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The Tax Cuts and Jobs Act
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Key Tax Provisions in the Tax Cuts and Jobs Act

On December 22, 2017, President Trump signed 
into law, the Tax Cut and Jobs Act. A majority of 
the provisions under the Act sunset for tax years 
beginning after December 31, 2025.
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Key Provisions Related to Individual Income Taxes

• Individual Income Tax Brackets:

– The number of income tax brackets remain at seven, 
however the income ranges in several brackets have been 
changed and each new bracket has lower rates. 

– This has the effect of reducing taxes for most income levels.

– Sunset provision 
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Individual Income Tax Rates

Rate Income Bracket Rate Income Bracket

10% $0-9,525 10% $0-9,525

15% $9,525-38,700 12% $9,525-38,700

25% $38,700-93,700 22% $38,700-82,500

28% $93,700-195,450 24% $82,500-157,500

33% $195,450-424-950 32% $157,500-200,000

35% $424,950-426,700 35% $200,000-500,000

39.6% $426,700 and up 37% $500,000 and up

Single Filers (2018)

Tax Cuts and Jobs ActUnder Previous Law

Rate Income Bracket Rate Income Bracket

10% $0-19,050 10% $0-19,050

15% $19,050-77,400 12% $19,050-77,400

25% $77,400-156,150 22% $77,400-165,000

28% $156,150-237,950 24% $165,000-315,000

33% $237,950-424,950 32% $315,000-400,000

35% $424,950-480,050 35% $400,000-600,000

39.6% $480,050 and up 37% $600,000 and up

Married Filing Jointly - MFJ (2018)

Under Previous Law Tax Cuts and Jobs Act

A comparison of the current rates and the new rate
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Changes to Itemized Deductions, 

the Standard Deduction, 

Dependent Exemptions and the 

Child Tax Credit
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State, Local, Sales and Property Tax Deduction

• The deduction for state and local income tax, sales tax and property 
taxes ("SALT deduction") is capped at $10,000. 

– This will have more impact on taxpayers with more expensive property, 
generally those who live in higher-income areas, or people in states 
with higher state tax rates.

• This provision alone, combined with the increased standard deduction 
will reduce the number of people that will itemize in 2018 and forward.

• Many taxpayers that had large SALT deductions were subject to AMT.  

– With revised AMT rules (discussed previously) the negative impact 
should be less than anticipated.

• Prepayment in 2017 issues

• Sunset provision
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Standard Deduction and Personal Exemption

• The Act nearly doubles the standard deduction:

– Married Joint Filers - from $12,700 to $24,000

– Single - from $6,350 to $12,000

– Head of Household - from $9,350 to $18,000

• Previously, about 70 percent of families choose the standard 
deduction rather than itemized deductions; this could now rise to 
over 84 percent. 

• The bill eliminates the personal exemption, which is a deduction of 
$4,050 (2017) per taxpayer and dependent.

• Sunset provision
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Impact of Changes
Change in Tax on $200,000 AGI, Use of Standard Deduction, No Children

Filing Status MFJ 2017 2018 Change

Taxable Income 179,200$       176,000$       (3,200)$          

Income Tax 37,061           30,819           (6,242)            

Filing Status Single 2017 2018 Change

Taxable Income 189,600$       188,000$       (1,600)$          

Income Tax 46,070           41,850           (4,220)            

Change in Tax on $200,000 AGI, Use of Standard Deduction, 2 Children < 17

Filing Status MFJ 2017 2018* Change

Taxable Income 171,100$       176,000$       4,900$           

Income Tax 34,793           26,819           (7,974)            

*Note:  2018 tax reduced by $4,000 child tax credit.
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Impact of Changes
Change in Tax on $200,000 AGI, $28,000 Id's (taxes $18K, Mtg $6K, Cont $4K), No Children

Filing Status MFJ 2017 2018 Change

Taxable Income 163,900$       176,000$       12,100$         

Income Tax 32,777           30,819           (1,958)            

Filing Status Single 2017 2018 Change

Taxable Income 167,950$       180,000$       12,050$         

Income Tax 40,008           39,290           (718)               

Change in Tax on $200,000 AGI, $28,000 Id's (taxes $18K, Mtg $6K, Cont $4K), 2 Children < 17

Filing Status MFJ 2017 2018* Change

Taxable Income 155,800$       176,000$       20,200$         

Income Tax 30,509           26,819           (3,690)            

*Note:  2018 tax reduced by $4,000 child tax credit.



P
A

G
E
 1

4

Delivering Confidence

Impact of Changes
Change in Tax on $300,000 AGI, $52,000 Id's (taxes $35K, Mtg $10K, Cont $7K), No Children

Filing Status MFJ 2017 2018 Change

Taxable Income 239,900$       273,000$       33,100$         

Income Tax 54,834           54,549           (285)               

AMT 5,987             -                      (5,987)            

Total Tax 60,821$         54,549$         (6,272)$          

Filing Status Single 2017 2018 Change

Taxable Income 246,401$       273,000$       26,599$         

Income Tax 65,612           71,240           5,628             

AMT 6,929             -                      (6,929)            

Total Tax 72,541$         71,240$         (1,301)$          

Change in Tax on $300,000 AGI, $52,000 Id's (taxes $35K, Mtg $10K, Cont $7K), 2 Children < 17

Filing Status MFJ 2017 2018* Change

Taxable Income 231,800$       273,000$       41,200$         

Income Tax 52,239           50,549           (1,690)            

AMT 8,582             -                      (8,582)            

Total Tax 60,821$         50,549$         (10,272)$        

*Note:  2018 tax reduced by $4,000 child tax credit.
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Reduction in C Corporation Tax Rate

• Pre-Act Law: C corporations were subject to graduated tax rates of 
15 percent (for taxable income of $0 - $50,000), 25 percent (for taxable 
income of $50,001 - $75,000), 34 percent (for taxable income of $75,001 
- $10,000,000), and 35 percent (for taxable income over $10,000,000). 

– Personal service corporations pay tax on their entire taxable income at 
the rate of 35 percent.

• New Law: For tax years beginning after December 31, 2017, the 
corporate tax rate is a flat 21 percent rate, including personal service 
corporations.

– No sunset - permanent

– Note: This rate will also apply to the S corporations who have recognized 
built-in-gains in years beginning after December 31, 2017.
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Should I Convert to a C Corporation?

• Many are asking if with the tax rates on C corporations now at 21 percent, 
does it make sense to convert their business to a C corporation?

• Although a detailed analysis should be done, the answer in most cases will 
probably be no.

• Although at a 21 percent corporate tax rate, wages paid out are still taxed 
as ordinary income tax rates (and are not eligible for the 20 percent QBI 
deduction).

• Dividends paid out of the after-tax income of the corporation are subject 
to capital gains rates as the corporation does not receive a deduction for 
the dividends that income will be subject to double taxation with Federal 
tax rates approaching 37 percent. 

‒ (21 percent Corp Tax + (79 percent x 20 percent) Dividend Tax = 37 
percent Total Tax (ignores state tax).
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Corporate Alternative Minimum Tax Repealed

• The corporate alternative minimum tax (AMT) has been 
repealed.

• Note: Under pre-Act Law, one of the possible disadvantages of 
having corporate owned life insurance to fund an entity-purchase 
buy-sell agreement was the potential taxation of the proceeds 
under the AMT.  This is no longer the case with the repeal of the 
corporate AMT.
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Pass-Through Businesses
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Code Section 199A - Qualified Business Income 

(20 Percent Deduction for Qualified Business Income)

• The Section 199A “pass-thru entity” tax cut gives a non-corporate 
taxpayer, including a trust or estate, who has qualified business income 
(QBI) a deduction of up to 20 percent of the qualified business income.

• Pass-through businesses include:

‒ Sole-proprietorships (no entity, Schedule C)

‒ Real estate investors (no entity, Schedule E)

‒ Disregarded entities (single member LLCs)

‒ Multi-member LLCs

‒ Any entity taxed as an S corporation

‒ Trusts and estates, REITs and qualified cooperatives
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Code Section 199A - Qualified Business Income 

(20 Percent Deduction for Qualified Business Income) 

• The 20 percent deduction is not allowed in computing adjusted gross 
income (AGI), but rather is allowed as a deduction reducing taxable 
income (similar to the standard deduction).

• Sunset provision

• The Section 199A deduction formula generally applies the 20 percent 
deduction both to the QBI from the taxpayer’s businesses and then 
again to the taxpayer’s taxable income adjusted for any net capital 
gains and without the adjustment for the Section 199A deduction.

• The taxpayer then receives a deduction equal to the lesser of the two.
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• There are basically two limitations which must be applied where a 
taxpayer meets certain taxable income thresholds.  They are:

• W-2 Wage and Property Limitation:

‒ Applies to all taxpayers and all business types where the 
taxpayer’s taxable income exceeds a threshold amount.

‒ Limitation is calculated separately for each entity based on the 
wages and property specific to that entity.

• Specified Service Trade or Business Limitation:

‒ Applies only to taxpayers where QBI is generated in a specified 
service trade or business.

‒ Will result in full allowance, partial limitation or total 
disallowance based on taxable income of taxpayer.

Limitations



P
A

G
E
 2

3

Delivering Confidence

Other Business Provisions
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• The Act increases the maximum amount a taxpayer may expense under 
Section 179 to $1,000,000, (from $500,000) and increases the phase-
out threshold amount to $2,500,000 (from $2,000,000). 

• Effective property placed in service in taxable years beginning after 
December 31, 2017. 

• The $1,000,000 and $2,500,000 amounts, as well as the $25,000 sport 
utility vehicle limitation, are indexed for inflation for taxable years 
beginning after 2018.

• The Act expands the definition of Section 179 property to include 
certain depreciable tangible personal property used predominantly to 
furnish lodging or in connection with furnishing lodging.

Increased Section 179 Expensing
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• The Act also expands the definition of qualified real property 
eligible for Section 179 expensing to include any of the following 
improvements to non-residential real property placed in service 
after the date such property was first placed in service:

‒ Roofs;
‒ Heating;
‒ Ventilation and air-conditioning property;
‒ Fire protection and alarm systems; and
‒ Security systems.

• No sunset provision

Increased Section 179 Expensing
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• Pre-Act Law: An additional first-year depreciation deduction was 
allowed equal to 50 percent of the adjusted basis of qualified property 
placed in service before 2020.

• New Law: Allows 100 percent expensing for qualified property 
(generally, depreciable assets other than buildings) that are acquired 
and placed in service after September 27, 2017 and before 2023 
(before 2024 for “longer production period” property and certain 
aircraft.

100 Percent Expensing of Qualified Business 

Assets (Bonus Depreciation)
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• A 20 percent per year phase-down of full expensing will apply for 
property placed in service after 2022 and before 2027 (2023 - 80 
percent, 2024 - 60 percent, 2025 - 40 percent, 2026 - 20 percent).

• The Act also removes the requirement that the original use of 
qualified property must commence with the taxpayer. 

➢ Thus, the provision applies to purchases of used, as well as new items. 

• To prevent abuses, the additional first-year depreciation deduction 
applies only to property purchased in an arm’s-length transaction.

• Sunset provision

100 Percent Expensing of Qualified Business 

Assets (Bonus Depreciation)
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• Pre-Act Law: Like-kind exchanges (LKE’s) are permitted for property 
held for use in a trade or business or for investment.

‒ LKE’s were permitted for both real property and personal property.

• New Law: Like-kind treatment will be limited to real property only.

• Note: With the increased Section 179 expensing and the 100 percent 
bonus depreciation expensing provisions, the inability to defer the 
gain recognized on a trade-in will have limited impact as the 
increased basis of the property acquired can most likely be expensed 
in full.

Like-Kind Exchange Limited to Real Property
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• No deduction will be allowed for expenses of a trade or business related 
to entertainment, amusement or recreation activities or for membership 
dues to any club organized for business, pleasure, recreation or other 
social purposes. 

– This eliminates the subjective determination of whether such expenses 
were sufficiently business related.

• The 50 percent limitation on deductions for meals continues to apply and 
is expanded to include meals provided through an in-house cafeteria or 
otherwise on the premises of the employer.

• The deductions for employee transportation fringe benefits (e.g., parking 
and mass transit) are no longer allowed and the exclusion from income 
for such benefits received by an employee is retained.

Limitation on Deduction for Entertainment 

Expense/Fringe Benefits
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• Pre-Act Law: Generally, with some exceptions, a net operating loss 
(NOL) could be carried back 2 years and carried over 20 years to 
offset taxable income in such years.

• New Law:  For NOLs arising in tax years ended after December 31, 
2017, the 
2 year carryback and the special carryback provisions are repealed.

‒ A 2 year carryback continues to apply in the case of certain losses 
incurred in the trade or business of farming.

Change in Treatment of Net Operating 

Losses
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• For losses arising in tax years beginning after December 31, 2017, 
the NOL deduction is limited to 80 percent of taxable income
(determined without regard to the deduction).

• Carryovers to other years are adjusted to take account of this 
limitation and NOLs can be carried forward indefinitely.

• Exception: NOLs of property and casualty insurance companies can 
be carried back 2 years and carried over 20 years to offset 100 
percent of taxable income in such years.

Change in Treatment of Net Operating 

Losses
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The Wayfair Case
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Commerce Clause - Supreme Court Cases

• National Bellas Hess (1967) - Requirement for some physical contact 
with the state and that state violated U.S. Constitution’s Commerce 
Clause.

• Complete Auto Transit (1974) - Created four part test to determine if 
state taxes discriminate or unfairly burden interstate commerce.

• Quill Corporation (1992) - Supreme Court ruled that attempts to 
impose use tax on goods purchased from an out-of-state mail order 
seller without outlets or sales representatives violated the Commerce 
Clause.

The History
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• Quill Corp. was an office supplies retailer incorporated in Delaware with 
offices and warehouses in multiple states, but none in North Dakota.

– No employees worked or lived in North Dakota.

– Little to no tangible personal property within the state.

– $200,000,000 Global revenue.

– North Dakota sales:

• Approximately $1,000,000 worth of sales to approximately 3,000 
customers.

• Sixth largest vendor of office supplies in the state.

• Delivers all merchandise by mail or common carrier.

Quill Corporation vs. North Dakota (1992)
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• The tax must:

• Be related to an activity with substantial nexus;

• Be fairly apportioned;

• Not discriminate against interstate commerce; and

• Be fairly related to the services provided by the state.

The History (con’t.)
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• For private consumers around the globe, the most well-known form 
of e-commerce falls into the business to consumer (B2C) category, 
which includes online retail or online shopping.  It refers to online 
purchases from bricks-and-mortar retailers, such as Walmart, as well 
as from web-only online retailing corporations such as Amazon.com 
(biggest online retailer) or Rakuten.  In 2017, an estimated 1.66 
billion people worldwide purchased goods online.  During the same 
year, global e-retail sales amounted to $2.3 trillion USD and 
projections show a growth of up to $4.48 trillion USD by 2021.

• In South Dakota alone, the Department of Revenue estimates the 
revenue loss at $48-58 million, annually.

Cyber Age
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• Wayfair, Inc. is a merchant with no employees or real estate in South 
Dakota.

• Wayfair, Inc. is a leading online retailer of home goods and furniture 
and had net revenues of over $4.7 billion last year.

• Wayfair, Inc. does not have nexus in South Dakota, but ships its goods 
directly to purchasers there.

Wayfair, Inc.
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• In 2016, South Dakota passed an economic presence statute that 
required out-of-state sellers to collect and remit sales tax if the seller had 
a specified level of activity in the state.  This new standard applied if the 
business delivered more than $100,000 of goods or services in South 
Dakota or engaged in 200 or more separate transactions in South Dakota 
in the current calendar year.

• On June 21, 2018, the Supreme Court of the U.S. handed down a historic 
decision in the sales and use tax nexus case South Dakota vs. Wayfair, Inc.  
The 5-4 ruling overturns physical presence standards upheld in previous 
cases, such as Quill vs. North Dakota (1992) and National Bellas Hess Inc. 
vs. Department of Revenue of Illinois (1967), where a business had to 
have a physical presence in the state for the state to impose sales and use 
tax collection obligations on the business.

South Dakota vs. Wayfair, Inc. (2018) 
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• The court overturns Quill.

– “Quill is flawed on its own terms.”

– “The physical presence rule is not a necessary interpretation 
of the requirement that a state tax must be “applied to an 
activity with a substantial nexus” with the taxing state.”

– “Quill creates rather than resolves market distortions.

South Dakota vs. Wayfair, Inc. (2018)



P
A

G
E
 4

0

Delivering Confidence

• “It treats economically identical companies differently for 
arbitrary reasons.  For example, a business that maintains a 
few items of inventory in a small warehouse in a state is 
required to collect and remit a tax on all of its sales in the 
state, while a seller with a pervasive internet presence is not 
subject to the same tax for the sales of the same items.”

• “Rejecting the physical presence rule is necessary to ensure 
that artificial competitive advantages are not created by this 
Court’s precedents.”

South Dakota vs. Wayfair, Inc. (2018)
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• The power to regulate sales tax collection with respect to interstate
commerce remains with Congress (Interstate Commerce Clause).

• But Congress has not yet enacted controlling laws regarding sales tax
with respect to interstate commerce.

• Until Congress enacts controlling regulations, sales tax issues for out-
of-state sellers will continue to vary by state. It is also possible that
Congress may choose to codify Wayfair, or to not act at all.

• States will now be able to enforce legislation that establishes an
economic nexus even if there is no physical presence in the state.

New Law Under Wayfair
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• The decision does not officially make the South Dakota statute the
new standard for taxing out-of-state vendors, but it is noteworthy that
the following attributes of South Dakota’s law were viewed favorably
by the Court by not putting an unreasonable burden on the sellers:

– It is not retroactive.

– Only merchants who have considerable amount of business are
required to collect (according to the South Dakota law in question,
that mean $100,000 in in-state sales or over 200 orders in the state).

New Law Under Wayfair
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• Establishing the nexus (connection) between a remote vendor and a
taxing state allow the state to increase sales tax revenue by increasing
collections by requiring sellers to do one or more of the following:

– Collect sales tax from customers within the taxing state and pay it to
the state.

– Register with the taxing state.

– Provide customer/sales data to the taxing state.

• For a summary of current economic nexus and post-Wayfair guidance
for each state, see attached Appendix A.

Increase Sales Tax Collection
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Interest Charge Domestic 

International Sales 

Corporation

(IC-DISC)
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What is an IC-DISC?

• An IC-DISC is a tax-exempt corporation (pays no Federal 
income tax), which generates commission income from a 
“related producer,” or the manufacturing entity.

• The IC-DISC generates commission income from the related 
producer’s sale of “qualified export property,” which is 
deductible to the related manufacturer.

Manufacturing and IC-DISC’s
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Transactions with the IC-DISC

• The IC-DISC generates commission income from the related
manufacturer on qualified export sales equal to the greater of:

– 50 Percent of the net profit on the export sales; or

– 4 Percent of the total export sales (limited to net profit).

• The IC-DISC generates commission income, while the related producer
deducts the commission expense, reducing taxable income of the
manufacturer.

Manufacturing and IC-DISC’s
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Benefits of the IC-DISC

• The related manufacturer is able to deduct commission payments 
against taxable income:

– Up to 35 percent (2017) / 21 percent (2018) for C-Corporations; and

– Up to 39.6 percent (2017) / 37 percent (2018) for S-Corp / 
Partnership.

• The IC-DISC pays no Federal income tax on the commission income 
(no state tax in New York) on undistributed profits.

Manufacturing and IC-DISC’s



P
A

G
E
 4

8

Delivering Confidence

Benefits of the IC-DISC (continued)

• The commission income is not taxed until a taxable dividend is paid 
from the IC-DISC to its shareholders.

– Taxed at “qualified dividend” rates (15-20 percent), and subject to 
net investment income tax rules (3.8 percent).

• IC-DISC can defer tax on up to $10 million in export gross receipts per 
year, and deferral is indefinite (until dividends are paid to its 
shareholders).

Manufacturing and IC-DISC’s
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Benefits of the IC-DISC (continued)

• Undistributed profits are subject to an annual interest charge on the 
amount of income tax deferred.

– 2017 interest rate was 1.0151 percent (base period T-bill rate).

– In 2017, the cost to defer $500,000 of undistributed IC-DISC income 
was computed, as follows:

• Undistributed Income ($500,000) x Tax Rate (23.6 percent) = 
$118,000 (Deferred tax).

• Deferred Tax ($118,000) x Interest Rate (1.0151 percent) = 
$1,198 (interest charge).

Manufacturing and IC-DISC’s
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Additional Considerations & Planning Opportunities

• Profits may be deferred (indefinitely) without the imposition of 
income tax.

• To defer income, cash must be paid from manufacturer (producer) to 
IC-DISC, and cannot be distributed to IC-DISC shareholders (taxable 
dividend).

• IC-DISC shareholders defer tax on undistributed IC-DISC profits at the 
cost of the “interest charge” on the deferred tax.

Manufacturing and IC-DISC’s
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Additional Considerations & Planning Opportunities

• With the reduced tax rates in 2018, is the IC-DISC still worth doing?

– Manufacturer tax rate = 21 percent to 37 percent.

– Shareholder tax rate (dividend) = 15 percent to 23.6 percent.

– Rate differential = 6 percent to 13.4 percent (without state tax 
impact).

• What else can be done with the undistributed profits?

Manufacturing and IC-DISC’s
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IC-DISC Producer’s Loan (IRC Sec. 995)

• Rather than deferring tax by letting cash (undistributed profits) 
sit in IC-DISC bank account, IC-DISC has the ability to issue a 
“producer’s loan” to the related manufacturer (producer).

• Producer’s loans are considered a “qualified export asset” of the 
IC-DISC.

Manufacturing and IC-DISC’s
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IC-DISC Producer’s Loan (continued)

• Producer’s loan cannot exceed manufacturer’s assets related to 
export sales (prorated based on percentage of export sales);

• Loan must be evidenced by a note, with stated maturity date not to 
exceed 5 years (can be extended for any number of fixed five-year 
periods); and

• Bears a Section 482 (“arm’s length”) interest rate.

Manufacturing and IC-DISC’s
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IC-DISC Producer’s Loan (continued)

• Manufacturer (producer) has an obligation to increase inventory, 
plant, machinery and equipment and/or research and development 
expenditures equal to the loan balance.

• Increased investment requirement applies to each taxable year the 
loan is outstanding.

Manufacturing and IC-DISC’s
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Questions
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Email:  jmartin@dmcpas.com

Web:  www.dmcpas.com

Address:
DM Financial Plaza

221 South Warren Street 
Syracuse, NY  13202

Phone:  (315) 472-9127, ext. 119

Scan to add 
John to your 

contacts.

John F. Martin, CPA/PFS, CFP®
Tax Partner
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Brian J. Potter, CPA
Tax Partner

Email:  bpotter@dmcpas.com

Web:  www.dmcpas.com

Address:
DM Financial Plaza

221 South Warren Street 
Syracuse, NY  13202

Phone:  (315) 472-9127, ext. 157

Scan to add 
Brian to your 

contacts.
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Thank you to all our clients, colleagues and friends for 

your support over the last forty years! 
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This presentation is © 2018 Dannible & McKee, LLP. All rights reserved. No part of this document
may be reproduced, transmitted or otherwise distributed in any form or by any means, electronic
or mechanical, including by photocopying, facsimile transmission, recording, rekeying, or using any
information storage and retrieval system, without written permission from Dannible & McKee, LLP.
Any reproduction, transmission or distribution of this form or any material herein is prohibited and
is in violation of U.S. law. Dannible & McKee, LLP expressly disclaims any liability in connection with
the use of this presentation or its contents by any third party.

This presentation and any related materials are designed to provide accurate information in regard
to the subject matter covered, and are provided solely as a teaching tool, with the understanding
that neither the instructor, author, publisher, nor any other individual involved in its distribution is
engaged in rendering legal, accounting, or other professional advice and assumes no liability in
connection with its use. Because regulations, laws, and other professional guidance are constantly
changing, a professional should be consulted if you require legal or other expert advice.

Copyright / Disclaimer
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Any tax advice contained herein was not intended or written to be used, and cannot be

used, for the purpose of avoiding penalties that may be imposed under the Internal

Revenue Code or applicable state or local tax law provisions.

Circular 230
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Appendix A
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