Deduction

• Qualifying property is limited to tangible property 
held by, and available for use in, a qualifying pass-
through trade or business

• The property can be included in this calculation each 
year until its depreciation period has ended (a special 
10-year minimum depreciation period is deemed to 
exist solely for this purpose when the MACRS period 
ends earlier than such a 10-year period). 

• If the property is no longer held by, or available for 
use in, the qualifying trade or business (for example it 
is sold) it can no longer be used in the calculation
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Qualified Business Income Deduction

• Taxpayers with taxable income less than $157,500 
($315,000 for joint returns) are fully exempt from 50 
percent W-2 wage limitation, the 25 percent W-2 
wages plus 2.5 percent qualifying property limitation, 
and the specified service trades or businesses 
limitation

• Taxable income over the threshold amounts will result 
in a phase out of the exemption, with the limitations 
being fully applicable for taxpayers whose income 
exceeds $207,500 ($415,000 for joint returns)
• The amounts are indexed for inflation
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Qualified Business Income Deduction – Example

• Partner A owns a pro-rata 40% interest in Alpha, LLC 
(a qualified trade or business that is NOT an SSTB)
• Alpha generated $2,000,000 of ordinary income
• Alpha paid W-2 wages of $1,000,000; no guaranteed 

payments
• Alpha has no qualifying property

• Partner A’s individual taxable income is above the 
small taxpayer threshold amounts

• Partner A’s tentative QBI 20% deduction is $160,000
($2,000,000 x 40% LLC interest = $800,000; $800,000 
x 20% QBI rate = $160,000)



32Questions? Email cbizmhmwebinars@cbiz.com

Qualified Business Income Deduction – Example, cont’d

Limitation application
• Partner A’s 40% share of Alpha’s $1,000,000 of W-2 wages 

is $400,000; thus the 50% amount for the limitation is 
$200,000

• Because the $200,000 W-2 wage limitation for Partner A is 
greater than the tentative deduction of $160,000, Partner 
A is not limited and can claim the $160,000 deduction

• What if Alpha is in a real estate rental business and pays 
no W-2 wages because it uses a property management 
company?
• In this case, without qualified property, Alpha’s lack of W-2 

wages means Partner A would be denied the entire 
$160,000 deduction
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Qualified Business Income Deduction – Example, cont’d

• Assume Alpha, LLC is in a real property trade or 
business, that it incurred no W-2 wages, but that it 
has $10,000,000 in unadjusted basis of real property 
used in its qualified trade or business

• In this case, Partner A’s share of qualified property is 
$100,000 ($10,000,000 x 40% LLC interest = 
$4,000,000; $4,000,000 x 2.5% QBI qualified property 
= $100,000)

• Because the 25% of W-2 wages plus 2.5% of qualified 
property limitation yields $100,000, which is less than 
$160,000, Partner A’s 20% deduction is limited to 
$100,000
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Business Provisions – Full Expensing of Capital Investment

• The 50 percent allowance for bonus depreciation is 
increased to 100 percent for most property placed in 
service after Sept. 27, 2017, and before Jan. 1, 2023

• Applies to used property as well as new property
• The bonus deprecation percentage will phase down 

20 percent per year starting in 2023, until it is phased 
out in 2027:

Year

Bonus 
Depreciation 

Amount
2023 80%
2024 60%
2025 40%
2026 20%
2027 0%


Sheet1

		Profit		Corp Rate		After tax		LTCG rate		Net		Eff. Rate

		$100.00		21.00%		$79.00		20.00%		$63.20		36.80%

		Year		Bonus Depreciation Amount

		2023		80%

		2024		60%

		2025		40%

		2026		20%

		2027		0%
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Business Provisions – Full Expensing of Capital Investment

• The expensing election under Code Section 179 is also 
increased to $1 million per year and will begin to phase 
out for qualifying purchases exceeding $2.5 million

• Property eligible for section 179 expensing is enhanced to 
include nonresidential real property improvements such 
as roofs, HVACs, fire protection and alarm systems, and 
security systems

• As a result of the bonus depreciation provisions, the 
Section 179 provisions are made largely irrelevant until 
bonus depreciation starts to phase out; however, certain 
real property improvements not eligible for bonus 
depreciation are eligible under Section 179, and property 
subject to ADS depreciation that is ineligible for bonus 
depreciation is eligible under Section 179
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Business Provisions – Business Interest Limitation

• For any type of entity, business interest deductions will be 
limited to the sum of business interest income plus 30 
percent of adjusted taxable income (computed without 
regard to deductions allowable for interest, depreciation, 
amortization, depletion, net operating losses, and the 
pass-through entity deduction)
• An additional benefit for automobile dealerships is included 

• Businesses with average annual gross receipts for the 
prior three taxable years that do not exceed $25 million 
are exempt

• Unused business interest expense can be carried forward 
indefinitely

• Aggregation rules apply
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Business Interest Deduction Limitation -- Aggregation

• Common Control Test
• Five or fewer individuals, estates or trusts, must own >50% of an entity 
• Determine “identical ownership” by the >50% first-entity owner group in  

a second business entity: 
• Use the lower percentage of ownership in each entity owned by 

each member of the >50% first-entity owner group, 
• If the sum of these calculations results in over 50% ownership in the 

second entity, it is under common control with the first entity. 
• In the case of any partnership, percentages owned of a profit or 

capital interest are used, and in the case of any S corporation, 
percentages owned of voting power or value of stock are used.

• An individual’s Schedule C and Schedule E rental property gross receipts 
must be included with his share of partnership and S corporation’s gross 
receipts, in which he is an identical owner of, described in the preceding 
paragraph, to determine if his average gross receipts is more than 
$25,000,000.
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Common Control -- Examples

Corp Karen Bill Lori

Karen 
Identical 

Ownership

Bill 
Identical 

Ownership

Lori 
Identical 

Ownership

Total 
Effective 

Control

A 100% 0% 0% 40% 0% 0% 40%
B 100% 0% 0% 40% 0% 0% 40%
C 50% 50% 0% 40% 0% 0% 40%
D 50% 50% 0% 40% 0% 0% 40%
E 40% 30% 30% 40% 0% 0% 40%

Testing A, B, C, D, E Controlled Group


Sheet1

		Testing A, B, C, D, E Controlled Group

		Corp		Karen		Bill		Lori				Karen Identical Ownership		Bill Identical Ownership		Lori Identical Ownership				Total Effective Control

		A		100%		0%		0%				40%		0%		0%				40%

		B		100%		0%		0%				40%		0%		0%				40%

		C		50%		50%		0%				40%		0%		0%				40%

		D		50%		50%		0%				40%		0%		0%				40%

		E		40%		30%		30%				40%		0%		0%				40%

		Testing A, B, C, D Controlled Group

		Corp		Karen		Bill		Lori				Karen Identical Ownership		Bill Identical Ownership						Total Effective Control

		A		100%		0%		0%				50%		0%						50%

		B		100%		0%		0%				50%		0%						50%

		C		50%		50%		0%				50%		0%						50%

		D		50%		50%		0%				50%		0%						50%

		Testing A, B, E Controlled Group

		Corp		Karen		Bill		Lori				Karen Identical Ownership		Bill Identical Ownership		Lori Identical Ownership				Total Effective Control

		A		100%		0%		0%				40%		0%		0%				40%

		B		100%		0%		0%				40%		0%		0%				40%

		E		40%		30%		30%				40%		0%		0%				40%

		Testing C, D, E Controlled Group

		Corporation		Karen		Bill		Lori				Karen Identical Ownership		Bill Identical Ownership		Lori Identical Ownership				Total Effective Control

		C		50%		50%		0%				40%		30%		0%				70%

		D		50%		50%		0%				40%		30%		0%				70%

		E		40%		30%		30%				40%		30%		0%				70%





Sheet2





Sheet3







39Questions? Email cbizmhmwebinars@cbiz.com

Common Control -- Examples

Corp Karen Bill Lori

Karen 
Identical 

Ownership

Bill 
Identical 

Ownership

Total 
Effective 

Control

A 100% 0% 0% 50% 0% 50%
B 100% 0% 0% 50% 0% 50%
C 50% 50% 0% 50% 0% 50%
D 50% 50% 0% 50% 0% 50%

Testing A, B, C, D Controlled Group

Corp Karen Bill Lori

Karen 
Identical 

Ownership

Bill 
Identical 

Ownership

Lori 
Identical 

Ownership

Total 
Effective 

Control

A 100% 0% 0% 40% 0% 0% 40%
B 100% 0% 0% 40% 0% 0% 40%
E 40% 30% 30% 40% 0% 0% 40%

Testing A, B, E Controlled Group
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		Corp		Karen		Bill		Lori				Karen Identical Ownership		Bill Identical Ownership		Lori Identical Ownership				Total Effective Control

		A		100%		0%		0%				40%		0%		0%				40%

		B		100%		0%		0%				40%		0%		0%				40%

		C		50%		50%		0%				40%		0%		0%				40%

		D		50%		50%		0%				40%		0%		0%				40%

		E		40%		30%		30%				40%		0%		0%				40%

		Testing A, B, C, D Controlled Group

		Corp		Karen		Bill		Lori				Karen Identical Ownership		Bill Identical Ownership						Total Effective Control

		A		100%		0%		0%				50%		0%						50%

		B		100%		0%		0%				50%		0%						50%

		C		50%		50%		0%				50%		0%						50%

		D		50%		50%		0%				50%		0%						50%

		Testing A, B, E Controlled Group

		Corp		Karen		Bill		Lori				Karen Identical Ownership		Bill Identical Ownership		Lori Identical Ownership				Total Effective Control

		A		100%		0%		0%				40%		0%		0%				40%

		B		100%		0%		0%				40%		0%		0%				40%

		E		40%		30%		30%				40%		0%		0%				40%

		Testing C, D, E Controlled Group

		Corporation		Karen		Bill		Lori				Karen Identical Ownership		Bill Identical Ownership		Lori Identical Ownership				Total Effective Control

		C		50%		50%		0%				40%		30%		0%				70%

		D		50%		50%		0%				40%		30%		0%				70%

		E		40%		30%		30%				40%		30%		0%				70%
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Common Control -- Examples

Corpor Karen Bill Lori

Karen 
Identical 

Ownership

Bill 
Identical 

Ownership

Lori 
Identical 

Ownership

Total 
Effective 

Control

C 50% 50% 0% 40% 30% 0% 70%
D 50% 50% 0% 40% 30% 0% 70%
E 40% 30% 30% 40% 30% 0% 70%
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Business Provisions – Real Property Trade or Business

• Any real property trade or business (RPTB) --including real property development, 
redevelopment, construction, reconstruction, acquisition, conversion, rental, 
operation, management, leasing, or brokerage trade or business – can elect out of 
the limitation and take full interest deduction
• A similar election is available for any farming business

• If RPTB elects out of business interest limitation
• REQUIRED to depreciate any residential rental property, nonresidential rental 

property, and qualified improvement property using the ADS method, and with 
lives of 30 years, 40 years, and 20 years respectively

• As a result, it will not be permitted to take 100% bonus depreciation on any of 
these assets. While this won't prove problematic in the treatment of residential 
and nonresidential rental property -- never eligible for bonus depreciation  to 
the extent that they have lives in excess of 20 years -- it does mean that an 
electing real property trade or business will NOT be permitted to claim 100% 
bonus depreciation on any qualified improvement property, land improvements 
or other personal property building components (MACRS property with recovery 
periods of 20 years or less)

• Note, however, they may still be eligible for Section 179 expensing
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Business Provisions – QIP Glitch

• Since 2001, Section 168(k) has allowed taxpayers to immediately deduct a 
percentage of the acquisition cost of qualifying assets (including assets that 
have regular depreciation life of 20 years or less ) as “bonus depreciation”

• In TCJA, Section 168 was amended to condense qualified leasehold, 
restaurant and retail improvements into one category -- qualified 
improvement property (QIP)
• QIP was also moved from Section 168(k) -- the bonus depreciation subsection --

to Section 168(e)(6) -- the "classification of property" subsection
• The next step was supposed to be to amend Section 168 to provide a 15-

year depreciation life to this condensed class of QIP, but Congress never 
included that provision. Nowhere in the modified Section 168 does the new 
law actually provide a 15-year life to QIP

• TCJA was also supposed to change the ADS life of the condensed class of 
QIP from 39 years to 20 years
• But like the regular depreciation life of QIP, while the ADS table at Section 

168(g)(3)(B) was updated to reflect that an asset described at Section 
168(e)(3)(D)(v) is afforded a 20-year ADS life, no Section 168(e)(3)(D)(v) was 
ever added to the Code
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Business Provisions – RPTB (Example)

• Real property LLC (with greater than $25 million avg. gross 
receipts over last three years) is highly leveraged such that it 
would be subject to the 30 percent interest limitation

• LLC can elect out and deduct all of its interest expense
• The trade-off, however, is that LLC must depreciate its 

commercial rental buildings over an ADS life of 40 years
• In addition, any improvements LLC made that meet the definition 

of qualified improvement property would be required to be 
depreciated over an ADS life of 20 years (assuming the statute is 
corrected to provide a 20-year ADS life to such assets)

• Even worse, because ADS depreciation of the qualified 
improvement property is required, those assets will NOT be 
eligible for 100% expensing  [Section 179 may be available]

• Thus, before LLC elects out of the interest expense limitation, it 
should consider the impact of the changes to its depreciation 
expense
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Business Provisions – Net Operating Losses and Excess Losses

• In most cases, net operating losses can no longer be carried 
back two years, but may be carried forward indefinitely
• The carryforward deduction is limited to 80 percent of taxable 

income (determined without regard to the deduction) for losses 
arising in taxable years beginning after Dec. 31, 2017

• Business losses for non-corporate taxpayers (such as 
individuals) are limited to $250,000 per year ($500,000 for 
joint returns) for tax years beginning after Dec. 31, 2017, and 
before Jan. 1, 2026
• This limitation applies to the aggregate of all personal and pass-

through losses for the year
• This effectively prevents individuals from deducting losses from 

partnerships and S corporations in excess of these levels
• Disallowed losses are added to the individual’s net operating loss 

carryforward
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Carried Interests

• Starting in 2018, a three year holding period applies to an applicable partnership 
interest (API) to be eligible for long term gains. 
• Long term capital gain treatment (based on one year holding period) is available 

with respect to all other partnership interests that are not APIs.
• An API is a partnership interest transferred in exchange for services provided by the 

taxpayer, or a related party, in any applicable trade or business (ATB).
• An ATB is any activity regularly conducted with consists of (in whole or in part):

• Raising or returning capital, AND
• EITHER

 Investing or identifying for investment in specified assets (SA),
 Disposing, or identifying for disposing, SA, or
 Developing SA

• SA includes securities, commodities, real estate held for rent or investment, 
and cash, including options or derivative contracts in any of the foregoing, or a 
partnership interest (to the extent of the partnership’s interest in SA), and 
cash including options to the extent any of the foregoing are owned by the 
partnership
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Carried Interests

• Problem

• Definition of API focuses the limitation on the narrow circumstance of a 
taxpayer who receives a partnership income interest as compensation for 
services and by holding onto that interest, converts the income from those 
services into capital gains

• The application of the holding period is only clear if the recipient sells the 
partnership interest itself

• The more frequent application of the holding period should arise when a 
taxpayer holds onto the carried interest received as compensation and 
receives distributions from the partnership

• If the partnership sells property, do you look at the partnership’s holding 
period in figuring out this one-year versus three-year holding period?

• Or, is all partnership net long-term gain treated as short-term gain during 
the partner’s three-year holding period?
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Business Provisions – Compensation

$1 Million compensation cap – public companies
• Any compensation in excess of $1M by a publicly traded company to 

a covered employee is nondeductible
• Repeals the performance-based compensation and commission 

exceptions
• “Covered employee" conforms to SEC "named executive officer" 

group (CEO, CFO, and other three top-paid employees)
• Once a covered employee, always a covered employee
• Extended to companies with SEC-registered debt or equity securities 

(even if they are not traded on an exchange)
Nonqualified Stock Options and RSUs of Privately Held Companies
• Qualified employees can elect to defer tax on the gain from exercise 

of nonqualified stock options or restricted stock units (RSUs) for up 
to five years 
• At least 80% of the employer's U.S. employees must be granted options 

or RSUs for the year on similar terms. 
• Qualified employees do not include 1% owners, the CEO, or the CFO.
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Business Provisions – Other Changes

• Technical terminations of partnerships, which can occur when more 
than 50 percent of a partnership’s interest are transferred has been 
repealed
• Eliminates disincentives to engage in sales or exchanges of more 

than a 50% interest in a partnership. 
• Tax deferred treatment of like-kind exchanges completed after Dec. 

31, 2017 is limited to real property that is not held primarily for sale 
for exchange
• Therefore, all other like kind exchanges are no long allowed
• Cars, trucks, airplanes, machinery and equipment, art, musical 

instruments, and all other assets used in a trade or business or 
held for investment that were previously eligible. 

• There is no de minimis exception for incidental personal property 
that is part of tradeable real estate, hence the personal property 
is taxable.
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Business Provisions – Other Changes

• The Domestic Production Activities Deduction (DPAD) is repealed for 
most taxpayers for taxable years beginning after Dec. 31, 2017

• Proposals to make contributions to the capital of corporations 
taxable were scaled back and will generally only apply to any 
contribution in aid of construction or any other contribution as a 
customer or potential customer

• Deductions for business entertainment, club dues and qualified 
employee transportation fringe benefits were curtailed or 
eliminated. Taxpayers may still generally deduct 50 percent of the 
food and beverage expenses associated with operating their trade or 
business (e.g., meals consumed by employees on work travel)

• The Work Opportunity Tax Credit (WOTC) and the New Markets Tax 
Credit were retained, as was the ability to use municipal bonds for 
stadium financing
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ACCOUNTING METHOD PROVISIONS
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Accounting Method Provisions – Cash Method of Accounting

• Cash Method of Accounting
• Before TCJA, denied to the following businesses:

• Businesses required to maintain inventories
• Tax shelters
• C corporations
• Partnerships with C corporation partners

• Permits eligible business to recognize income and deduct 
expenses at the time the cash is received or paid

• For many businesses, the cash method provides 
substantial tax benefits over the accrual method
• Accrual method -- generally recognize income at the earlier 

of the time revenue is due, paid, or earned through 
required performance
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Accounting Method Provisions – Cash Method of Accounting

• Under TCJA, any taxpayer (including a C corporation) 
is eligible to use the cash method (subject to the new 
gross receipts test), even if the production, purchase, 
or sale of inventory is an income-producing factor for 
the business
• No longer a need to treat C corporations differently
• No longer a need to treat certain industries differently
• No longer a need to treat businesses with inventories 

differently
• Aggregation rules similar to business interest rules
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Accounting Method Provisions – Cash Method of Accounting

• The new law provides that the cash method is 
available for taxpayers (other than tax shelters) that 
merely satisfy a gross receipts test

• The gross receipts test is much more generous than 
any of the tests provided under the pre-tax act law

• Under the new law, a taxpayer that has average gross 
receipts over the prior 3 years of $25 million or less 
can use the cash method
• The $25 million threshold will also be indexed for 

inflation
• New rule effective for tax years beginning after 2017
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Accounting Method Provisions – Cash Method of Accounting

• Changes to adopt the cash method or inventory 
provisions below will be treated as a voluntary change in 
method of accounting, and will permit taxpayers to 
include section 481(a) adjustments in the year of change

• Any taxpayer meeting the $25 million gross receipts test 
(and is also not a tax shelter) is no longer required to:
• Maintain inventories in accordance with section 471, and 

instead may treat inventories as non-incidental materials 
and supplies

• Apply the Uniform Capitalization Rules of section 263A to 
direct and indirect costs of inventory acquired or produced 
for sale
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Accounting Method Provisions – Revenue Recognition

• Before TCJA, gross income is recognized:
• For cash method taxpayers at the time amounts are 

actually or constructively received
• For accrual method taxpayers at the earlier of the time 

when revenue is due, paid, or earned through required 
performance

• Now taxpayers using the accrual method must 
recognize income no later than the time income is 
taken into account on applicable financial statements

• Intended to align tax principles with new revenue 
recognition standards under ASC 606
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Accounting Method Provisions – Revenue Recognition

• Furthermore, taxpayers will now be required to 
allocate the transaction price among multiple 
performance obligations in accordance with the same 
allocations made in the applicable financial 
statements

• Both of these new provisions will generally require 
revenue recognition at a time earlier than was 
required under pre-tax act law (notwithstanding the 
exceptions stated)

• The new provisions are effective for taxable years 
beginning after 2017
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INTERNATIONAL PROVISIONS
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International Provisions – Mandatory Repatriation Tax

• One-time tax on the accumulated and previously deferred earnings of a 
“specified foreign corporation” (SFC)
• Controlled foreign corporation
• Foreign corporation with a 10 percent or greater U.S. corporate shareholder

• 10 percent or more U.S. shareholder of a SFC must include in income (as 
Subpart F) its share of the accumulated post-1986 foreign earnings and 
profits (E&P) of the SFC--- even if not actually repatriated
• E&P is determined as of Nov. 2, 2017, or Dec. 31, 2017, whichever is greater
• E&P deficits taken into account as of Nov. 2, 2017
• E&P is not reduced by dividends made by SFC during 2017 (other than dividends 

to another SFC)
• Only includes E&P accumulated while the corporation was a SFC
• Modifications to Subpart F attribution rules will apply 
• Earnings of SFC translated into U.S. dollars at Dec. 31, 2017 spot rate

• E&P study is recommended to accurately determine the amount of income 
to be included
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International Provisions – Mandatory Repatriation Tax

• Applies to U.S. corporations, partnerships and individuals 
with 10 percent or greater ownership in a SFC

• Mandatory inclusion of accumulated foreign E&P will be 
taxed at 15.5 percent to the extent of the U.S. 
shareholder’s aggregate “foreign cash position” in its SFCs 
and 8 percent on the remainder of the E&P
• Tax rates applicable to individuals will be higher (17.5 

percent and 9.06 percent, respectively)

• Foreign cash position of a SFC includes cash, net accounts 
receivable and fair market value of other liquid assets
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International Provisions – Mandatory Repatriation Tax

• Foreign cash position is the greater of:
• U.S. shareholder’s pro rata share of the cash position of all SFCs as of 

the close of the SFC’s last taxable year beginning before Jan. 1, 2018, or 
• The average of the cash positions of the SFCs as of the close their last 

two taxable years ending immediately preceding Nov. 9, 2017
• For calendar year SFCs, this refers to cash positions on Dec. 31, 2017, or 

if greater, the average of such amounts on Dec. 31, 2016 and Dec. 31, 
2015

• Per Notice 2018-7, regulations will provide rules to avoid double-
counting of cash positions for U.S. shareholders with multiple 
inclusion years and with respect to payables and receivables 
between related SFCs

• For 10 percent U.S. corporate shareholders, a partial foreign tax 
credit is allowed in proportion to the taxable amount of the 
repatriated earnings

• Can elect not to use net operating losses to offset the mandatory 
inclusion
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International  Provisions – Mandatory Repatriation Tax 

• Example 
Accumulated E&P $1,000            
Cash Position $    300
Non-Cash Position $    700
Foreign Tax Pool S    250

Total E&P inclusion $1,000
Allowable Deduction 

Total Cash ($300) X 55.7% ($167)
Total Non-Cash ($700) X 77.1% ($540)

Taxable income before Foreign Tax Credit $293
Section 78 Gross-Up for Cash* $33
Section 78 Gross-Up for Non-Cash** $40 
Total Taxable Income $366
Tax at 35% $128
Foreign Tax Credit ($73)
Tax Due $55

*Allowed FTC: 300/1,000 X 44.3% X $250 tax pool = $33
** Allowed FTC: 700/1,000 X 22.9% X $250 tax pool=  $40 

U.S.

Foreign 
Corporation 

100%
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International Provisions – Mandatory Repatriation Tax

• U.S. shareholders of SFCs can elect to pay the mandatory 
repatriation tax in installments over 8 years
• 8 percent of the tax for each of the first 5 years, 15 percent 

in the sixth year, 20 percent in the seventh year and 25 
percent in the eighth year

• No interest due on installments if timely paid
• Due date of installments will be accelerated if certain trigger 

events occur
• First installment (or the entire amount if no election) must 

be made by the original due date of the tax return in which 
the E&P is included in the shareholder’s income-without 
regard to extensions---- April 17, 2018 for calendar year 
shareholders
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International Provisions – Mandatory Repatriation Tax

• Special rule for S corporations
• Shareholders can elect to defer payment of the repatriation 

tax until a triggering event occurs
• Three triggering events under the tax bill

• Termination of S status
• Liquidation or sale of substantially all of the S corporation’s 

assets, cessation of  business, or termination of the S 
corporation

• Transfer of any share of stock in the S corporation
• If the first or third triggering event occurs, the shareholder 

can generally elect to pay the repatriation tax installments 
over 8 years
• IRS consent is required to elect installment payments under 

the second triggering event



64Questions? Email cbizmhmwebinars@cbiz.com

International Provisions – Mandatory Repatriation Tax

• State tax implications of the mandatory repatriation 
tax must be considered
• Unlikely that states would permit taxpayers to pay the 

tax over 8 years 
• Effective for the last taxable year of a SFC that begins 

before Jan. 1, 2018, and with respect to U.S. 
shareholders, for the taxable years in which or with 
which such taxable years of the SFC ends
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CONCLUSION
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Conclusion

• The scope of the changes and the speed at which this 
legislation was drafted will nearly guarantee that that 
additional changes, IRS guidance through regulations and 
notices, technical corrections, and continued debate will 
ensure for the months and years to come
• Technical corrections are needed for many areas, e.g.,

• 15-year life for qualified improvement property, and a 20-year 
ADS life for qualified improvement property

• Effective date for certain changes to NOL rules
• Whether S corporation shareholder wages are included in the 

QBI limitation regarding W-2 wages
• Operation of the carried interest holding period

• For more information on the tax reform bill and its 
application to you and your business, please contact 
your local CBIZ MHM tax advisor
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?
QUESTIONS
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If You Enjoyed This Webcast…

Upcoming Courses:
• 2/12: Tax Reform's Impact on High Net Worth Individuals
• 2/21: Tax Reform's Impact on Mergers & Acquisitions
• 2/22: The Impact of the New Tax Law on Closely Held Businesses
• 3/27: First Quarter Accounting and Financial Reporting Issues Update

Recent Publications:
• Tax Reform and Its Impact Explained
• How U.S. Tax Reform Affects International Tax Considerations
• How Adopting the New Revenue Recognition Guidance Could Lead to a Big Tax 

Bill
• The Impact of the New Tax Law on M&A Activity
• 7 Steps to Secure Your Exit Strategy in Uncertain Times

http://www.mhmcpa.com/Resources/Webinars/2018/Tax-Reforms-Impact-on-High-Net-Worth-Individuals-Feb-12.aspx
http://www.mhmcpa.com/Resources/Webinars/2018/Tax-Reforms-Impact-on-Mergers-Acquisitions-Feb-21.aspx
http://www.mhmcpa.com/Resources/Webinars/2018/The-Impact-of-the-New-Tax-Law-on-Closely-Held-Businesses-Feb-22.aspx
http://www.mhmcpa.com/Resources/Webinars/2018/Fourth-Quarter-Accounting-and-Financial-Reporting-Issues-Update-March-27.aspx
https://www.cbiz.com/insights-resources/details/articleid/6153/tax-reform-and-its-impact-explained
https://www.cbiz.com/insights-resources/details/articleid/6168/how-u-s-tax-reform-affects-international-tax-considerations-article
https://www.cbiz.com/insights-resources/details/articleid/6218/how-adopting-the-new-revenue-recognition-guidance-could-lead-to-a-big-tax-bill-article
https://www.cbiz.com/insights-resources/details/articleid/6214/the-impact-of-the-new-tax-law-on-m-a-activity-article
https://www.cbiz.com/insights-resources/details/articleid/6205/7-steps-to-secure-your-exit-strategy-in-uncertain-times-article
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Connect with Us

linkedin.com/company/
mayer-hoffman-mccann-p.c.

@mhm_pc

youtube.com/
mayerhoffmanmccann

slideshare.net/mhmpc

linkedin.com/company/
cbiz-mhm-llc

@cbizmhm

youtube.com/
BizTipsVideos

slideshare.net/CBIZInc

MHM CBIZ

http://linkedin.com/company/mayer-hoffman-mccann-p.c.
http://twitter.com/mhm_pc
http://youtube.com/mayerhoffmanmccann
http://slideshare.net/mhmpc
http://linkedin.com/company/cbiz-mhm-llc
http://twitter.com/cbizmhm
http://youtube.com/BizTipsVideos
http://slideshare.net/cbizinc
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THANK YOU
CBIZ & Mayer Hoffman McCann P.C.
cbizmhmwebinars@cbiz.com
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