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The IRS has released the new tax forms for 2018.  There are dramatic changes to form design and 
presentation that will change how we all review draft tax returns before finalizing. 

Promises of Tax Simplification & Postcard Filing Are Fallacies 
Congress and the President promised a “postcard” size tax filing.  The government basically turned the 
first two pages into eight.  The new 1040 page 1 is in fact a postcard, but only contains your name, social 
security number, address and dependents.  Page 2, Form 1040 contains highly summarized income, 
deduction and tax payment information.  The goal of this abbreviated Form 1040 is to make it look like a 
“postcard”, however, if there is even the slightest complication on the tax returns, one will need to work 
through a series of sub schedules now referred to as “Schedule 1 – 6”; with most of the “action” being 
on the new Schedule 1 Additional Income and Adjustments to Income. 

The good news is that the underlying sub (sub) schedules (Schedule, A, B, C, D, E, etc) and the other 
calculating forms and schedules have not really changed, BUT where they flow to certainly has!  
Formerly, all sub schedules flowed directly to Form 1040, both pages 1 & 2, that is no longer the case.  
Now these items (and others) flow primarily onto these new schedules.  A summarized amount from 
Schedule 1 flows to the newly revised Form 1040, page 2, line 6, although the box where this amount 
flows to is unmarked.  Presumably they will eventually call it “line 6a”. 

Think of it as 3 levels of “paperwork” versus 2 levels under the pre-2018 formats.  It reminds me of the 
old paper phone books when you would look up one category and it would say “see something else”.  
We must admit a certain level of irritation since the changes are truly political to convince people that 
“tax simplification” has occurred when exactly the opposite has happened.  Thank goodness for 
computer software.   

New Schedules 1 - 6 
The 2018 tax forms introduce six new schedules: 

Schedule 1 – Additional Income and Adjustments to Income 
Schedule 2 – Tax 
Schedule 3 – Non-Refundable Credits 
Schedule 4 – Other Taxes 
Schedule 5 Other Payments and Refundable Credits 
Schedule 6 – Foreign Address and Third-Party Designee 
 
Schedule 1 – Additional Income and Adjustments to Income now collection the information from 
Schedule B (Interest and Dividends), Schedule C (Self Employment), Schedule D (capital gain/losses) and 
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Schedule E Rents and Royalties.  Whiles Schedules A, B, C, D and E look similar to prior years, they will 
now flow to Schedule 1 instead of Form 1040 page 1. 

Schedule 2 – Tax displays Alternative Minimum Tax and Excess Premium Tax Credit.  Form 6251 
Alternative Minimum Tax still exists for calculations with the answer flowing to new Schedule 2, which 
then flows to Form 1040, page 2.  Premium Tax Credit applies to those receiving subsidies for health 
insurance which appear on Form 1095-A provided to you by health insurer. 

Schedule 3 – Non-Refundable Credits displays items like foreign tax credits, child and dependent care 
credit as well as other non-refundable credits, meaning if there is minimal or no tax due you lose the 
credit amount not used.  The IRS will not “refund” anything beyond what you owe. 

Schedule 4 – Other Taxes displays other taxes owned besides federal income tax, such as self-
employment taxes and household employer taxes.  The “big” one here will be the self-employment 
taxes on Schedule C income.  You will be chasing numbers around the forms along with us to see where 
everything is coming from and going to.  For example, you will have to follow the net income amount 
from Schedule C to Schedule SE (self-employment tax form) that will flow to Schedule 4 which then will 
flow to the revised form 1040, line 14.  This will make the Qualified business income deduction harder to 
calculate since the SE taxes are part of the elaborate calculation (again, we math checked the software 
to determine accuracy and it is fine).  Household employment taxes will also be listed here.  There are a 
few other not often imposed taxes listed here as well. 

Schedule 5 – Other payments and Refundable Credits will primarily show your estimated tax payments 
and any amounts applied forward from 2017.  Additionally, if you have two or more employers the 
excess social security taxes paid, should it apply, appear here.  There are not too many “refundable” tax 
credits to be concerned with.  A “refundable credit” is one that you receive regardless of any tax liability 
you might have.  These “other payments” will flow to the newly revised Form 1040 onto line 17. 

Schedule 6 – Foreign Address and Third-Party Designee (your favorite CPA firm!) appear on this form.  
A few of our clients have foreign addresses and some of the information will flow onto this schedule. 

If you want to think about this a bit differently, imagine a large printout (PDF) containing on top form 
1040, pages 1 & 2, high summarized, followed by Schedules 1 – 6 then followed by the traditional 
Schedules A, B, C, D, E etc. followed by detailed worksheets containing numerous calculations.  In a 
sense, we are going from the very general (summarized) to the very specific.  If you want to see what 
the actual forms look like, the forms are available to view (ok, you probably have other better things to 
do) at IRS.gov. 

New 1040 Reconciliation Worksheet 
Since the 2018 1040 looks so different from prior years, our professional tax software has added a Form 
1040 Reconciliation Worksheet in the traditional two-page format to help you and us better review and 
comprehend draft tax returns before finalizing and e-Filing. We anticipate that you (and us) will need to 
take a bit longer to review the tax returns given the new layers of forms. 
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New Schedule A Limitations 
The 2018 tax law is dramatically different from prior years.  We have separate Tax Law Update 2018 on 
our website and have sent broadcast emails over past year.  These new tax laws are creating changes to 
the tax forms we want you to understand. 

Schedule A, itemized deductions, will look very different for 2018.  Although it will still record all the 
state and local income taxes (“SALT”) paid, line 5e has a hard dollar limit ($10,000 for all filing statuses 
except Married Filing Separately which has a hard dollar limit of $5,000).  The SALT limitation is being 
challenged as unconstitutional (double taxation) in the court system, but nothing will be resolved prior 
to tax filing deadline.  We can only speculate on deals in Congress during budget battles. 

Continuing with Schedule A, the mortgage interest deduction could be limited (based upon $750,000 of 
maximum mortgage debt versus $1,000,000 under previous law) depending upon the originating date of 
your mortgage.  Fortunately, older mortgages (pre-tax law change) are “grandfathered” in meaning you 
will be under the old rules.  We expect the reporting forms (1098) to contain the origination date 
starting with the 2018 filing.  Changes also occurred with the deductibility of home equity loans (which 
we have written about previously and that information is on our website for your reference). 

Charitable deductions remain consistent with prior years, but we can give away slightly more (although 
we have not seen very many instances of people exceeding 50% of their income in charitable donations 
– now the limit is 60%). 

Completely gone from Schedule A are Miscellaneous Itemized Deductions (subject to 2% of adjusted 
gross income).  However, if you have a bond amortization premium expense you can deduct that!  
Gambling losses to extent of gambling winnings are also still allowable. 

Personal Exemption Eliminated, Standard Deduction Increased 
The new tax law eliminated the personal exemption of $4,050 per taxpayer ($8,100 for married filing 
jointly) while increasing the standard deduction to $12,000 for single (up from $6,350) and $24,000 for 
married filing jointly (up from $12,700).  There are also some larger child tax credits.   

New Qualified Business Income Deduction on Personal Return 
If you have your own business (Schedule C or a K-1 pass through type business – LLC / S corporation) and 
satisfy all the criteria (the biggest one being overall taxable income limitations), you will receive 
“Qualified Business Income Deduction” (QBID) of up to 20% of “qualified business income” (QBI) on your 
personal tax return, which will appear summarized on Form 1040, Page 2, line 9 (again these forms are 
completely different than in years past).   

Please read our Tax Law Update 2018 article for deeper analysis of Section 199a QBID. There are many 
new rules about how and when to claim QBID, but the “big” one is if you are operating an S corporation, 
you need to be sure to pay yourself a W-2 salary of at least 50% of the overall net income. 
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Higher Taxable Income but At Lower Marginal Tax Rates 
When you combine the effects of SALT deduction limitation, elimination of personal exemption and 
higher standard deductions, fewer people will itemize and most people will have higher taxable income, 
but tax at lower marginal rates.  

The overall tax rates per tax bracket are reduced anywhere from 1-4% and the top marginal rate has 
been lowered to 37% for incomes exceeding $500,000 for single and $600,000 for married filing jointly 
(see new rate charts on our Tax Law Update 2018 article). 

The dreaded alternative minimum tax (AMT) has been drastically updated and should affect fewer 
taxpayers.  We are very happy about this change since this AMT has been detrimental to many of our 
clients in the past.  It also appears that we might be able to claim some prior AMT tax as a tax credit in 
2018!   We will be on top of that and will advise you accordingly as needed. 

Closing Thoughts 
These are some of the most dramatic tax law changes since 1986 which are now accompanied by new 
tax form design and presentation, adding layers of complexity and reconciliations.  Furthermore, the IRS 
is still in the drafting process for many of the rules that accompany the tax laws, like defining exactly 
what “qualified business income” means.  We continue our professional education through classes, 
professional societies and reading information dense tax law and regulations. 

We know just about nobody enjoys talking about taxes or tax forms, but we hope you found the above 
interesting and informative.  This is only meant to be a very high-level overview and your personal 
situations will vary but we are here to assist you as we have been since 1994. 

We advise everyone to get as early a start as possible on gathering and providing us your tax 
information given the added complexity of tax law and new look tax forms.  We have posted to our 
website www.MartinLtd.com an updated Tax Organizer and updated Tax Law Update 2018 as 
downloadable files. 

We will do our best with our now expected fast turnaround but the above gives you an idea of what we 
are going to need to work through and, in advance, please know we appreciate your patience. 

Please let us know if you have any questions, comments or concerns. 

http://www.martinltd.com/
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