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CSEA Client Tax Newsletter – 2018 Tax Season        
  

Dear Client: 

This newsletter contains useful information and guidance about the new tax laws as well as how best to manage 
your tax records. Don’t procrastinate with your taxes! Waiting until the last minute may cause you to overlook 
potential tax savings and could increase your risk of making an error. You can also use the tax preparation 
checklist included in this letter to help you review your income and expenses for the year and collect the necessary 
documentation. I’m happy to answer your questions on these topics and other tax-related matters. Please call my 
office to schedule your appointment.  I look forward to seeing you soon! 

 

How Are You Selected for an Audit? 

If you have ever been selected for an audit by the IRS, you may have felt yourself to be a victim of pure bad luck. 
But the method by which the Service chooses taxpayers for audit is a much more rational process than sheer luck.  

First off, it’s important to note that selection for audit is not an accusation by the Service. Audits are the way the 
IRS has of ensuring that taxpayer information is correctly reported, and that the taxpaying public remains 
compliant with the law. It is a necessary function for an efficient tax system.  

In general, there are two main methods by which a taxpayer can be chosen. First, the Service will select returns 
based on complex statistical formulas. For instance, they will often examine returns with certain kinds of 
transactions or situations and compare them with norms for similar returns. These norms are developed by what 
is termed the National Research Program. This program, based on comprehensive examination of taxpayer data, 
gathers information from taxpayers, and is vital in developing a statistical approach to audit selection. A simple 
example might be: You report charitable deductions of $5,000 on your return. The Service may compare your 
amount of charitable deduction claimed with the mean amount of contributions in your geographical area. If your 
deduction is outside of the mean in a statistically meaningful way, you may be a candidate for selection.  

Second, a taxpayer’s return can be selected based on related audits. In other words, someone or some entity that 
shares a taxable transaction with you is being audited, and the transaction involves issues that are relevant to your 
return. A typical transaction in this vein might be one between a partnership and a partner.  

Whether the Service selects your return for audit based on statistical data, or by related examination, always be 
prepared to verify your income or deductions with the best evidence available to you. The auditor may ask for 
specific documents like receipts, bills, cancelled checks, legal documents, loan agreements, logs or diaries, medical 
or dental records, theft or loss documents, employment documents, or schedule K-1. Always deal with Service 
employees with reasonableness and courtesy. Be as prompt as possible when responding to an auditor’s request. 
Despite the hysteria often portrayed in the media, the vast majority of auditors strive to apply the law fairly.  

Once the auditor’s examination of your data is complete, the audit can conclude in one of three ways. One, and the 
most preferred in most cases, is a No Change. Here, the Service has reviewed all the substantial issues of your 
return and the audit has resulted in no changes being proposed. Second is Agreed. This is a situation where the 
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audit results in proposed changes, and you agree with the changes. Third is Disagreed. This result arises when 
there are proposed changes, and you disagree with the changes. If this is the result, you can request a conference 
the auditor’s manager, or you can file an appeal.  

If you are currently being audited and need help, please contact me. As an Enrolled Agent (EA), I am especially 
qualified to deal with IRS problems including both audit and collections. 

 

Changes to the Alternative Minimum Tax Under the New Tax Law 

The promise of repeal of the Alternative Minimum Tax, or AMT, was not realized when the dust settled on the Tax 
Cuts and Jobs Acts, signed into law on December 22, 2017. But under the new law, effective beginning tax year 
2018, the AMT may have lost some of its bite.  

So, what is the AMT, and why can it be so problematic? Essentially, the AMT is a separate tax system that does not 
allow certain types of tax-advantaged transactions. Tax nerds and policy wonks refer to these items as preferences 
and deferrals. Then, the method applies its own tax rates to Alternative Taxable Minimum Income. When your 
calculated tax under AMT is higher than the regular tax, you pay the AMT instead.  

The first iteration of the AMT was established by the congress in 1969, and was designed to affect only a handful of 
very high-income taxpayers. But after years of inflation, more and more middle-income taxpayers found 
themselves paying the AMT. But despite all the hoopla surrounding the question, this amount was still only around 
3 percent of households in 2017.  

In a nutshell, here’s what’s new about the AMT under the new law: With the old law, the 28 percent maximum rate 
kicked in when AMT Income exceeded $187,800 for Married Filing Joint, and $93,900 for everybody else. Under 
the new law, the 28 percent AMT rate comes into effect when Married Filing Joint exceed $195,500, and all others 
exceed $95,750. In addition, the AMT exemption amount, which reduces AMT income, is significantly higher under 
the new law. For 2018, the exemption amounts are $109,400 for Married Filing Joint, and $70,300 for others. There 
are high income phaseout thresholds applicable, but even those have been significantly increased – $1,000,000 for 
Married Filing Joint and $500,000 for others.  

In addition, changes to the way itemized deductions work, like the limitation on state taxes you can deduct, will 
affect the AMT calculation.  

As a result, it is anticipated that middle-income taxpayers on the high end of the curve will benefit from these 
changes. The takeaway message here is that if you are a middle-income taxpayer who has paid AMT in the past, 
you may end up paying none, or maybe a reduced amount under the new Tax Cuts and Jobs Acts as it applies to this 
filing year. Consult me for all the juicy details that apply to your particular case. 

 

New Rules for the Kiddie Tax 

If you have children with unearned or investment income, you know that the Kiddie Tax is not kid stuff. Originally 
conceived to discourage parents from shifting investment income to their child’s tax returns at lower tax rates, the 
so-called Kiddie Tax applies to investment income or unearned income of a child under the age of 19 or a full-time 
student of 24.  

The concept created a structure where a child’s unearned income is taxed at the parent’s rate. Parents would have 
to decide whether to file returns for their minor children, or elect to report the money on their own returns. Minor 
children who had sales of securities had no choice but to file a separate return.  But now, the rules surrounding the 
kiddie tax have been modified. The new law restructures the kiddie tax brackets, but leaves the rest of the rules 
intact. Under the old rules, the child could earn up to $2,100 in unearned income and be taxed at their own lower 
rates. It was the amounts over $2,100 that would be taxed at the parent’s highest rates.  
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Under the new law, amounts above $2,100 are based on how the tax rates apply to estates and trusts. Now, the 
child’s return is decoupled from the parent’s return. With this in mind, amounts between $0 and $2,550 will be 
taxed at 10 percent. Amounts between $2,550 and $9,150 will be taxed at 24 percent. Amounts from $9,150 to 
$12,500 will be taxed at 35 percent. And amounts over $12,500 will be taxed at the highest rate of 37 percent.  

Practically, the new law will seem to discourage children from accumulating money in excess of $12,500. However, 
the changes could be beneficial for high-income parents in the highest individual bracket. They can shelter more of 
their children’s income at lower rates along the tax-bracket chain.  

A family with a child earning over $12,500 in unearned income should consult me to determine if there is a way to 
lower the child’s tax. 

 

Understanding the Qualified Business Income Deduction 
Tax reform has introduced an extraordinary type of deduction that is truly exceptional and historically 
unprecedented in tax theory. The Qualified Business Income Deduction, referred to as the QBI deduction is a new 
concept in the field of taxation. The law, defined under IRS code section 199A, is a deduction not founded on 
expenditures paid, but on income received - the exact opposite of what even seasoned taxpayers are used to 
considering! 

Essentially, Qualified Business Income, or QBI, is the net income of a trade or business that operates as a pass-
through entity. (There are some exceptions to this basic understanding that for simplicity’s sake we will not 
consider here.) The IRS defines a pass-through entity as a trade or business that is not a C Corporation. That means 
it applies to partnerships, S Corporations, estates, trusts, and even sole proprietorships. Also included are limited 
partnerships and real estate investment trusts.  

Conceived as a method, albeit a somewhat clumsy one, to align non-corporate tax rates with the reduced 21 
percent rate for C Corporations, the deduction can be a very potent method for reducing tax for non-corporate 
owners. Remember, an expenditure-based deduction requires an actual disbursement of money. For instance, a 
deduction for supplies requires you to write a check for supplies. A deduction for interest paid on a mortgage, 
requires you to incur a mortgage. But the QBI deduction does not require an outlay for anything! In fact, the greater 
your QBI, the potentially greater your deduction can be! This opens up the landscape to an unlimited number of 
new and multifaceted planning strategies and opportunities.   

Basically, the deduction works in the following manner: The lesser of 20 percent of a taxpayer’s QBI compared to 
the individual’s taxable income on their Form 1040 is deductible against total income. This simple formula will 
work for the majority of taxpayers; however, there are limitations and restrictions that can make the calculation 
much more complicated. These limitations and restrictions include: the taxable income limitation; the specified 
service trade or business limitation; the W-2 and qualified business property limitation; if you have no QBI; or if 
you are an offshore entity.  

Let’s consider the taxable income limitation. A taxpayer is not subject to this limitation unless their taxable income 
exceeds the thresholds of $315,000 for Married Filing Joint, or $157,500 for all others. After this, limitations are 
phased in until the taxpayer’s taxable income hits $415,000 and $207,500 respectively. After this the limitations 
operate in full, and they are based upon all qualifying wages paid by the taxpayer, and any qualified business 
property the taxpayer owns.   

The restrictions arising from the operation of a Specified Service Trade or Business, SSTB, are widely 
misunderstood. SSTBs are essentially service-related businesses. Think health professionals or financial 
professionals. It’s true that SSTBs are excluded from taking the deduction, but only when their income exceeds the 
taxable income limitations discussed above. That means that the majority of SSTBs will be able to claim all or part 
of the deduction! See “What Qualifies as a Specified Service Trade or Business?” in this edition.  
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Please call me to discuss how the QBI deduction will affect you, and to take advantage of the variety of approaches 
that can help to maximize this potent new deduction in the law. 

 

What Qualifies as a Specified Service Trade or Business? 
As a component of recent tax reform, the congress enacted a special 20 percent deduction for pass-through entities 
like partnerships, S Corporations, estates, trusts, and even sole proprietorships. This is known as the Qualified 
Business Income Deduction and is defined under IRS code section 199A. But Specified Service Trade or Businesses, 
often referred to SSTBs, are considered an exception under the law, and only qualify for the special deduction 
under certain strict conditions.  

Essentially, an SSTB is defined as a commercial enterprise that provides work performed in an expert manner by 
an individual or team for the benefit of its customers. The typical service business provides intangible products 
such as accounting, banking, consulting, cleaning, or landscaping, or any trade or business where the principal 
asset of the business is the reputation or skill of one or more of its owners or employees. This definition specifically 
excludes engineering and architecture.  

However, the restrictions that apply to SSTBs are widely misunderstood. Principally, the restrictions only begin to 
apply when the taxable income of an SSTB owner hits $315,000 for Married Filing Joint, and $157,500 for all 
others. Until then restrictions to the QBI deduction formula do not apply to SSTBs at all. That means that most of 
you who are owners of SSTBs will receive the deduction in full, if all other requirements are met! If your taxable 
income falls between $315,000 and $415,000 for Married Filing Joint, and $157,500 and $207,500 for all others, 
you can still get the deduction, but it is limited based on a formula that incorporates your total W-2s paid, and the 
amount of Qualifying Business Property you own. However, when your taxable income exceeds $415,000 and 
$207,500 respectively, your deduction is excluded.  

As a result, careful tax planning can really make a difference here. Please contact me to discuss how a variety of 
strategies can maximize your ability to take advantage of all aspects of the new law. 
 
 

Tax Checklist 
This form is to assist you in gathering your income tax information.  Use it as a guide for 
information you need to provide.  Please call or email with any questions. 

GENERAL INFORMATION   
□ First, middle initial, and last names of taxpayers and dependents as written on the Social Security cards. 

□ Dates of birth for taxpayers and all dependents, especially new dependents. 

□ Address (city, state, and zip), telephone number, and e-mail address. 

□ Marital Status:  Single ___  Married ___  Head of Household ___  Separated ___  Registered Domestic Partners ___ 

□ Number of Dependents: ___ Did any dependents have any income?  Yes ___ No ___ 

□ Did all dependents live with you for 6 months or more? Yes ___ No ___           
 
FOREIGN INCOME  
• Did you receive a distribution from, or were you a grantor or transferor for a foreign trust?  

• Did you have a financial interest in or signature authority over a financial account located in a foreign country?  

• Did you have any foreign financial accounts, foreign financial assets, or hold interest in a foreign entity? 
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TYPES OF INCOME & TAX REPORTING FORMS 
□ Wages: All W-2s 
□ Pensions/Retirements: 1099-R 
□ Social Security: SSA-1099 
□ Bank Interest: 1099-INT 
□ Dividends: 1099-DIV 
□ Commissions: 1099-MISC 
□ Tips and Gratuities  
□ Affordable Care Act Reporting: Form 1095-A 
□ Sales of Stock, Mutual Funds: 1099-B  

□ Income from Rentals: All 1099-MISC 
□ Business Income: All 1099-MISC & 1099-K 
□ Farm Income 
□ Alimony Received: Total amount 
□ Unemployment: 1099-G 
□ State Tax Refund: 1099-G 
□ Miscellaneous: Jury Duty, Gambling, Other 
□ K-1 forms from Partnership, S-Corporation, or Trust 

 
BUSINESS INCOME & EXPENSE ITEMS – If you don’t see an expense listed below, please ask.  
Total (Gross) Income 
□ Advertising 
□ Asset Purchases 
□ Auto:  Parking &Tolls 
□ Bank/Credit Card Fees 
□ Business Phone Expense 
□ Business Vehicle:   

____Auto 
____Date Placed in Service 
____Business Miles  
____Total Miles  

□ Cell Phone Expense 
□ Cleaning/Maintenance 
□ Commissions Paid 
□ Contractors/Subcontractors 
□ Dues & Publications 

□ Education Expense 
□ Equipment/Supplies 
□ General Office Expense 
□ Hotel/Travel Expense 
□ Insurance 
□ Interest Paid 
□ Legal or Professional Fees 
□ License Fees/Taxes Paid 
□ Meals/Entertainment 
□ Postage  
□ Rent/Lease Fees Paid 
□ Repairs 
□ Tools 
□ Utilities 

 
ADDITIONAL ITEMS FOR RENTAL PROPERTIES 
□ Days Rented ____    □ Room Rentals (in home)  □ Vacation Rental 
□ Condo/PUD Association Fees  □ Mileage/Travel   □ Keys/Other 
□ Gardening/Yard Work   □ Mortgage Interest   □ Property Tax 
□ Management Fees    □ Termite Treatment   □ Utilities 
 
DEDUCTIONS/CREDITS TO INCOME 
□ Adoption Expense     □ Medical Savings Account (5498-SA/1099-SA) 
□ Alimony Paid*     □ Moving Expenses 
□ Child Care Expenses: ____Provider Name  □ Penalty on Early Savings Withdrawal  

____Phone Number ____EIN ____Amount Paid □ Retirement Contributions (not through employer) 
□ Education Expenses      □ Self-employed Health Insurance 
□ IRAs/Keogh/SEPs (Form 5498)   □ Teacher Expenses  
* Total Alimony Paid:  Must have name and Social Security number of recipient, and amount paid. 
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ESTIMATED TAXES PAID 
Date of payment and amount paid for each Federal and State quarterly tax estimate. 
 
HEALTH CARE INFORMATION 
□ Did you have qualifying health care coverage (employer group plan coverage or government-sponsored coverage) 

for every month of 2016 for you, your spouse and all members of your family as claimed on your tax return?  
□ Did you or anyone in your family qualify for an exemption from the health care coverage mandate?  
□ Did you acquire health care coverage through the Marketplace under the Affordable Care Act? If yes, provide 

Form(s) 1095-A and 1095-C. 
□ Did you make any contributions to or receive distributions from a Health Savings Account, Archer MSA or 

Medicare Advantage MSA? 
 

ITEMIZED DEDUCTIONS: 

MEDICAL  
□ Medical & Dental Bills    □ Lab Fees 
□ Prescriptions     □ Medical Miles    
□ Glasses/Contact Lenses or Hearing Aids  □ Out-of-pocket Expenses  
□ Medical Insurance Premiums ____Medical ____Dental ____Long-term Care     
 

TAXES & INTEREST  
□ Local Tax (found on previous year’s return) □ Mortgage Interest    
□ Sales Tax      □ Mortgage Insurance Premiums   
□ Real Estate Tax     □ Investment Interest 
□ Personal Property Tax (Vehicle License Fee)  
 
CHARITABLE CONTRIBUTIONS 
□ Cash Contributions *     □ Out-of-pocket Volunteer Expenses  
□ Non-Cash Contributions **    □ Charitable Miles 
□ IRA RMD Charitable Distribution   □ Other 
* Documentation required.  
** Donation dates, list of items donated with Fair Market Value for each non-cash donation to a Charitable 
Organizations are needed. 
 
ADDITIONAL TAX DOCUMENTS 
□ Completed Organizer    □ Signed Engagement Letter   
□ Year-End Broker Statements    □ Notices Received from IRS or FTB 
□ HUD Statement (for each home sold, purchased or refinanced)  
 
IDENTITY THEFT 
Did you receive an Identity Protection PIN from the Internal Revenue Service or have you been a victim of identity 
theft? If so, please provide the IRS letter. 
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