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6 tax changes parents should care about

This newsletter is issued quarterly to provide you with an informative summary of current business, financial and tax planning news and 
opportunities. Do not apply this general information to your specific situation without additional details. Be aware that the tax laws contain 
varying effective dates and numerous limitations and exceptions that cannot be summarized easily. For details and guidance in 
applying the tax rules to your individual circumstances, please contact us. ©MC

It’s a whole new ballgame for many taxpayers, especially those with kids. 
In some cases, the recent tax legislation changes will help; in others, they 
will hurt. How you fare depends on your personal situation, but we can 
provide some basic considerations as you review your 2018 tax plans:

■ You can no longer claim personal exemptions. 
All personal exemptions, including those claimed for dependents like your 
children, are eliminated. That’s a big change from last year, when you 
could receive an exemption valued at $4,050 per dependent. Fortunately, 
this exemption loss is offset somewhat by corresponding changes, 
including an increase in the standard deduction and an enhanced Child Tax 
Credit (CTC).

■ You’re more likely to take the standard deduction. 
The standard deduction is effectively doubled to $12,000 for single filers 
and $24,000 for married joint filers. As a result of this and several related 
changes, including cutbacks for itemized deductions, many parents who 
itemized in the past may claim the standard deduction this year.

■ The Child Tax Credit is more valuable. 
The CTC, which is available for children under age 17, is doubled to 
$2,000. In addition, $1,400 of this amount is now refundable, meaning 
the IRS will provide a credit even if you don’t owe any tax for the year. 
The CTC is subject to a phaseout, but the phaseout thresholds have been 
increased to $400,000 (from $110,000) for married joint filers (and to 
$200,000 for single taxpayers). By and large, these changes are favorable 
to parents and may help reduce some of the sting of the personal exemption 
loss.

■ Your kid’s unearned income may be taxed at a higher rate.
If a dependent child who is younger than age 24 receives inheritance, 
investments or other unearned income above an annual threshold, the 
excess is generally subject to the “kiddie tax.” For 2018, the threshold is 
$2,100. Previously, the tax was based on the parents’ top tax rate, but 
now it’s calculated with the tax rates for estates and trusts. Due to the 
compressed nature of these brackets, this change will often increase 
kiddie tax liability. You may be able to minimize your tax bill by 
deferring taxable investment income for your kids or increasing 
their tax-free earnings using municipal bonds.

■ There’s more flexibility in how you use education funds. 
Tax-advantaged Section 529 plans allow you to build up savings for your 
kids’ education accounts without any tax erosion. There’s no tax on Section 
529 account distributions used for qualified expenses like tuition. Under 
the latest rules, the tax breaks for Section 529 plans also extend to tuition 
payments of up to $10,000 a year to private elementary and secondary 
schools (or to public schools that charge tuition for kindergarten in some 
states). For instance, you can now send your kids to college prep school and 
take advantage of the tax benefits.

■ You can gift your child more. 
The annual gift tax exclusion can shelter gifts from parents to children, 
including transfers made to trusts to benefit the kids. While it wasn’t part 
of the latest tax legislation, the tax code provides inflation indexing of the 
exclusion in increments of $1,000. For 2018, the exclusion jumps to $15,000 
from $14,000 in 2017. That means a couple can effectively give each of 
their children up to $30,000 without paying a single penny in gift tax.

Keep in mind that most of the tax law changes take effect in 2018 and last 
through 2025.

Whether your personal situation is complicated or straightforward, a brief 
analysis can pinpoint a strategy to help you save on your next tax bill. Give 
us a call if you’d like help with your 2018 tax planning strategy.
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Why a Roth IRA may be a smart choice for your child

Are you self-employed and working from home? If so, you’ll be happy to 
know that you may still qualify for a home office tax deduction.

However, employees of companies that allow them to work from home for 
convenience will no longer be able to deduct home office expenses. That 
benefit was eliminated along with other miscellaneous itemized deductions 
through 2025.

What you need to know if you’re self-employed
Fortunately, a home office deduction may still provide a valuable tax 
benefit for self-employed people who run their own businesses. Here’s a 
brief overview of the basic rules for deducting a home office:

What’s required: 
The first requirement is that you have a part of your home that you use 
regularly and exclusively for business purposes. It doesn’t have to be a 
separate room, but it must be a clearly defined area. The exclusive use is 
very important. The area must be reserved only for business use; if you
also use it for personal activities, it won’t qualify. The only exceptions 
are if you store business samples or inventory at home, or if you run a
 home day care business.

The second requirement is that your home office must be one of the 
following:

• Your principal place of business. This means the place where you 
   conduct most of the management and administrative activities of 
   running your business.

• A place where you regularly meet customers, clients or patients. Even if 
   you run the business from another location, a home office can qualify if 
   you regularly use it for meeting with customers, clients or patients.

• A separate building, not connected to your home. A freestanding garage 
   or studio will qualify if it is used in your business.

What’s deductible?
If you have an area of your home that 
qualifies, you can generally deduct a 
percentage of your total costs, including 
mortgage interest, insurance, taxes and 
utilities. The percentage is calculated 
as the area used for business divided by 
your home’s total area.

Remember, home office deductions are 
limited to the net income of the business.

There are other rules affecting home 
office deductions, with many gray areas. 
Contact our office if you need more 
information or help regarding the home 
office deduction.

Tax issues that can make divorce tricky

Want to claim the home office deduction? Read this

Statistics tell us that roughly half of married 
couples will end up divorcing. While divorce 
can be emotionally exhausting, it can also be 
exceptionally hard on your finances. That’s 
why it’s worth it to have professional guidance 
not only helping to protect your legal rights, but 
also to protect your tax rights. As you begin your 

   divorce proceedings, here are a few items 
               to consider: 
  
■ Alimony is complicated ... and changing. 
Not every payment made to an ex-spouse is alimony. In order for alimony 
to be deductible to the person making the payment (and taxable to the person 
receiving the payment), certain rules must be followed. Keep in mind that 
alimony will no longer be tax-deductible for the payer and no longer taxed as 
income for the recipient for any divorce agreement entered into after Dec. 31, 
2018. That means that alimony will get much less affordable for those paying it, 
while those receiving alimony will not have to claim it as income.

■ Child support is not changing.
 Child support is neither taxable to the recipient nor deductible by the person 
making the payment. While you may treat child support and alimony as two 
separate issues within the divorce agreement this year, they will both follow 
the same types of rules starting in 2019. 
 
■ You’ll need help making property division equal. 
You can’t “sell” your marital property to your ex. Instead, property transferred 
in a divorce retains the same tax cost it had during the marriage. Your attorney 
will assist you in dividing and equalizing the assets on a “fair market value” 
level, but make sure the tax issues are considered, too. 

For example, assume John and Jane divorce with two assets: $100,000 in cash, 
and stocks worth $100,000 (with an original purchase price of $60,000). Jack 
takes the cash and has no tax implications. Jill takes the stocks, sells them and 
realizes $40,000 in taxable gains. Is that really equal?

Tax planning during a divorce process is crucial. Divorcing spouses should 
make sure to retain separate tax professionals in order to secure their best tax 
results. You certainly don’t want any tax surprises when you file your first tax 
return after the divorce is final. Call us for help.

If you have children who are teenagers 
or college students, they may have 
part-time or summer jobs. Although, 
it’s probably safe to assume the 
aren’t thinking about retirement yet. 
Nonetheless, here’s why they should 
seriously consider putting some or all 
of their job earnings into a Roth IRA:

• By investing as a teenager, their 
   earnings will have extra years to 
   compound, and those extra years 
   will make a huge difference. For 
   example, a one-time investment 
   made at age 17 and compounded 
   at 4 percent until age 65 will earn 

   approximately 30 percent more than the same investment made at age 23. 
   By investing in a Roth IRA, earnings and withdrawals after age 59½ will 
   be tax-free.

• Your children can make earlier tax-free withdrawals for first-time homebuyer 
   expenses and penalty-free withdrawals for qualified education expenses.

• Hopefully by starting young, they will learn the benefits of regular savings as 
   their investments grow.

Your children are eligible to contribute 100 percent of their earned income (up 
to $5,500) to an IRA. Choosing a Roth IRA means your children will lose the 
upfront tax deduction, but chances are they have little or no tax liability, anyway.

Alternatively, if your children want to spend their earnings, you could give them 
the money to make an IRA contribution using the annual gift exclusion (gifts are 
tax-free up to $15,000 per recipient in 2018).
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About InHouse...

This newsletter is issued quarterly to provide you with an 
informative summary of current business, financial and tax planning 
news and opportunities.

Consult us for details and assistance in applying this general 
information to your specific situation.

In the midst of a busy work week, Bryan LaCore finds respite in 
running. As the new owner of a long-standing Duluth business, 
a devoted husband and father to three daughters, striking the right 
balance means enjoying the work, creating time for leisure, and 
having family at the heart of it all.  

On June 29, Bryan and Lisa LaCore took over ownership of 
The Fireplace Corner, just one 
day after the birth of their third 
daughter, Lovisa Jean. Passed 
down from Lisa’s parents, Mark 
and Colleen Jeronimus, the 
business has always been a family 
affair. Now, as third generation 
owners, Bryan and Lisa are proud 
and excited to carry the legacy 
forward. After all, the couple has 
deep roots in Duluth—a community 
they know and love well. Bryan’s 
family moved to Duluth from 
Colorado in 1993, and both he and 
Lisa graduated from Central High 
School in 2002. After graduating 
from UMD in 2007 with studies 
in both History and Geographic 
Information Systems (GIS), Bryan 
found his professional home at The 
Fireplace Corner. 

It was a natural and familiar transition. Lisa had already spent 
a handful of summers working as a cashier at the family shop, 
becoming familiar with the local customer base. Bryan started in 
sales and moved to managing the store around 2010. What began 
as a small downtown Duluth hearth shop, The Fireplace Corner 
has experienced a handful of expansions, growing into its current 
location at the Pike Lake Shopping Center, where it has been since 
2001. True, they sell a wide variety of wood and gas fireplaces, 
inserts, wood stoves and barbeques, but their specialty is 
something a bit more priceless: Comfort. Warmth. Places for 
families to gather, share stories and make memories together. 

As winter approaches, the LaCore family looks forward to doing 
just that, gathering around the gas fireplace insert at their home, 
which gets turned on most mornings, September through May. 
Older daughters Brijette (10) and Adelynn (8) enjoy many cozy 

breakfasts there, occasionally jostling for the best warm spot. It is 
the perfect welcome home after a day at work, school, or recreation, 
and the family loves exploring the outdoors in all seasons—
swimming, running or playing tennis in the summer—and skiing 
the Pine Valley trails near their home in Cloquet in the winter.

For Bryan, “going for a run” can be as simple as a post-work jaunt, 
or it can be as grueling as a 50-mile 
ultramarathon, a feat few people 
choose to attempt, and even fewer 
choose to repeat. For him, it’s about 
more than just staying in shape. It’s 
about personal challenges and enjoying 
the beautiful scenery and terrain that 
trail running offers. It all started with 
a half marathon, then a full marathon 
in 2009, and just like that—he was 
hooked. Participation in the Northern 
Minnesota Track Club, a non-profit, 
grass roots running club, spurred 
him on and eventually led him to the 
pursuit of the ultramarathon. Bryan’s 
first ultra was the Wild Duluth 50k 
(approx. 31 miles) in 2011 he ran 
his toughest to date, the Voyageur 
50-miler, which takes runners on a 
difficult and rugged journey from 
Carlton, through Jay Cooke State 
Park, to Duluth and back, a long and 

exhausting hustle. “The mental and physical work required really 
prepares you for every aspect of your life,” says Bryan. A true 
testament to the will and determination of the human spirit. 

And determined they are. The bar has been set high for business 
and service at The Fireplace Corner and the LaCore family has no 
intention of letting it slip. “I am lucky to have the best in-laws a 
guy could ask for,” Bryan says. This makes passing the torch even 
sweeter. Hansen House is proud to have been with the family 
throughout. “We have worked with the team at Hansen House for 
as long as I have been around,” Bryan adds. “Having people you 
can trust to work through the accounting of a small business is 
invaluable. We are very excited about what the future holds for The 
Fireplace Corner.” 



3 financial statements every business needs
Three basic financial statements – the balance sheet, income statement and 
statement of cash flows – can provide a wealth of information to help business 
owners track the stuff they own and bills they owe. These financial statements 
also provide insight when business owners are weighing financing options, 
managing day-to-day payroll and inventory, and looking for motivation when 
the orders aren’t flooding in.

Take a look at how these three financial statements could be helping your 
business right now:

■ Balance sheet
There’s nothing like a good balance sheet to motivate you to take action to 
improve your business. Take a step back and develop some comparative balance 
sheets. A balance sheet (also known as a statement of financial position) 
provides a snapshot of your firm’s assets and liabilities.
When you take several of these snapshots over several years, you just might 
find that your financial position is improving, especially if you have assets 
that have appreciated or business debts you’re paying off. Such an analysis 
can also spotlight operational problems that need attention, such as increasing 
receivables due to lax collection policies.

■ Income statement
The income statement (also known as the profit and loss statement) uses the 
same basic accounting data that your balance sheets use, but serves a different 
purpose. It tells the story of your business over a period of time, such as a 
calendar year. Instead of a snapshot, it’s like a movie.
The income statement highlights revenues and expenses from routine business 
activities and extraordinary events, such as windfalls or casualty losses. Again, 
comparing these statements from quarter to quarter and year to year can 
pinpoint areas for improvement.
For example, if your fixed costs are growing over time, you may need to 
reexamine your location, utility contracts or financing practices. And if your 
revenue is stagnant, maybe it’s time to rethink your business model or venture 
into new markets.

■ Cash flow statement
The cash flow statement can be a real eye opener. Certain transactions and 
events may not affect your income statement right now, but may result in a
cash crunch if not addressed.

Cash flow analysis can shine a spotlight on how much you’re shelling out for 
financing, payroll and payments to contractors and suppliers. It will also help 

you sort out proceeds from asset sales, 
loans and notes. In addition, a well-
constructed statement of cash flows 
can serve as the basis for realistic cash 
flow projections. This is a must for most 
banks.

If you have questions about your 
business’s financial statements or would 
like to review how your business tax 
planning may be affected by your 
business income or cash flow, give us a 
call today.
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