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TAX REFORM CHANGES MAY AFFECT HOW YOUR PLAN DETERMINES COMPENSATION
 By Ascensus Retirement Specialists 
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and technology. With more than 35 years of experience, 

the firm offers tailored solutions that meet the needs of 

asset managers, banks, credit unions, state 

governments, financial professionals,  employers, and 

individuals. 

Watch Ascend 2018 from Ascensus Oct 8 – 10 online 

with 13 webinars only from BankersHub

Visit Ascensus: https://www2.ascensus.com/

Email: lynn.hunsaker@mopartners.com 
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BankersHub was founded in 2012 by Michael Beird and

Erin Handel, 2 Financial Services professionals
dedicated to educating and informing banks, credit

unions, solution providers and consultants in the U.S. and
worldwide. BankersHub delivers best practices, research
insights, opinions, economic trends and consumer views

through online web education, virtual events and
conferences, live streaming activities, custom training
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ow is your plan’s definition of compensation holding up in the wake 

f the Tax Cuts and Jobs Act (TCJA)? Changes to income brought 

bout by this law could have a negative impact on your retirement 

lan’s operations if you’re not ready for them. The good news is that 

ou have time to review what they are and make any necessary 

djustments to your compensation definition before the plan year 

nds. 

our plan’s definition of compensation, outlined in the plan’s 

ocument, is what drives contribution amounts, contribution 

llocations, and nondiscrimination testing. It should specify certain 

lements of income that are either included or excluded when 

alculating contribution amounts, particularly with self-employment 

nd partnership income. Wrongly including or excluding these 

lements can be time-consuming and expensive to correct under both 

he IRS’ and Department of Labor’s audit programs. 

hat’s why conducting a self-audit of compensation—and making 

ecessary adjustments—is crucial to avoiding operational errors and 

ostly corrections. It’s a good idea to regularly verify that a plan’s 

efinition of compensation matches the plan’s administration to help 

nsure that, ultimately, the correct deferral and matching contributions

re being made. This is even more important with the passage of the 

CJA late in 2017. The following is a high-level explanation of two of 
)

ement plan.
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Qualified Moving Expense Reimbursements Included as Income 

One provision of the TCJA that could affect the determination of compensation for qualified plan 

purposes pertains to reimbursements for moving expenses. Effective after December 31, 2017, the 

TCJA eliminated the ability for employers to deduct reimbursements to employees for qualified moving 

expenses, as well as the ability for employees to exclude those reimbursements from income. 

Before 2018, the Internal Revenue Code (IRC) allowed employees who incurred qualified moving 

expenses that were reimbursed by their employer to exclude those reimbursement amounts from their 

adjusted gross income.In addition, employers were allowed to deduct those reimbursement amounts 

from their employment taxes. But for tax years 2018 through 2025, the deduction and exclusion for 

moving expenses is suspended under new IRC Sections 132(g) (2) and 217(k). During this time, 

employers must include any reimbursements for moving expenses on the employee’s Form W-2, Wage 

and Tax Statement. Thus, reimbursements for moving expenses are reported as income to the 

employee. This may be counted as part of an employee’s eligible compensation, depending on the 

plan’s definition of compensation. 

Plan sponsors should review their plan’s definition of compensation, as they may need to change the 

payroll system to reflect whether the moving expense component of income is included or excluded for 

plan purposes. 

Potential Deduction for Pass-Through Income Business Owners 

Another provision of the TCJA that could affect compensation for qualified plan purposes relates to 

businesses that generate pass-through income for the business owner. Effective for tax years 2018 

through 2025, some of these business owners are allowed to potentially deduct up to 20 percent of their 

qualified business income, subject to limitations and phase-out ranges. Prior to 2018, a deduction like 

this wasn’t allowed. 

Because pass-through business owners are taxed at their personal income tax rate rather than the 

corporate rate, this new deduction may have an impact on how their compensation is calculated and, 

consequently, the amount that they can contribute to the plan. 

On August 8, 2018, the U.S. Treasury and the IRS issued lengthy proposed regulations implementing 

the 20 percent pass-through deduction for owners of sole proprietorships, partnerships, trusts, and S-

corporations. At this time, it’s not fully known how this deduction will be addressed on 2018 tax forms, or 

how it will affect the net income from self employment calculation for owners of pass-through business 

entities. 

Generally, if a business owner determines that he or she qualifies for the deduction, and the business 

owner’s taxable income is $315,000 or less for the tax year (for married joint filers; $157,500 or less for 

single filers), the owner should be able to deduct the full 20 percent of qualified business income. 

Business owners should seek competent tax advice to determine if and how they can take advantage 

this new deduction. 
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As a plan sponsor for an employer that qualifies as a passthrough entity, you may need to make 

adjustments within your plan document to account for this potential deduction and its effect on your 

plan’s definition of compensation. 

Contact your plan’s consultant with questions about the impact the TCJA may have on your plan’s 

definition of compensation. 
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