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While the core concepts have not changed under the new tax law, many of the finer details and 
many statutory limitations are changing dramatically. With the re-balancing efforts of Congress, the 
overall effect on your bottom line may be positive, negative, or negligible. It depends on several 
factors.

The Joint Conference Committee report is almost 1,100 pages and we’ve condensed it down as 
much as possible wihtout losing its meaning.  It’s new. It’s complex. There will be more clarifications 
coming. We just want our clients to be prepared.
 
If you have any questions, feel free to contact our office at (336) 285-6510.

Brief Overview of the Current “Formula” for Calculating Federal Income Tax

Add Income From All Sources – wages, net business income, net pass-through income, net rental property 
income, net capital gains / losses, interest, dividends, alimony, etc.

Subtract Adjustments – student loan interest paid, IRA contributions, educator expenses, a portion 
of self-employment taxes paid, etc.

Subtract the Greater of:
• Standard deduction
• Itemized deductions – medical expenses, charitable contributions, state and local 

taxes paid, mortgage interest, investment expenses, etc.

Subtract Personal Exemptions

Taxable Income

Calculate Income Tax based on taxable income using federal tax tables (i.e. your tax bracket)

Subtract Tax Credits

Subtract Payments Already Made – Paycheck withholdings, quarterly estimated tax payments, 
payments made with extensions, etc.

Add Penalties

Tax Due / Overpayment
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Income
Business Income – Previously, self-employed individuals were taxed on their net income (income minus expenses). 
Under the new law, you may be taxed on less. You may qualify for up to a 20% deduction. Limitations exist based 
on wages paid to employees and type of business. This is by far one of the biggest developments in the new law 
and is fairly complicated.

Pass-through Income – Like business income, you may qualify for up to a 20% deduction. Similar limitations apply.

Capital Gains – Preferential tax rates on capital gains and qualified dividend income will NOT change. Though 
presented in different language than prior years, the rate structure for capital gains in 2018 and forward is actually 
identical to 2017.

Social Security Benefits – Presently, up to 85% of your benefits are considered taxable income depending on your 
other income. While the new law does not change the calculation of what portion of your benefits are taxable, the 
net effect of new changes to the treatment of other income sources may increase or decrease the amount that 
is considered taxable. For example, a reduction in business income (see above) may result in you having lower 
income overall and thus a smaller portion of your social security benefits may be taxable.

Alimony – Currently, alimony payments are considered taxable income for the receiving spouse. Starting in 
January 1, 2019, this treatment will change depending on when the divorce agreement (or amendment to an 
existing agreement) takes effect.

• If the agreement takes effect prior to December 31, 2018, the payments will be treated as taxable 
income for the receiving spouse for the duration of the agreement unless later amended after 
January 1, 2019.

• If the agreement takes effect after January 1, 2019, the payments will NOT be treated as taxable 
income for the receiving spouse.

Moving Expense Reimbursement – Previously, reimbursements provided by your employer in response to 
incurred moving expenses were NOT included in income. The new law eliminates the exclusion (except for some 
members of the armed forces). Such reimbursements are considered income under the new law and subject to 
taxation.

Wages – No significant changes to the treatment of wages.

Interest – No significant changes to the treatment of earned interest.

Pension & IRA Distributions – No significant changes on treatment of these types of income. Roth IRA 
recharacterizations have been eliminated, however. Effective January 1, 2018, once completed, a rollover or 
conversion of funds into a Roth IRA can no longer be undone with a recharacterization.



Duncan Ashe, P.A.
3 Centerview Dr

Suite 200
Greensboro, NC

27407 3729

ph 336.285.6510
f 336.285.6513

duncanashe.com

Members: American Institute of Certified Public Accountants | North Carolina Association of Certified Public Accountants

How Tax Reform Will Affect You

Adjustments
Alimony – Currently, alimony payments are deductible for the paying spouse. Starting in January 1, 2019, this 
treatment will change depending on when the divorce agreement (or amendment to an existing agreement) 
takes effect.

• If the agreement takes effect prior to December 31, 2018, the payments will be deductible for the 
paying spouse for the duration of the agreement unless later amended after January 1, 2019.

• If the agreement takes effect after January 1, 2019, the payments will NOT be deductible for the 
paying spouse.

Moving Expenses – Previously, some moving expenses were deductible if incurred while relocating for a new job 
(subject to certain limitations). The new law eliminates this deduction (except for certain members of the armed 
forces).

Contributions to IRAs, MSAs, and HSAs – Still deductible. Roth IRA recharacterizations have been eliminated, 
however. Effective January 1, 2018, once completed, a rollover or conversion of funds into a Roth IRA can no 
longer be undone with a recharacterization.

Student Loan Interest – Still deductible. The limit of $2,500 is retained and remains subject to phase-out for high-
income individuals.

Tuition Expenses – Still deductible. The limit of $4,000 is retained and remains subject to phase-out for high-
income individuals.

Educator Expenses – Still deductible. The limit of $250 is retained
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Standard Deduction
Presently, taxpayers have the option of itemizing deductions (by adding up such certain expenses as medical 
expenses, charitable donations, mortgage interest, etc.) or taking a standard deduction, whichever is greater. 
The standard deduction is a statutory value, pegged to inflation, that depends on your filing status. For example, 
about $6,000 for single filers and $12,000 for married couples filing jointly. Like personal exemptions, this 
deduction reduces taxable income and thus results in less tax being due. Starting in 2018, the statutory values for 
the allowed standard deduction will double.

• If you do not plan to / are not able to itemize, this will benefit you.
• If your total itemized deductions are more than the old statutory value but less than the new 

(double) statutory value, this will benefit you. The standard deduction will now be more beneficial 
than itemizing.

• If your total itemized deductions are more than the new (doubled) statutory value, there is no 
benefit for you. Itemizing is still better than the new standard deduction.
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Itemized Deductions
Medical Expenses – Previously, only expenses that exceeded 10% of your adjusted gross income (AGI) were 
deductible. The new law drops this to 7.5%, making it more accessible.

Charitable Contributions –Previously, the deduction for charitable contributions was limited to 50% of your 
adjusted gross income (AGI). Any excess contributions can be carried forward and deducted in future years. 
Under the new law, this limitation is increased to 60%.

Mortgage Interest – Mortgage interest is still deductible under the new law. The limit on the amount of debt for 
which mortgage interest is deductible has been decreased from $1,000,000 to $750,000. Thus, if your mortgage 
is for less than $750,000, this will change not affect you.

• For mortgages incurred prior to December 15, 2017, mortgage interest on up to $1,000,000 of 
debt is deductible and will continue to be deductible for the duration of the loan agreement.

• For mortgages incurred after December 15, 2017, mortgage interest on up to $750,000 of debt is 
deductible.

• These dollar limitations are halved for married couples filing separately.

Home Equity Loan Interest – Such interest was previously deductible in much the same manner as mortgage 
interest. As of 2018, interest on a home equity loan is no longer deductible.

State & Local Taxes – Previously there was no limitation on the deduction for state and local taxes. For most 
people, this is an aggregate of 3 components: state income tax, real estate taxes, and personal property taxes 
(e.g. property taxes on automobiles, boats, etc.). The new law limits the deduction to $10,000. The limit applies to 
all filers except those who are married and filing separately. In that case, each spouse gets only $5,000. Couples, 
those with high income, and those with large property tax bills will be noticeably affected here.

Casualty & Theft Losses – Previously, certain losses due to casualty and theft that were not compensated by 
insurance were partially deductible to the extent they exceed 10% of your adjusted gross income (AGI). Under the 
new law, the deduction for casualty and theft losses now only applies to disasters declared under the Stafford Act. 
Such losses are subject to the same limitation as before.

Lesser Deductions – Certain expenses that exceed, in total, 2% of adjusted gross income (AGI) are presently 
deductible. These items are typically smaller in nature and thus are often not deductible due the 2% threshold. 
These are things like tax preparation fees, expenses incurred for your job that are not reimbursed by your 
employer, hobby expenses, investment fees, etc. Under the new law, this entire group of deductions is eliminated. 
Investment fees are typically the largest contributor to this group. Those with significant investment fees will be 
negatively impacted.

Total Deductions – The total of all itemized deductions was previously limited for high-income individuals. The 
new law removes this limitation.
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Personal Exemptions
Prior to the 2018 tax year, each return was granted a personal exemption of approximately $4,000 for the 
taxpayer, spouse, and each dependent. Personal exemptions have been a significant benefit, especially for 
families with several children. The Tax Cuts and Jobs Act has eliminated personal exemptions as of the 2018 tax 
year.



Duncan Ashe, P.A.
3 Centerview Dr

Suite 200
Greensboro, NC

27407 3729

ph 336.285.6510
f 336.285.6513

duncanashe.com

Members: American Institute of Certified Public Accountants | North Carolina Association of Certified Public Accountants

How Tax Reform Will Affect You

Tax Brackets & Rates
This will affect almost everyone. The number of tax brackets has not changed, but the tax rates in each bracket 
and the width of each bracket have changed. Ignoring all other changes in the new law, most people can expect 
a decrease in their marginal tax rate. Be advised that the interplay of all the positive and negative changes 
discussed above may mean that even with more favorable tax brackets, you may end up paying more overall. The 
brackets themselves are not the end-all determinant.



Duncan Ashe, P.A.
3 Centerview Dr

Suite 200
Greensboro, NC

27407 3729

ph 336.285.6510
f 336.285.6513

duncanashe.com

Members: American Institute of Certified Public Accountants | North Carolina Association of Certified Public Accountants

How Tax Reform Will Affect You

Tax Credits
Child Tax Credit –

• Now called the family credit.
• Previously you were granted $1,000 credit for each qualifying child under the age of 17. The new 

law increases this to $2,000.
• A greater proportion of the credit is now refundable (i.e. can be claimed even if you end up with 

effectively $0 income tax liability). This will serve lower-income families.
• No credit was previously allowed for dependents that were not qualifying children. The new law 

provides for a $500 credit for such dependents.

American Opportunity Tax Credit – No significant changes.

Lifetime Learning Credit – No significant changes.

Earned Income Credit – No significant changes.
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Penalties
The new law includes a provision to repeal the individual mandate from the Affordable Care Act (Obamacare). The 
penalty is reduced to $0. Unlike most changes, the change takes effect starting in the 2019 tax year rather than 
2018. This means you may still be responsible for acquiring and maintaining health coverage in 2018 to avoid 
a penalty on your 2018 return. Rumors previously swirled that the Trump administration would not enforce the 
penalty on 2017 and 2018 returns by allowing the IRS to process returns that do NOT provide information about 
health coverage. The IRS has squashed that rumor and announced definitively that they will reject such returns 
(see NY Times article here)

https://www.nytimes.com/2017/10/20/health/irs-obamacare-mandate.html
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Takeaways
As you can see, there’s a lot going on, and this is only for your personal return! Business returns have their own 
slew of changes. We hope to get out another email in the coming days regarding changes to business returns.

So what are the takeaways from all this?

Pay any outstanding property tax bills ASAP! You’re more likely to be able to deduct the expense in 2017 than in 
2018, and the benefit will be greater due to higher income tax rates in 2017 than 2018.

• On December 28th, 2017, the IRS clarified that property taxes must be both assessed and paidin 
order to be deductible. You cannot prepay a bill that has not be assessed.

If you make quarterly estimated tax payments to North Carolina or any other state, pay them before December 
31st if possible. Like property taxes, these will likely be more beneficial on your 2017 return than 2018.

If you plan to itemize for 2017, consider paying any of the following before year-end to reap a higher benefit:
• Planned charitable contributions
• Outstanding medical expenses
• Extra / early mortgage payment (e.g. make two payments in December and none in January)

Think twice before taking out a home equity loan after December 31, 2017. Interest on new home equity loans will 
no longer carry a tax benefit.

Consider accelerating upcoming contributions to your traditional IRA or 401K to 2017 if possible.

Be prepared for adjustments to your income tax withholding on your paychecks starting in February. That’s when 
new information about the withholding formula will become available. You may be asked to fill out new W-4 forms 
for your employer.

Arm yourself with knowledge. Stay on top of coverage of the changes. Talk to us with any questions you might 
have.

Don’t plan on these changes being permanent. By design, almost all the changes discussed above expire in a few 
years.

• Corollary – Take advantage of the new rates while you can! For example, consider a Roth IRA over 
a traditional IRA while the tax rates are favorable.

We recommend operating under the assumption that the ACA penalty will be enforced for both 2017 and 2018. 
Better safe than sorry.

If you own a business, keep an eye out for our forthcoming email about business returns.
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HELFUL LINKS
Full text of the Tax Cuts and Jobs Act - Link

Detailed report from the Joint Conference Committee, including rationale for changes and detailed examples - 
Link

NY Times article on changes to common items on individual returns - Link

Forbes article on changes to taxation of pass-through entities - Link

Article from Investopedia detailing how changes affect different taxpayers - Link

https://www.congress.gov/115/bills/hr1/BILLS-115hr1enr.pdf
http://docs.house.gov/billsthisweek/20171218/CRPT-115HRPT-466.pdf
https://www.nytimes.com/interactive/2017/12/15/us/politics/final-republican-tax-bill-cuts.html
https://www.forbes.com/sites/kellyphillipserb/2017/12/22/what-tax-reform-means-for-small-businesses-pass-through-entities/#538b1b046de3
https://www.investopedia.com/taxes/how-gop-tax-bill-affects-you/

