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SENATE LAWMAKERS EXAMINE TAX REFORM’S
EFFECT ON SMALL BUSINESSES

The Senate Small Business Committee held a hearing on
expanding opportunities for small businesses through the tax
code. Senate lawmakers examined tax reform’s effect on small
businesses and discussed withesses’ proposals to address
ambiguity in the new tax code. Various provisions of the Tax
Cuts and Jobs Act (TCJA) were discussed among lawmakers
and witnesses. Specifically, Opportunity Zones under the TCJA
were of particular focus.

OPPORTUNITY ZONES

The TCJA created certain tax benefits for long-term business investment in Qualified Opportunity Zones,
which generally include economically distressed communities. Although the TCJA did not receive a single
Democratic vote, the Opportunity Zones program was generally based on a bipartisan bill sponsored by
Senators Tim Scott (R-S.C.) and Cory Booker (D-N.J.).

The TCJA’s Opportunity Zones program established tax incentives to spur business investment in these
low-income communities to produce economic growth. Investor tax benefits include:

1 atemporary tax deferral for capital gains reinvested in a qualified opportunity fund;

9 the elimination of up to 15% of the tax on the capital gain that is invested in the qualified
opportunity fund; and

1 the potential for a permanent exclusion of tax when exiting a qualified opportunity fund
investment.

"Opportunity Zones are the most innovative and ambitious federal attempt to encourage long-term private
investment in low-income communities in at least a generation," John Lettieri, president and CEO of Economic
Innovation Group, testified. However, "investors have yet to receive the formal guidance or regulatory clarity
needed to inform their decision-making," he added.

CLARITY/REPORTING METRICS

Witnesses told lawmakers that definitional clarity and proper reporting metrics for the Opportunity Zone
program are needed. Lettieri noted that Treasury has broad authority in determining Congressional intent for
defining key terms pertaining to Qualified Opportunity Zone business and investment. "These rules must be
designed with practical considerations and basic market flexibility in mind. If too narrow in scope or impractical
in nature, the rules would undermine the very purpose for which this incentive was created," Lettieri testified.

Additionally, John Arensmeyer, founder and CEO of Small Business Majority, stressed the importance of
measuring the program’s success. Those metrics should include evaluating success "based on the number
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of jobs created, where those jobs are located, employee wages and the number of businesses created,
particularly businesses formed by women or people of color," Arensmeyer told lawmakers.

TREASURY

Treasury Secretary Steven Mnuchin recently expressed his support for Opportunity Zones. "l couldn't be
more excited about the opportunity zones," Mnuchin said in an interview last week. "l think there's going to
be over $100 billion dollars in private capital that will be invested in opportunity zones," he added.

For more information about this article, please contact our tax professionals at taxalerts@windes.com or toll
freeat8 4 4 . 4 WI| (R42.898.6337).

2019 SDI RATE RELEASED

The EDD has released the 2019 State Disability Insurance (SDI) withholding rate. The rate for 2019 is

1.0% and the taxable wage limit is $118,371 for each employee per calendar year. The maximum to
withhold for each employee is $1,183.71.

In 2018, the rate was 1.0% and the taxable wage limit was $114,967, with a maximum to withhold of
$1,149.67.

For more information about this article, please contact our tax professionals at taxalerts@windes.com or
tollfreeat8 4 4 . 4 WI (R42.B98.6337).
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TAX REFORM CHANGES DEPRECIATION LIMITS ON
LUXURY AUTOMOBILES

The Tax Cuts and Jobs Act changed depreciation limits for passenger vehicles placed in service after
December 31, 2017. If the taxpayer does not claim bonus depreciation, the greatest allowable depreciation
deduction is:

$10,000 for the first year;

$16,000 for the second year;

$9,600 for the third year; and

$5,760 for each later taxable year in the recovery period.
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If a taxpayer claims 100% bonus depreciation, the greatest allowable depreciation deduction is:

9 $18,000 for the first year;

1 $16,000 for the second year;

1 $9,600 for the third year; and

9 $5,760 for each later taxable year in the recovery period.

This change applies to property placed in service after December 31, 2017.

For more information about this article, please contact our tax professionals at taxalerts@windes.com or toll
freeat8 4 4 . 4 WI (R42.B98.6337).
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CALIFORNIA CONFORMS TO NEW FEDERAL
PARTNERSHIP AUDIT RULES

California has conformed to the federal centralized partnership audit regime (CPAR), allowing the California
Franchise Tax Board (FTB) to conduct audits, make adjustments, and assess tax against the partnership
rather than the partners. Like federal law, the new regime applies to returns filed for partnership taxable
years beginning after 2017.

If partnership adjustments are made at the federal level, partnerships must report each partnership item
change or correction to the FTB, even if there is no change in tax liability, within six months of the date of
each final federal determination. This applies whether the partnership pays the tax or makes a push-out
election to have the reviewed-year partners pay the tax.

While California generally conforms to the federal CPAR rules, below are some of the key modifications:

9 Federal elections (such as the opt-out for small partnerships, push-out election, etc.)
are binding except:

Unitary apportioning partners must file an amended California return and separately
report and pay tax related to their share of federal adjustments; and

Partnerships that can show that the FTB’s collection ability will not be impeded can
apply to the FTB to make a separate California election;

9 Tiered and indirect partners must make all required reports and payments to the
FTB 90 days after the due date for complying with the federal reporting and payment
requirements (due for federal purposes 45 days and 60 days, respectively, from the
federal partnership adjustment);

i California apportionment and sourcing rules apply for purposes of determining the
partners’ California tax liabilities;

9 Partnerships that make a push-out election must file a group nonresident return and
pay tax on behalf of nonresident partners;

9 Partnership or tiered partners may request to enter into an alternative agreement with
the FTB regarding reporting, payment, due dates or any other provision stemming from
a federal adjustment;

1 Statute of limitation rules similar to the rules for reporting
federal adjustment apply to partnership adjustments; and

1 Only partnerships may claim refunds related to payments
paid by the partnership, but partners may be eligible to
claim an Other State Tax Credit for the partnership
payments.

For more information about this article, please contact our tax
professionals at taxalerts@windes.com or toll free at
844. 4WI (842.B98.6337).
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IRS RELEASES DRAFT INSTRUCTIONS FOR 2018
FORM 1040

The IRS has released draft instructions for the 2018 Form
1040. Additionally, the IRS has cautioned taxpayers that
the draft instructions are subject to change.

Generally, the IRS does not release draft forms but has

done it in this case as a "courtesy," the instructions state.

"Do not rely on draft forms, instructions, and publications

for filing,” the IRS wrote. Further, drafts of instructions and

ar Jan publications generally undergo some changes before being
_,,af naﬂ finalized, the IRS noted.

2018 FORM 1040

Starting with the 2019 tax filing season, many taxpayers will be able to file federal income taxes on a new
postcard-sized Form 1040. The IRS planned to finalize the new base 2018 Form 1040 this summer, an IRS
spokesperson previously stated. "This early release is part of our standard process to invite stakeholder input
into draft forms before finalizing them," the IRS spokesperson said after the official release of the draft 2018
Form 1040.

SHORTER FORM, SIX SCHEDULES

The new, two-sided Form 1040 is intended to replace and consolidate current Forms 1040, 1040A, and
1040EZ. "This new approach will simplify the 1040 so that all 150 million taxpayers can use the same
form," the IRS said.

The shortened form reflects many of the changes to the tax code enacted under the Tax Cuts and Jobs

Act. Some of these changes include the higher standard deduction and the elimination of certain deductions
and personal exemptions. The new form now has 23 lines, decreased from 79. However, there are now six
separate schedules that some taxpayers who continue to itemize will need to include with their returns.

For more information about this article, please contact our tax professionals at taxalerts@windes.com or toll
freeat8 4 4 . 4 Wl (R43.898.6337).
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SENATE TAX WRITERS INTRODUCE BIPARTISAN
DIGITAL GOODS BILL

Top Senate tax writers have introduced a bipartisan bill to
prevent duplicative taxation on digital goods and services.
The bill aims to establish a framework across multiple
jurisdictions for taxation of digital goods and services,
including electronic music, literature, and mobile apps,
among other things.

The Digital Goods and Services Tax Fairness Act (Sen.
3581) was reintroduced on October 11 by Senate Finance
Committee (SFC) ranking member Ron Wyden, D-Ore.,
and SFC member John Thune, R-S.D. A similar measure
was previously introduced in 2015 by Thune and Wyden in the 114th Congress. A companion bill is
expected to be reintroduced in the House.

DIGITAL MARKETPLACE

While the digital marketplace continues to evolve, federal law addressing taxation of digital goods and
services "lags" behind, according to a joint press release issued by Thune and Wyden. "As a result, some
consumers can be taxed multiple times on a single digitally delivered product or service by different tax
jurisdictions," Thune said. "Our bipartisan legislation simply prevents this duplicative and discriminatory
taxation, which will help ensure today’s digital economy isn’t held back unnecessarily and can continue

to offer opportunities to entrepreneurs and consumers alike," Thune added.

"Preventing unfair taxes on music, books, and other important goods and services benefits consumers and
innovators alike," Wyden said. "This bipartisan legislation solves a 21st century tax riddle by establishing a
comprehensive set of rules for states to follow."

For more information about this article, please contact our tax professionals at taxalerts@windes.com or toll
freeat8 4 4 . 4 WI (R42.898.6337).
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WINDES

Windes is a recognized leader in the field of accounting, assurance, tax, and business consulting
services. Our goal is to exceed your expectations by providing timely, high-quality, and personalized
service that is directed at improving your bottom-line results. Quality and value-added solutions from
your accounting firm are essential steps toward success in today’s marketplace. You can depend
on Windes to deliver exceptional client service on each engagement. For 92 years, we have gone
beyond traditional services to provide proactive solutions and the highest level of expertise and
experience.

The Windes team approach allows you to benefit from a wealth of technical expertise and extensive
resources. We service a broad range of clients, from high-net-worth individuals and nonprofit
organizations to privately held businesses. We act as business advisors, working with you to set
strategies, maximize efficiencies, minimize taxes, and elevate your business to the next level.
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