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What are you telling clients about the new 
federal tax act?

Kevin P. O’Leary: The first thing we’re telling them 
is be patient. We won’t know the benefit of a lot of 
this for a few years. A lot of people were rushing to, 
hey, let’s be a C corp. again, or let’s do some crazy 
things. This bill, more than any bill that I’ve been 
a part of, has got more press from start to finish, 
and I think a lot of people are going to rush to do 
so many different things.

At the end of the day, for the majority of the tax-
payers, some of the mathematics will change, but 
ultimately the return itself isn’t going to change for 
a lot of people. Just slowing them down is the first 
piece of advice we’re giving people.

Thomas J. Collura: Among us professionals, it’s 
probably a 10-year employment act. It’s very com-
plicated in many areas. Other areas, I do think they 
did accomplish some simplification. The economic 
benefits are yet to be determined. 

Do you really think it’s simplified, Tom?

Collura: Yeah, it actually is. For some of the folks 
in the lower income brackets, it’s very much sim-
plified. There’s a $24,000 standard deduction for 
married individuals, $12,000 for individuals. By 
eliminating a lot of the miscellaneous itemized 
deductions, people don’t have to go through that 
process. $24,000 to people at that level, that’s a sig-
nificant amount of money. I think we’re going to 
see more people on the lower end using the stan-
dard deduction, and that will simplify tax report-
ing for them.

Do you think you’re going to lose clients over 
this because they don’t need you anymore?

Neil Goca: At least in the first year, I think a lot 
of clients are going to be really unsure as to what 
is going to happen. Initially, I think they’re going 
to want us to run a lot of projections as to where 

they’re going to stand and whether they’re going 
to itemize or not.

For those that have businesses, as Kevin men-
tioned, do we want to switch them from a C Corp. 
to an S Corp. or vice versa, and go from there.

Was there a mad dash by your clients at the 
end of 2017 to pay real estate taxes?

Goca: Yes, absolutely. One of the questions that I 
received quite frequently was whether or not to 
prepay those taxes. What I heard a lot from clients 
is that my real estate taxes didn’t exceed $10,000, 
so why do I have to do that? I had to explain to 
them that the combination of their real estate taxes 
plus their state withholdings for sales tax is lim-
ited to $10,000.

We had to see whether someone was subject 
to the alternative minimum tax, and whether or 
not that was going to benefit them by prepay-
ing. A number of clients called us regarding the 
rental properties or the businesses, to ask if they 
should prepay their real estate taxes there, when 
this law, this $10,000 limit, didn’t apply to busi-
ness entities.

At the end of 2017, some people were allowed to 
prepay because cities and counties assessed the 
taxes. How did it work if they weren’t assessed? 

Goca: You had to have a bill in your hand in order 
to pay those taxes to get the deduction. You just 
couldn’t go to your assessor’s office and prepay 
your 2018 tax bill without a bill in your posses-
sion. Some localities didn’t have those figures in 
their hands, so the bills couldn’t be prepaid.

Do you think that the homeowners who itemize 
their deductions will get a deduction for these 
real estate taxes based upon the limitations?

Jim Wetzold: Yes. They have the limitation, the 
$10,000 limitation. These individuals, if they are 
in AMT, will not benefit.
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Could you talk about AMT, about what deductions 
in AMT that taxpayers lose?

Wetzold: The Alternative Minimum Tax, or AMT, is a 
second set of taxes that an individual would pay. They 
would pay the higher of the regular tax or the AMT 
tax. The AMT is certain deductions that you would 
get normally if you itemize, that are not deductible.

State and local taxes are items that you need to add 
back. Itemized deductions are another item you need 
to add back. So, it’s another set of taxes you need to 
pay. You also have an exemption amount whereby, 
if you’re above that exemption amount, you’ll be in 
AMT, and if you’re below it, you won’t. The exemption 
amount is also phased out over certain income limits.

Under the new law, the exemption amount has 
increased. Also, the phase out of that exemption 
amount for AMT has gone way up. For married filing 
jointly, the exemption amount doesn’t start to phase 
out until you hit AMT over a million dollars. The num-
bers, the phase out numbers, are much lower under 
the old law.

Based on that, would you say that AMT is going 
to be modified greatly or is going to go the other 
way?

Wetzold: I’m not saying it was modified greatly per se 
for individuals, but it may kick a number of people 
out that were under it previously. With the phase out 
of the exemption, the amounts are so high now, more 
people should benefit from the exemption amounts 
than should be kicked out.

What about changes to qualified business income 
deductions for small businesses?

Robert Drislane, Teal, Becker & Chiaramonte: When 
you talk about simplification, that is the one that’s far 
from simplified. The ability for a pass-through entity, 
a partnership, S corporation, a sole proprietorship, 
to take a deduction for a percentage of their taxable 
income, to me, it’s a good idea, but it is very difficult 
to manage.

Say, for example, Kevin works with a client for 
whom Bob Drislane does the same client’s entity on 
another corporation or partnership. If Kevin’s doing 
another entity, how do you know if you aggregate 
those entities? There are a lot of question marks as 
to how that deduction is going to be calculated.

And now there’s a limit for guys like us that pro-
vide professional services. We’re kind of sorry you’re 
not going to benefit from that deduction unless your 
income is at a very low level. It’s a very complicated 
set of rules.

Goca: One particular area was whether your aver-
age-Joe rental property is going to be allowed to take 
that 20 percent deduction on rental income. I read an 
article where it may have to rise to a trade or busi-
ness. Rental properties generally are not considered 
a trade or business unless someone is considered a 
real estate professional.

Drislane: There’s a set of rules, the IRS wants you 
to take a fair salary for your services. That’s always 
been a point of contention. If you’re a C corp., they 
want your salary to be reasonable. If you’re an S corp., 
they want to go in a different direction, say, you’re not 
taking enough salary. Under this new qualified pass-
through deduction, the more passive you are, the bet-
ter result you get from a tax standpoint.

O’Leary: This might be the first time that you might 
want to have more wages in certain regards for the 
higher deduction. It might look odd to the IRS: Oh, 
you were only paying yourself 90 grand for a cou-
ple years and now all of a sudden your W-2s double. 
Could they come in and say, why so low before? This 
is the one that has me the most nervous and is prob-
ably their most complicated change.

What other changes will the IRS look at? And does 
it mean more audits?

O’Leary: Getting rid of the 2 percent deductions—
the stuff that our clients always call and ask if they 
can take, I think that’s going to probably get the 
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most questions from the IRS, the bottom part of 
schedule A.

Drislane: I’m not a big fan of the C corp. mental-
ity, because when you grow a business and you 
build goodwill, when that business is ready to be 
sold, you’re in a way better position if you’re a pass-
through entity as a seller. The buyer says, wait a min-
ute. I’m not going to buy your stock. I’m going to buy 
your assets. It becomes a problem.

There’s no capital gain rate in a C corporation.  
Who knows where the capital gain rate at the indi-
vidual level will be because it’s a double tax feature 
that a hypothetical C corporation has. I think people 
have to be cautious about it. They see 21% versus 37% 
personal rate. No one talks about New York state. New 
York state has a tax rate also.

When you get into these new laws, I’m curious 
what New York is going to do, because right now the 
law is written where the New York state estate tax 
exemption is $5.25M.

As of April 1st of this year, the law doesn’t say 
$5.6M. It says it’s going to go to the federal exemp-
tion, which I think New York anticipated being 
$5.6M. They just doubled the federal exemption with 
this new law. Is New York going to go to $11.2M for 
a single? 

Collura: My read on it is that it will get adjusted to 
$5.6M. I don’t see New York raising the exemption. 
There’s been a long history where New York has 
always lagged behind the federal. I was involved in 
proposing some legislation with the New York State 
Bar Association many, many years ago, trying to get 
them to come up with the system actually they have 
now.

I think that one of the other problems with the 
estate tax on the federal level is that the higher 
exemption is only good until 2025. So, if you’re going 
to die between now and 2025, it’s a good time to do it.

O’Leary: It’s a weird conversation to have with your 
clients: Listen, you’re 80. Maybe now is the time.  
Don’t take offense to this, but I don’t see you mak-
ing it to 2026. It’s a really weird conversation to have.

Drislane:  Used to be that we would plan to gift, so 
gift, get assets out of your estate, get the appreciation 
out of your estate.

Now the game plan, for the majority, that’s a lot of 
wealth. Over $20 million as a married couple to be 
subject to federal estate tax under this new regime. 
So, now the thought is to retain and bequeath at your 
death because you get a step-up in basis. So, for assets 
that have appreciated, especially real estate, which 
is typical, it’s an asset that typically will appreciate, 
and tax law allows you to depreciate it, a lot of clients 
will have millions of dollars of assets that have been 
depreciated down to zero that have a lot of value.

So, now the thought is don’t gift because you will 
never be subject to the estate taxes at these levels.  
Get that step-up in basis.

Is this going to change estate planning as far as 
setting up trusts and all the plans?

Collura: Yes, I think people need to really look at 
their testamentary documents. A lot of documents 
were written with the formula that contemplates 
what the federal tax law was, and now things may 
be out of whack. A lot of times, if you’re married, 
you may create a tax-exempt trust that kind of pig-
gybacks on a federal exemption, and then the bal-
ance will go to a spouse, and we would look at the 
allocation of assets.

People want to have some assets in a tax-exempt 
trust if they wanted to get some assets outright or 
maybe another type of trust for a spouse. But now, 
with the increase in the exemption, there may be 
nothing else to fund an amount going to the spouse. 
That may not be consistent with your client’s finan-
cial planning.

Drislane: A lot of wills have these formula claus-
es, funding clauses, and people might start saying, 
I can pass the largest amount free of federal estate 
tax. There’s $11.2 million now. That might not be any-
where near how you envisioned the distribution of 
your assets. You may have to get into disclaimer-type 
wills or a combination. It’s something everybody 
should be revisiting.

Is this new tax act going to change the way your 
clients look at charitable giving?

Goca: It may. People give generally out of the good-
ness of their heart. That’s why they do it. But some 
people who are more tax motivated may recon-

sider, especially if they aren’t able to itemize their 
deductions.

It’s one way that someone who is older who’s 
reached 70 ½ and is charitably inclined can still take 
the required minimum distributions from their IRAs 
and do a direct transfer to the charitable organiza-
tion.  That way, even though they’re not itemizing the 
deduction and can’t get the deduction for it, they do 
not have to report that as income on their personal 
tax return. As a result, their income could be lower 
and they’ll pay a lower tax.

Each spouse, as long as they have to take the 
required minimum distribution, can take up to 
$100,000 each and donate that directly to their 
charity.

I think your average taxpayer is going to find that 
they’re not going to be able to itemize their deduc-
tions because the standard deduction is $24,000.  In 
that case, who knows what’s going to happen with 
the donations to charitable organizations?

O’Leary:  I do have a lot of clients that say, I’d rather 
give it to the church than the government. If you’re 
no longer getting that deduction, I really feel that it’s 
going to be a lot of people that are going to turn that 
off. If you live in New York and your house is paid 
off, you don’t have the interest deduction. If you just 
have real estate taxes and maybe some state with-
holding and state income tax, if you’re not going to 
get over that $24,000 floor as a married joint couple, 
why bother? I’m really nervous about what does that 
do to the charities in the area.

Can we talk about the effect on the housing 
market this is going to have?

Goca: I’ve thought about the real estate angle as well. 
You got young people. Do they want to buy a home? 
One of their driving incentives is they can write off 
the mortgage interest and real estate taxes.  Yeah, you 
can still do it, but are you going to reach that $24,000 
threshold, and what is now the incentive to buy that 
property if you can’t itemize your deductions?

O’Leary: This bill is a big, lack of a better term, mid-
dle finger to the blue states. I mean it’s really — when 
you talk about second homes and high mortgage 
interest and state tax deductions—you think of New 
York and California right off the bat. Two very Dem-
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ocratic states. When you look at what they did to the 
bill, you can’t say it’s not political.

Drislane: To me, one of the big mistakes that could 
have been made is to owe New York state when you 
file your return for 2017 and pay that balance in April. 
In effect, they’ll get no deduction for that, so why not 
try to do a good job of projecting prepaying tax?  A lot 
of our clients, some of our wealthier clients, wanted 
to prepay the next year’s tax.

What about the deductibility of interest expense 
with businesses?

Wetzold: There’s a new provision out as part of the 
tax reform whereby business interest expense is now 
limited to 30 percent. There is a benefit for small busi-
nesses with annual gross receipts of the previous 30 
years of less than 25 million, for which that provision 
doesn’t apply.

On the individual side, again, mortgage inter-
est deduction wasn’t eliminated, but the depth in 
which you can take that mortgage interest has now 
been reduced from $1.1 million to $750,000. So, there 
might be some people who can’t take the mortgage 
interest deduction.

Collura: There’s an election - out for certain real estate 
companies on that business interest expense.

Drislane: We have a lot of car dealerships and there’s 
also a nice exemption for floor planning and interest, 
so that’s a good thing.

On the personal side, something I think is signif-
icant is home equity. They took it away in 2018, and 
unless you can refinance and use tracing rules, you 
got a problem there. They allow you up to a hundred 
thousand of home equity indebtedness.

Let’s say I had a mortgage on my own and then I 
borrowed a hundred thousand to renovate the roof 
or do some type of enlargement or renovation of the 
home, that’s a legitimate use of those home equity 
funds. If I refinanced that debt, I think that you could 
trace that debt to acquisition indebtedness and com-
pletely deduct it in 2018 as mortgage interest. That’s 
where tracing is: What did you do with the use of the 
funds you borrowed?

How about the changes in depreciation, especially 
bonus depreciation, and the new limits on those?

Goca: Under the old law, bonus depreciation was in 
the process of being phased down. Bonus deprecia-
tion is where you could elect to take 50 percent of the 
cost of certain assets that you acquired and placed 
in service in the current year. You could write off 50 
percent of that, plus normal current year deprecia-
tion on that.

What changed is, starting Sept. 20, 2017 and before 

Jan. 1, 2023, you can elect to take 100 percent of the 
cost of a new asset.

It doesn’t actually have to be new, which is a change. 
You can elect to write off 100 percent of that cost of 
the asset in the year that you acquire it and place it 
in service. You can elect to still use the 50 percent, if 
you choose to, but the 100-percent option is there.

New York state doesn’t follow bonus deprecia-
tion rules. So, as a result, New York will probably still 
require that add back, and then you recalculate the 
depreciation for New York state tax purposes.

Did you see anything that was piggybacked, and 
not tax related in this?

O’Leary: Honestly, it was probably the first time I’d 
ever seen something going on socially in the world 
that really impacted a bill. The Democratic senator 
from New Jersey got in and kind of back channeled —
all related to the #MeToo movement. Companies are 
no longer allowed to write off expenses related to sex-
ual harassment claims that include a non-disclosure 
agreement.

What else is in the bill we haven’t talked about?

Wetzold: You want to keep in mind that a lot of these 
onerous individual provisions, especially the itemized 

deductions, sunset in 2025. It’s something you need 
to keep in mind, especially when people talk about 
converting from C to S and stuff like that, some of it 
sunsets in 2025 and reverts back to tax law that was 
in effect in 2017. It’s not all permanent.

Drislane: As a father of three trying to raise children 
and trying to educate them, college tuition is unbe-
lievable. One thing I like about the law is a positive 
change in the child tax credit. I think children under 
the age of 17 used to be $1,000 credit per child. Now 
it’s doubled to $2,000. Even bigger is that the phase 
out of the credit now goes from $110,000 to $400,000, 
if married. It’s going to open up that credit.

Collura: The other good thing they did was with the 
529 plan. They allow it to be used for something other 
than college education now. Now, you can create a 529 
to fund the elementary and high school education. 
That will encourage some savings and you could end 
up with those funds accruing on a tax-free basis. It’s 
another planning tool for families. I think it will help 
some of the private institutions and charter schools 
continue with their enrollment efforts.

O’Leary: There’s a ’19 provision for alimony. You’re 
grandfathered in as long as you have a separation 
agreement in place. If it enters into 2019, the deduc-
tion for the alimony that you’re paying is no longer 
deductible, and the income from the recipient is no 
longer taxable. The IRS said that they didn’t have the 
ability to trace the deduction to the income, which is 
shocking, because the recipient’s social security num-
ber is on the tax return. This means that if in 2019 you 
revise your agreement and make significant changes 
to it, there’s a chance that you might now fall into the 
category of not having it be deductible.

Any final thoughts before we close?

Collura: It sounds self-serving, but if people are mak-
ing big financial moves, they probably should talk to 
a CPA before they do that. A simple transaction that 

they would have done in the past may have quite a 
different tax implication than they’re thinking about.

Drislane: The law is so significant, all the changes, 
and you’ve got to be patient. I think we’re going to see 
more legislation. You’re going to see fighting on the 
SALT issue. Gov. Cuomo was up in arms. He’s going to 
change the way New York taxes their residents.

I don’t think people are just going to sit tight 
here. I think all these changes are going to bring 
to light certain other issues, like charities getting 
hurt. Maybe we will see some legislation that kind 
of adjusts some of the inequities that may be found 
as we’re evolving.

TRANSCRIPT LIGHTLY EDITED FOR SPACE AND CLARITY.

TABLE of  EXPERTS FEDERAL TAX REFORM A D V E R T I S I N G  S U P P L E M E N T

Thank you to our participants

ROBERT DRISLANE, CPA, Tax Shareholder at Teal, Becker & Chiaramonte.

“There’s a set of rules, the IRS wants you to take a fair 
salary for your services. That’s always been a point of 
contention ... Under this new qualified pass-through 
deduction, the more passive you are, the better result you 
get from a tax standpoint.”

TMT B C Teal, Becker & Chiaramonte 
CERTIFIED PUBLIC ACCOUNTANTS & ADVISORS


