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Disclaimer
This presentation and related materials are intended to provide timely information about complex 
tax laws. The information provided may change as a result of Internal Revenue Service 
interpretations, the promulgation of new tax regulations, technical corrections to, or judicial 
interpretations and rulings, of existing tax laws. This information is not intended to provide legal, 
accounting or other professional services and is provided solely for educational purposes. The 
information provided should not be used a substitute for professional advice. If professional 
advice or other expert assistance is required, the services of a competent tax professional should 
be sought.

Statutory and Regulatory references in the materials are to the Internal Revenue Code of 1986, 
as amended, or Treasury Regulations thereunder, unless otherwise noted.

The materials provided and presentation may not be reproduced in whole or part, without 
permission.



Agenda
• Overview of US Income Tax system

• Major Changes made by the TCJA
• Individual and Corporate Rates

• Qualified Business Income Deduction for Flow Through business owners

• Changes to Standard and Itemized Deductions (including Mortgage Interest)

• Enhanced expensing and depreciation provisions

• Limitation on deduction for business interest

• Changes to deductibility of meals and entertainment expenses

• Section 1031 like kind exchange changes

• Potential Lending and Housing Impact



Overview of US Income Tax system (pre-reform)

Individuals Businesses
Gross Income

Deductions

Taxable Income

From a Flow-through? 
(Pship, LLC, S-Corp)

Yes No

Federal Income Tax

Gross Income

Adjustments

Adjusted Gross Income

Standard/Itemized Deductions

Exemptions

Taxable Income

Applicable tax rates per brackets

Federal Income Tax 35%



The Major Changes
Missing from the graphic:

Misc. Itemized deductions
-Prior Law: Numerous deductions available 
provided they exceeded 2% of AGI
-New Law: No Misc. Itemized deductions 
available

Expensing and Depreciation Enhancements
-Section 179: Now $1M in costs and more 
types of property qualify
-Bonus Depr. – 100% deductible if acq. 
9.27.2017 - 12.31.2022. Decreases 20%
per year thereafter

Business Interest Limitation
-Interest Expense deduction limited to 30% 
of adjusted taxable income (EBITDA)

Like-kind exchanges (section 1031)
-Now limited to real property only 



US Income Tax system (post-reform)

Individuals Businesses
Gross Income

Deductions

Taxable Income

From a Flow-through? 
(Pship, LLC, S-Corp)

Yes No

Federal Income Tax

Gross Income

Adjustments

Adjusted Gross Income

Standard/Itemized Deductions

Exemptions

Taxable Income

Applicable tax rates per brackets

Federal Income Tax 21%

New Deduction 
of 20% of QBI

Increase in Credits to offset tax

Depr. increased
Interest Exp. limited



Mortgage Interest Deduction
• Terms Defined Under IRC 163(h)(3):

• Acquisition Indebtedness – any indebtedness which is incurred in 
acquiring, constructing, or substantially improving any qualified 
residence of the taxpayer, and is secured by such residence. 
(potentially includes some or all of 1st mortgage, home equity loan, or 
line of credit).

• Home Equity Indebtedness – any indebtedness (other than 
acquisition indebtedness) secured by a qualified residence…



Mortgage Interest Deduction
• Rule Under pre-Act Law:

• A taxpayer could deduct as an itemized deduction qualified residence 
interest, which includes interest paid on a mortgage secured by a 
principal residence or a second residence.

• The interest deduction was limited to the amount attributable to no 
more than $1,000,000 of acquisition indebtedness (married filing 
jointly, or $500,000 for married filing separately), PLUS the interest 
on no more than $100,000 of home equity indebtedness (married 
filing jointly, or $50,000 for married filing separately).



Mortgage Interest Deduction
• Rule Under New Tax Reform Act:

• For tax years beginning after December 15, 2017 and before January 
1, 2026, a taxpayer can deduct as an itemized deduction qualified 
residence interest, which includes interest paid on a mortgage 
secured by a principal residence or a second residence.

• The interest deduction is now limited to the amount attributable to no 
more than $750,000 of acquisition indebtedness (married filing 
jointly, or $375,000 for married filing separately).
• NOTE: NO mortgage interest deduction will be allowed for interest on home 

equity indebtedness. 



Mortgage Interest Deduction
• Rule Under New Tax Reform Act (cont.):

• Grandfather Exception: Debt incurred before December 15, 2017, is 
not affected by the reduction in mortgage loan amount and therefore 
the limits are still $1 million (MFJ) / $500k (MFS).

• Grandfather Exception: Debt incurred before December 15, 2017, 
but refinanced later, continues to be covered by the pre-Act law to 
the extent the amount of the refinanced debt does not exceed the 
amount of original acquisition debt being refinanced (i.e., remaining 
principal amount of amortized balance of acquisition indebtedness).  



Mortgage Interest Deduction
• IRS Examples Applying New Tax Reform Act (IR 2018-32):

• Illustration 1: In January 2018, John takes out a $500,000 mortgage 
to purchase a main home with a fair market value of $800,000.  In 
February 2018, he takes out a $250,000 home equity loan to put an 
addition on the main home. Both loans are secured by the main home 
and the total does not exceed the cost of the home. Because the total 
amount of both loans does not exceed $750,000, all the interest paid 
on the loans is deductible. However, if John used the home equity 
loan proceeds for personal expenses, such as paying off student 
loans, credit card debt, to purchase an RV, or go on a family vacation, 
then the interest on the home equity loan would not be deductible. 



Mortgage Interest Deduction
• IRS Examples Applying New Tax Reform Act (IR 2018-32):

• Illustration 2: In January 2018, Mary takes out a $500,000 mortgage 
to purchase a main home. The loan is secured by the main home. In 
February 2018, she takes out a $250,000 loan to purchase a vacation 
home. The loan is secured by the vacation home. Because the total 
amount of both mortgages does not exceed $750,000, all the interest 
paid on both mortgages is deductible.  However, if Mary took out a 
$250,000 home equity loan on the main home to purchase the 
vacation home, then the interest on the home equity loan would not
be deductible.  



Mortgage Interest Deduction
• IRS Examples Applying New Tax Reform Act (IR 2018-32):

• Illustration 3: In January 2018, Bob takes out a $500,000 mortgage 
to purchase a main home. The loan is secured by the main home. In 
February 2018, he takes out a $500,000 loan to purchase a vacation 
home. The loan is secured by the vacation home. Because the total 
amount of both mortgages exceeds $750,000, not all the interest 
paid on both mortgages is deductible. Only a percentage of the total 
interest paid is deductible.   



Mortgage Interest Deduction
• 2nd Mortgage, Second Lien Position, HELOC Inquiries:

Q: If a borrower had a first mortgage AND a HELOC prior to 12/15/17, would 
all the interest still be deductible under the new tax Reform Act, just as it had 
been under the old law?
A: If the HELOC was in place prior to the 12/15/17 date AND the HELOC was used to 
“acquire, construct, or substantially improve a qualified residence” and was secured 
by that same residence AND in conjunction with the first mortgage did not exceed the 
$1,000,000 limit, then YES, this interest would all still be deductible going forward 
under the “grandfather rules”, since the HELOC would meet the definition of home 
acquisition indebtedness. However, if the HELOC, even if in place before the 
12/15/17 date, was used to purchase a boat, RV, truck, pay off student loans, etc., 
then starting with the 2018 tax year the interest on the HELOC will NOT be deductible 
going forward. 



Mortgage Interest Deduction
• 2nd Mortgage, Second Lien Position, HELOC Inquiries:

Q: Would the timing of the origination of a 2nd mortgage, either at closing or a 
subsequent refinance determine if the corresponding interest is deductible?
A: In regards to this question there is a difference between a subsequent origination of a 2nd mortgage, second lien position or HELOC and/or a subsequent 
refinancing. In regards, to a subsequent origination of a 2nd mortgage, second lien position or HELOC, our thought is that even if this occurs 1 month or 5 
years after the primary mortgage origination, the interest could be deductible IF this subsequent financing is used for “acquiring, constructing, or 
substantially improving a qualified residence and is secured by the residence”…..essentially again meeting the definition of “Home Acquisition 
Indebtedness” since this would disqualify this second financing from being swept into the definition of “Home Equity Indebtedness.” However, how much of 
this subsequent origination would be deductible would depend on the use of a formula that the IRS put into the tax reform act and into the tax code. If this 
second tier of financing were to occur after December 15th, 2017 then the borrower would be required to subtract the original (primary) note amount from the 
new $750,000 limitation to see what, if any, interest deduction was still available. [i.e. – original note of $700,000 closed on December 1st 2017. 2nd

mortgage of $100,000 granted on January 5th, 2018 (assuming all this new 2nd will be used to substantially improve the qualified residence.) So the 
borrower would take $750,000 - $700,00 = $50,000, so the borrower would be able to take additional mortgage interest deduction on $50,000 of the 
$100,000 and $50,000 would be disallowed since it would be over the $750,000 cap]. In regards to a subsequent refinancing the new rules state that any 
refinancing that takes place after December 15th, 2017 will be “grandfathered” in under the old $1,000,000 limit as long as the amount refinanced does NOT 
exceed the amount of original acquisition debt being refinanced. (i.e. – if the original note was for $950,000 and in place before 12.15.17 and the borrower 
subsequently refinances after 12.15.17 but does not refinance for more than the principal amount remaining on the original acquisition debt [i.e. $875,000 
principal remaining] then they would still be able to take mortgage interest deductions on the remaining $875,000, even though this in excess of the 
$750,000 limit). However, if the refinance amount exceeds the principal amount remaining on the original acquisition debt (i.e, refinance amount is 
$975,000 and the principal amount remaining on original acquisition debt is $875,000), then the borrower only gets the grandfather privilege on the 
$875,000 and will get no interest deduction on the additional $100,000, since they are already over the new $750,000 acquisition debt limit.



Mortgage Interest Deduction
• 1098 Interest Statement Thoughts:

• Lender has responsibility to report ALL interest related to 1st

mortgages, 2nd mortgages, second lien positions, HELOC’s, etc. on a 
borrowers 1098 interest statement.

• Face of 1098 – Not typically evident what type of interest is included 
in the total shown and NOT lenders’ responsibility to differentiate 
what type of debt the interest relates to. 

• Borrower has responsibility to determine what portion, if any, of the 
interest reported on the 1098 is deductible in their personal tax return. 
(i.e., borrower would know if HELOC, 2nd Mortgage used for proper acquisition, 
construction, or substantial improvements to a qualifying residence, etc. )



Mortgage Interest Deduction
• Miscellaneous Items:

• Mortgage Insurance Premiums (MIP): Under the budget 
reconciliation bill passed in early February 2018, several tax 
provisions were extended, including the deductibility of MIP by 
borrowers. 
• NOTE: Due to 1098s having to be issued by the end of January 2018 and per the 

1098 instructions at the time, MIP should not have been included on the forms 
1098 to borrowers. However, with the extender bill passed, the IRS has since 
instructed lenders to issue corrected 1098s to include the MIP amount borrowers 
are now allowed to deduct for 2017 tax return purposes. 



Individual Provisions
• Tax rate changes

• H.R. 1 carries temporary tax rates of 10, 12, 22, 24, 32, 35, and 37 
percent after 2017. (Expire after 2025)
• Under prior law, individual income tax rates have been 10, 15, 25, 28, 33, 35, and 

39.6 percent.



Individual Provisions
• State and Local Income and Property Tax Limitations:

• For tax years beginning after 12/31/17 and before 1/1/2026, itemized 
deductions for state and local income taxes, state and local property 
taxes, and sales taxes are limited to $10,000 (MFJ, HH, Single) / 
$5,000 (MFS) in the aggregate.
• NOTE: This cap does not apply if the these taxes are incurred in the carrying on a 

trade or business or otherwise incurred for the production of income (i.e., rental or 
Sch. C business property taxes).



Individual Provisions
• Standard Deduction Increases:

• The standard deduction nearly doubled as the deduction increased to 
$24,000 for MFJ, $18,000 for head-of-household filers, and $12,000 
for all other individuals (indexed for inflation for tax years beginning 
after 2018). 
• NOTE: Prior to the Tax Reform Act, roughly 45% of individual filers itemized their 

tax deductions. It is anticipated that under the Tax Reform Act that only 10% of 
individual filers will itemize their deductions.

• NOTE: The idea for this increase was motivated by the desire to simplify the tax 
return filing process for many folks who filed individual tax returns.



Individual Provisions
• Many Itemized Deductions and “Above-the-Line” Deductions 

eliminated, limited, or modified
• Impact to Itemized Deductions:

• Eliminated: (1) Personal Casualty (except in federally declared disaster areas) and Theft 
Losses; (2) Miscellaneous Itemized Deductions Subject to 2% Floor (See Future Slides)

• Limited: (1) Home Mortgage Interest (see previous slides); (2) State and Local Income 
Taxes (see previous slides)

• Modified: (1) Charitable Contributions; (2) Medical Expenses; (3) Gambling Losses

• NOTE: The “Pease Limitation”, which was an overall limit on itemized deductions was 
suspended by the Tax Reform Act.

• NOTE: All of these eliminated, limited, or modified provisions are set to expire for tax years 
beginning after 2025.



Individual Provisions
• Many Itemized Deductions and “Above-the-Line” Deductions 

eliminated, limited, or modified (cont.)
• Impact to “Above-the-Line” Deductions:

• Eliminated: (1) Alimony (for post 2018 divorces and certain modified prior year 
agreements); (2) Tuition and Fees; (3) Domestic Production Activities Deduction (DPAD)

• Mostly Eliminated: (1) Moving Expenses

• Unchanged: (1) Student Loan Interest; (2) HSA Deductions; (3) IRA Deductions; (4) 
Deduction for Self-employed Taxpayers (SE Tax, SE Health Insurance, etc.)



Standard Deduction vs. Itemized Deductions
Standard Itemized

Prior to TCJA
As much as 50% of all taxpayers 
were itemizing deductions in 
years prior to 2018



Standard Deduction vs. Itemized Deductions
Standard Itemized

After TCJA
Some estimate as little as 8% of 
taxpayers will realize a benefit 
from itemizing their deductions. 
For those that continue to 
itemize, a tax increase is likely.





Loss of Miscellaneous Itemized Deductions

• Employees keeping track of 
unreimbursed job related expenses such 
as:
• Travel away from home including lodging, airline 

tickets, car rental
• Parking fees, tolls, and transportation not including 

daily commute
• Vehicle expenses (actual or mileage)
• Meals & Entertainment
• Professional dues, subscriptions, & publications
• Employment-related educational expenses

• Any Taxpayer deducting:
• Investment Expenses
• Tax Return Preparation Fees
• Safe deposit box rental
• Fees paid to IRA custodian
• Expenses for the production of income
• Hobby losses to the extent of income

Who is directly impacted?



Impact of No Misc. Itemized Deductions
Who is indirectly impacted?

• Employers 
• Whether or not an employer has an accountable expense reimbursement plan, employees 

are much more likely to seek reimbursement after the TCJA
• While some expenses may be reimbursed and deducted by an employer, many sought after 

reimbursements may not be deductible
• Entertainment
• Business Meals (50% deductible)
• Meals provided for the convenience of the employer (50% deductible thru 2025 then 0% thereafter)
• Any expense for which the employee cannot provide substantiation or documentation

• Decisions about reimbursing more business expenses often influence compensation decisions
• The TCJA didn’t make any significant changes to compensation for private businesses, but the 

changes that eliminate employee business expenses from individual itemized deductions has 
encouraged many employees to request more of these expenses be reimbursed, which also leads to 
discussions about compensation adjustments in return.



Compensation Concerns
• Talent acquisition is extremely competitive
• Competition is leading to some “creative” compensation 

structures
• Aside from Reg. Z rules in Dodd-Frank, compensation issues can 

arise from:
• Complex commission formulas

• Expense reimbursements that the IRS would view as taxable wages

• Improper treatment of employees as independent contractors

• W2 reporting where compensation has been deferred improperly



Qualified Business Income (QBI) (Sunsets in 2025)
• Net income from a qualified trade or business, excluding:

• Guaranteed payments 

• (Note - W-2 wages received from an S-Corp as an employee are not included in QBI)

• Capital gains and losses

• Dividends

• Interest income (unless related to the active conduct of the business)

• Qualified PTP income, REIT dividends, cooperative dividends

• Certain items of foreign income 

• Amounts from annuities (unless related to the active conduct of the business)



Qualified Business Income, cont’d
• QBI deduction – Generally, up to 20% of QBI 

• Subject to limitations and phase-ins  

• The 20% deduction is a “below-the-line” deduction, reducing taxable 
income but not AGI. (Not an itemized deduction)

• Carryover of losses – If the net amount of the deductions for qualified 
trades or businesses is less than zero, then the loss will carryforward to 
the next year and will reduce the QBI deduction in the subsequent year



Potential Impact to Mortgage Industry
• Decreases in Property Values (esp. in high property tax jurisdictions)
• Increase in Property Values of homes currently under the national 

conforming limit of $453,100 
• Changes to underwriting and analyzing a borrower’s ability to repay
• A significant number of taxpayers will become indifferent to the 

mortgage interest deduction
• More pressure to revise compensation structures that may not comply 

with various tax rules regarding taxable compensation, accountable 
plan requirements, or improper deferred compensation arrangements 
to name a few. 



Potential Impact to Mortgage Industry
• More take home pay for would be 1st time homebuyers 
• Environment that persuades mobile individuals to move away from high 

cost urban areas
• Pressure on State and local jurisdictions to examine their revenue 

raising statutes and pass changes to adopt or dissent from federal 
changes



Online Resources and Tools
• https://www.richeymay.com/category/webinar/
• https://taxfoundation.org/2018-tax-reform-calculator/
• https://www.bloomberg.com/news/articles/2017-12-20/how-

the-tax-bill-will-affect-eight-american-families

https://taxfoundation.org/2018-tax-reform-calculator/
https://taxfoundation.org/2018-tax-reform-calculator/
https://www.bloomberg.com/news/articles/2017-12-20/how-the-tax-bill-will-affect-eight-american-families


Contact Info 

Kalen Richey
kalen@richeymay.com
303.253.7955

Or contact us at info@richeymay.com

mailto:kalen@richeymay.com
mailto:info@richeymay.com
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