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Some Clients Can Cash In On New Tax Cut
f you’re a C Corporation, you’ve been blessed with a simple, unambiguous 
change under the new tax law. Before the law change, the tax rate varied from 

zero to 38 percent depending on the level of income. It’s now a flat rate of 21 percent 
on every dollar earned. Now that is simplicity I find considerably less taxing.
   Unfortunately, most of my business clients have S Corps (or business income 
claimed on Schedule C). For them, the tax changes are anything but simple – and 
possibly more taxing (to the brain, if not the bank account). S corporations and 
Schedule C businesses pay no income tax on their own, but pass their income 
through to the owner. The new law lowers this pass-through income in some cases:
Congress has provided a 20 percent deduction on all pass-through income, which is 
then taxed at the individual taxpayer’s rate – but the break applies only to Qualified 
Business Income, which is defined at I.R.C.§ 199A(a)(1)(B). Congress needed 
2,900 words and 210 paragraphs to define Qualified Business Income (which then 
also ensures that the boundaries of this definition will be litigated in Tax Court for 
years to come, and that we have a new acronym, QBI).
   QBI specifically excludes businesses operating in health, law, accounting, 
consulting, performing arts, athletics, or any other field where the principal asset of 
the business is the skill, knowledge or reputation of the employee(s) of the business. 
Why? Because a patent troll could take advantage of this provision.
   However, there’s also good news. Congress created a loop-hole for smaller 
service businesses: if the taxpayer’s taxable income (after deductions) is less than 
$415,000 (on a joint return), then the 20 percent pass-through deduction can apply, 
as per I.R.C.§ 199A(d)(3)(A).
   The upshot: if you or your business generates around $415,000 or less in pass-
through income, then you and your accountant or tax attorney need to look very closely at qualifying for and taking 
advantage of this deduction. Because it’s the first year of implementation, creative and aggressive positions haven’t yet 
been litigated, so there might be more latitude than usual to take a “creative” position. But if you push the envelope and 
lose, you won’t avoid an added penalty unless you followed professional advice.
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 Concert  Handel’s Messiah sing‐along at LA’s Disney Concert Hall
 Movie  A Star is Born (I cried twice, my wife not at all – go figure…)
 Outing  Santa Cruz Island with my daughters: dolphins rode next to the boat, Island foxes stole our food,

 beauHful views of California coastline and kayakers
 Sport  Taking up Krav Maga
 TV Show  Be/er Call Saul, Vince Gilligan’s prequel to Breaking Bad
 Tea  Kalami Assam, a standard black tea widely available from Ahmad Tea

JOHN FAUCHER’S BEST OF THE YEAR LIST FOR 2018

Simplicity for C Corps vs.  Ambiguity for S Corps’ Pass-Through Business Income

I
  

THE FAQ FILE:
Why No Faucher 
Newsletter Lately?
  Like many tax professionals, 
I spent much of 2018 
analyzing the new tax 
reform law and attending 
seminars on its implications.
   Unfortunately for those of 
us who like to plan, there 
are dozens of aspects of the 
new tax law that will only 
become clear as it is 
challenged, and Tax Court 
rulings and IRS directives 
clarify the new regulations.
   But once I’d been able to 
adequately ponder the law 
as it stands, including such 
features as the nearly 3,000-
word definition of Qualified 
Business Income, I felt it was 
time to opine in The 
Newsletter, especially with 
tax season upon us.
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appy New Year! The kids 
didn’t see Santa until the 

very end of 2018, and you 
didn’t see a newsletter from 
me in 2018! In this issue of 
The Newsletter, I explain 
my silence, a product of my 
bookish quest to grasp key 
implications of the new tax 
law. At times it felt as though 
I’d been dealt a hand of wild 
Monopoly cards. So I 
figured I should dress like the 
game’s mascot and dug out 
the top hat that belonged to a 
grandfather-in-law, Karen’s 
maternal Opa. You’ll also 
find in this issue my annual 
Best Of list. A recommended 
tea is included.

WELCOME TO 
FAUCHER LAW

John D. Faucher 
worked for 10 years as an 
IRS trial attorney, and has 
been in private practice 
since 2008. He and his 
team speak the legal 

language. They know the 
tax and bankruptcy 
systems and can help you 
get the best results. Have 
other legal issues? Call us. 

We’ll find the lawyer 
who’s right for you, your 

friends or family.
818-889-8080

johndfaucher.com
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Joe Client

456 Maple Street

Santa Barbara, CA 93103

New Tax Laws Are Not Old Hat
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