TAXREFORM

SNAPSHOT:

Pass-Through Impact

NEW PASS-THROUGH
DEDUCTIONS

The Tax Cuts and Jobs Act (TCJA) created the new tax code Section 199A that
allows certain business owners to avoid tax on 20 percent of their business profits.
To maximize deduction, eligible pass-through entities and sole proprietorships
must be correctly positioned in areas like compensation, employee wages, asset
purchases, entity type and business activities.

TAX RATE CHANGES:
SHOULD | BECOME A CCORP?

While the top individual tax rate drops to 37 percent, the corporate rate cut to 21 percent may entice
pass-through owners. Changing to a corporate structure may not be the best path forward, and requires
current and future evaluation of tax landscape and business strategy. Don’t overlook other factors like the
second level of federal tax on corporations and state income tax considerations. Your RKL advisor can help you
evaluate these and all other tax decisions.

NEW ACCOUNTING METHODS AVAILABLE

The new tax rules will now allow businesses up to $25 million in gross receipts to take

advantage of accounting methods that used to only apply to much smaller businesses. Your
business may now be eligible to report on cash basis or modify its accounting for inventories. r k I
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OTHER KEY PROVISIONS:

e Netinterest expense deduction capped at 30 percent of adjusted taxable income

o Excess business losses of $250,000 ($500,000 for joint filers) may not be deducted
in the current year; instead, they will be carried forward as a net operating loss in the
following year

o New three-year holding period for certain carried interests in particular real estate or
investment funds

e Bonusdepreciation increased to 100 percent and expanded to used assets for first time
(phase-out begins in 2023)

o Section 179 expensing allowance increased to $1 million, subject to phase-out

TCJA keeps rules in place regarding active and passive investors, net investment income taxes and
self-employment taxes.

Make sure to review state and local tax circumstances with your advisor as different jurisdictions may vary
on several federal tax reform provisions.

DISCLAIMER

This document was prepared January 31, 2018. This document contains general information, may be based on authorities that are subject to change,
and is not a substitute for professional advice or services. This document does not constitute audit, tax, consulting, business, financial, investment, legal
or other professional advice, and you should consult a qualified professional advisor before taking any action based on the information herein. RKL LLP,
its affiliates and related entities are not responsible for any loss resulting from or relating to reliance on this document by any person. Internal Revenue
Service rules require us to inform you that this communication may be deemed a solicitation to provide tax services. This communication is being sent to
individuals who have subscribed to receive it or who we believe would have an interest in the topics discussed.
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