
January 16, 2019: Here are some changes and issues you need to know about.   

• Partnerships and S corporation returns are generally due March 15th.  

• 1099’s must be filed by January 31, 2019, for 2018 for your business and certain rentals. The California supreme 

court has restricted the use of independent contracts that should be employees.  

• Foreign asset reporting. You must report overseas assets owned by business and individuals. 

• If you receive 1099’s or K-1’s from investments in 2018, we may plan to extend your return in case these 

documents are corrected/amended after the original filing deadline as is common.  In some cases, these 

amended forms can be vastly different and create additional costs in amending your tax returns.  

• Plug-In vehicle credit ends in 2019. 

• Solar Credit is reduced from 30% to 26% at the end of 2019. 

• ROTH-IRA conversions can no longer be “undone”. Be cautious when converting.  

• Mortgage interest form 1098 reporting; This form includes loan balances at beginning of year and the date loan 

originated and therefore the IRS is expanding mortgage interest audits using this additional information being 

provided on the 1098 form (see section below-deductible home mortgage interest).  

• “Kiddie tax” we now use trust rates rather than parent’s rate for unearned income. (California doesn’t follow) 

• Charitable deduction limit increased from 50% of adjusted gross income to 60%. 

• Charitable deduction requires substantiation as in prior years. All charitable receipts must say “no goods and 

services received”. IRS is targeting large noncash donations and out of pocket expense be sure to have letter.  

• Age 70 ½? You can make cash donations to IRS approved charities out of your IRA’s and can use your 

RMD for these types of donations.  There is an annual limit of $100,000 for these types of donations.  

• Age 70 ½? You need to begin taking required minimum distribution (RMD) from your IRA’s. 

• Individual health insurance mandate penalty (Obamacare) is eliminated for 2019-2025. This means for 2018 

tax returns, I will still need to verify your health insurance coverage when preparing your tax return and calculate 

the penalty if applicable.  

• Capital gains rates remain at 0%, 15% and 20% depending on your adjusted gross income.  

• Investment tax on net investment dividends and net capital gains remains at 3.8% for certain income levels.   

• Miscellaneous itemized deductions subject to 2% are suspended and not deductible for 2018 through 2025. 

Miscellaneous itemized deduction not subject to the 2% phaseout are still deductible and remember, both types 

of deductions are still allowable on your California tax return.  

• Medical expenses are deductible to the extend they exceed 7.5% of your adjusted gross income.  This 

percentage goes up to 10% for 2019 for federal returns. 

• Alimony payments under a divorce executed after 2018 will not be deductible or includible in income. 

• 2019 estate and gift exemption is $11.4 million. 

• Gift tax annual exclusion is $15,000.  

• Stock options or RSU’s?  New, you may be able to make an (83)i election to defer income for 5 years. 

California has not conformed.  

• Tax free distributions from 529 plans are expanded to allow a distribution for elementary or secondary school 

up to $10,000.  California has not conformed.  

• Tax deferred exchanges will only apply to real estate. However, we have a new tax deferral provision referred to 

as the opportunity zones.  This allows a deferral of gain from the sale or exchange of property if invested in these 

qualified opportunity zones.  Let me know if you would like to discuss further. California doesn’t follow.  

The Tax Cuts and Jobs Act became effective January 1, 2018 and is the largest tax reform in 30 years and all 
taxpayers will see major changes in their tax returns this year.  Each person’s tax situation is unique under the new law, 
but I can give you some broad details. The three main items affecting most of us are: (1) the Schedule A tax deduction is 
limited to $10,000 total; however, this limit doesn’t apply to business or rental property or home office business use 
percentage for self-employed; (2) employee business expenses and investment expenses are no longer deductible; and 
(3) the standard deduction is increased to $12,000 Single and $24,000 Married. Personal and dependency exemption 
deductions were eliminated and replaced with a family and child tax credit. Many taxpayers will pay less tax, however 
due to problems with the IRS’s publishing of withholding tables, many will be underwithheld on their paychecks.  

Home Mortgage interest: Interest paid on your home mortgage is deductible if you are the legal or equitable owner. 
The mortgage must be recorded or perfected by the property. Home mortgage interest is deductible to the extend the 
mortgage was used to acquire(buy), build or improve your home and your second home.  The new acquisition debt is 
limited to $750,000 for mortgage debt incurred from December 15, 2017 through 2025.  The limit for debt incurred before 



December 15, 2017 is $1,000,000. Don’t worry, if you need to refinance to change your rate and term after 12-15-17, 
your debt limit will still be grandfathered in under the $1 million limit. No deduction is allowed for equity borrowing. 
However, home equity debt used to acquire(buy), build or improve the home is deductible up to the above mortgage 
debt limits. Interest on debt used for personal use whether it’s a first, second or home equity loan is not deductible.  
California does still allow for up to $100,000 of equity borrowing. These acquisition debt limitations, noted above, do not 
apply to business and rental property debt.  If equity borrowing is used for business, investment or rental purposes an 
election can be made on your tax return to allow the interest to be deductible.  

A big “however” is that the new law is for Federal taxes only.  State taxes generally do not conform to these changes 
and California doesn’t follow the federal law for most of these changes.  In other words, I will need all the same 
information and documents I requested from you in prior years, because your state income tax return filings will allow 
your same deductions and Federal taxes will not allow all the same deductions. 

Businesses and rental real estate: You may have heard a lot of talk about the new deduction for “pass through” 
income. This new 20% Qualified Business Income (QBI) deduction for certain businesses begins for 2018.  The rules 
and calculations are quite complex, and each situation is different. This pertains to Sole Proprietors, S-corporations, 
LLCs and Partnerships (not C-corps). This deduction will be extremely valuable for those who qualify for it.  C 
corporations are now taxed at a flat 21%.  Choice of entity may be more important than ever with these new tax 
changes.  

Two things to keep in mind for the QBI deduction: 

• If your business is in the field of health, law, accounting, performing arts, consulting, athletics, financial services 
or brokerage, termed specified business, once you go over the limits listed below, you do not get a QBI 
deduction. If your taxable income stays below those limits, you will get the deduction regardless of whether you 
are a specified service business.  

• If Net Taxable Income (Earned Income plus Investment Income, Rental Income, taxable Social Security, etc. less 
Itemized Deductions) is more than $157,500 Single and $315,000 Married, then additional factors come into play 
to qualify for the 20% QBI deduction assuming you are not one of the specified businesses. 

Real estate rental; Only the net income(profit) from a qualified “trade or business” is eligible for this new deduction. A 
trade or business is generally any trade or business other than the business of performing services as an employee or a 
specified service trade or business (for specified service you are eligible for the deduction if your taxable income is 
below $157,500 as a single filer and below $315,000 as a married filer). The problem we are running into is that, the 
internal revenue code doesn’t define the term” trade or business” and the new IRS regulations for this business 
deduction tell us to refer to the internal revenue code to determine if the business is treated as a trade or business for 
this deduction. Clear as mud, right? 

However, there are many court cases that interpret the term for trade or business in a broad range of industries, 

including real estate. We will need to discuss each property on a case by case situation and apply the court cases to 

help you make this determination. Generally, the IRS says rental real estate income will not qualify for this deduction 

except in the case a property rented to a related trade or business under common control or in the case where a rental 

property becomes a “trade or business”. This can be a double “edge sword” and here is why. If you have a profitable 

business that qualifies for this deduction and you have a rental property that also qualifies as a business and is reporting 

a loss, this loss reduces your net business income and thus your 20% deduction is reduced. (IRS issued safe-harbor 

subsequent to this date of this writing) 

Other Business Items:  

• Business entertainment is no longer deductible. Business meals continue to be deductible at 50%. (California 
still allows 100% of business entertainment) 

• Bonus depreciation increased to 100% and now applies to used as well as new property.  

• Section 179 first year expensing has increased to $1 million.  

• New restrictions on deducting business losses incurred by certain taxpayers and deducting NOL’s (California 
doesn’t follow). 


