MAY 2015
WHAT’S YOUR NAME?
(YOUR TAX NAME, THAT IS)
The enclosed Tax and Business Alert
contains an article at the bottom of page 2 about
reporting name changes following an event of
marriage, divorce, adoption, etc. It discusses the
necessity that the name on your federal income
tax return match the name as recorded under
your Social Security number with the Social
Security Administration (SSA).
Prior to the
almost-universal electronic filing of individual
income tax returns, submissions with a name
different from the name recorded at the SSA
caused very few problems. Now, a difference in
names causes the electronic filing to be rejected,
and the electronic filer is then required to
research and correct the name on the income tax
return to match the name recorded for

that Social Security number at the SSA.
Article 3947 of the Louisiana Code of Civil
Procedure provides “Marriage does not change the
name of either spouse. However, a married person
may use the surname of either or both spouses as a
surname.” Accordingly, the use of a new surname
after marriage without legally changing one’s name
is effective within Louisiana law. For taxation,
however, the federal tax rules prevail, and, to avoid
processing delays, newly married Louisiana
spouses must either file their joint return with the
names shown on their Social Security cards and not
their married surname or in the new surname only
after one has filed a Form SS-5, which is available
at www.ssa.gov/forms/ss-5.pdf.

REVISITING THE NANNY TAX
Those of you older than the millennium
generation might recall President Clinton’s
withdrawal of Zoë Baird’s nomination for Attorney
General when the media discovered that she had
ignored the federal law requirements for the
reporting of household employee wages and had
not paid employment taxes due to the federal
government. Following that incident, Congress
changed the tax law to allow the payment of
federal household payroll tax with individual
federal income tax returns and to require only
annual reporting of wages paid. The Louisiana law
requirements were changed later to allow annual
reporting and payment of Louisiana unemployment
tax.
Accordingly, all household payroll tax
requirements can now generally be handled once
each year.

Household Employees – Subject to Payroll Taxes
Household
employees
include
housekeepers, maids, babysitters, and others who
work in and around a private residence. Excluded
are repairmen, plumbers, painters, household
remodeling contractors, etc. and other business
people who provide services as independent
contractors. Household workers are classified as
employees by the Internal Revenue Service if the
householder can control not only the work done,
but also how it is done.
Companion Sitters – Beware of the Trap
The Internal Revenue Service states in its
Publication 15-A and elsewhere that companion
sitters who are not employees of a companion
sitting placement service are generally treated as

(Continued on reverse)

self-employed for all federal tax purposes. That
statement is based on a Treasury regulation
provision that is taken out of context and, as stated
alone, implies that a companion sitter who is paid
by the individual receiving the service is an
independent contractor and not an employee of the
individual. That implication is wrong. Such
workers hired by individuals are generally held to
be employees subject to payroll taxes and W-2
reporting. In a 2009 case, Richard Josephberg
(USTC ¶50,346), the taxpayer asserted reliance on
the statement contained IRS Publication 15-A
regarding companion sitters, but the judge held
that, considering the entire regulation, the
statement in the IRS publication “could not
reasonably be taken at face value.”
Social Security and Medicare Taxes
A household paying cash wages of $1,900
or more for 2015 (this threshold changes from
year to year) to any one household employee
should withhold 7.65 percent from all cash wages
paid to their employees for payroll taxes. The
household must also pay an equal amount as its
share of the Social Security and Medicare tax. A
householder may elect to not deduct the 7.65
percent from wages paid but to bear that cost and
pay the full 15.3 percent total Social Security and
Medicare taxes as the householder’s expense.
Family members and employees, who are under
18 and full-time students (most youth babysitters)
even though classified as employees, are excluded
from the requirement for paying Social Security
and Medicare taxes.
Federal Unemployment Taxes
Households paying cash wages to
household employees totaling more than $1,000
in any calendar quarter during the current

calendar year or the prior year are generally
required to pay federal unemployment tax (FUTA)
on the first $7,000 of wages paid to each
household employee. A credit against this tax is
generally allowed for amounts paid for Louisiana
unemployment tax.
Louisiana Unemployment Tax
Households meeting the requirement for
payment of federal unemployment tax are also
subject to filing annual Louisiana unemployment
tax returns and paying a tax of up to six percent of
which up to 5.1 percent may be claimed as a
credit against the federal unemployment taxes of
six percent discussed above.
Income Tax Withholding and W-2 Reporting
Household employers are not required to
withhold federal income tax from their
employees. They are, however, required to file
Forms W-2 and the related transmittal Form W-3
by January 31st of the subsequent calendar year
reporting the gross wages paid and withholdings
to the Government. This filing, of course, requires
the Social Security number and mailing address of
each employee. If requested by the household
employee, a household employer may agree to
but is not required to withhold federal income
tax.
Additional details of the payroll taxes and
withholding
requirements
for
household
employees can be found in Internal Revenue
Service Publication 926, Household Employer’s
Tax Guide for 2015, which is available on the
Internet at www.irs.gov/pub/irs-pdf/p926.pdf.
We would be pleased to answer any
questions you might have.

HEALTH SAVINGS ACCOUNTS – DEDUCTION INCREASES FOR 2015
The IRS has released the calendar year 2015
deduction limitations for health savings accounts.
Individuals with self-only coverage may deduct up
to $3,350, and individuals with family coverage may
deduct up to $6,650. The additional “catch up”
contribution for taxpayers age 55 or over will be
$1,000 for 2015.
We continue to believe that HSAs provide a
cost-effective way for high-income taxpayers to

deduct patient-responsible medical expenses
(deductibles, co-insurance, non-covered services,
etc.) with pretax dollars. They also provide another
way of saving with pretax dollars.
As with most tax-favored saving vehicles,
HSAs require some planning to maximize their
benefits. We will be happy to help you with any
questions you might have about these beneficial
accounts.
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DEDUCTING BUSINESS BAD DEBTS

I

f debt collection is a problem for your business,
deducting uncollectible (bad) debts from your
tax bill may somewhat lessen the sting of simply
writing the debt off your books. Here is some basic
information on deducting business bad debts.
First, the debt must be legitimate. A bona fide debt
arises from a debtor-creditor relationship and is based
on a valid and enforceable obligation to pay a fixed or
determinable amount of money. For debt creation, the
business must be able to show that it was the intent
of the parties at the time of the transfer to create a
debtor-creditor relationship. In other words, the business
must be able to show that at the time of the transaction,
there was a real expectation of repayment, and there
was intent to enforce the indebtedness.
While a formal loan agreement is not absolutely
necessary to create a bona fide debt, it is a good
practice to use written debt agreements. However,
giving a note or other evidence of legally enforceable
indebtedness is not by itself conclusive evidence of a
bona fide debt. For example, if the terms of the note
are routinely ignored or penalties for skipped or late
payments are not enforced, the IRS could successfully
argue that there was not a real debt.
For most businesses, it is common to encounter
uncollectible or worthless debts. Two types of bad debt
deductions are allowed by the IRS: business bad debts
and nonbusiness bad debts. Business bad debts give
rise to ordinary losses that can generally offset taxable
income on a dollar-for-dollar basis. Nonbusiness
(personal) bad debts are considered to be short-term
capital losses. Because there is a limitation on

deducting capital losses, distinguishing business and
nonbusiness bad debts is critical.
Business bad debts generally originate as credit sales
to customers for goods delivered or services provided.
If a business sells goods or services on credit and the
account receivable subsequently becomes worthless, a
business bad debt deduction is permitted, but only if
the revenue arising from the receivable was previously
included in income.
Business bad debts can also take the form of loans to
suppliers, clients, employees, and distributors. Additionally,
a business bad debt deduction is allowed for any payments
made in the capacity as guarantor if the reason for
guaranteeing the debt was business related. Here, the
guarantor’s payment results in a loan to the debtor, and
the taxpayer is generally allowed a bad debt deduction
once the loan becomes partially or totally worthless.
Worthlessness can be established when the business sues
the debtor, and then shows the judgment is uncollectible.
However, when the surrounding circumstances indicate
a debt is worthless and uncollectible, and that legal action
to collect the debt would in all probability not result in
collection, proof of these facts is generally sufficient to
justify the deduction. n
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TIPS ON HANDLING A WILL
Here’s a list of things to consider regarding wills—
n	Consult an attorney. Although wills written without
legal advice are generally valid, an attorney can
help ensure that the will actually accomplishes
your objectives.

n	Store the original will in a secure place, such as a
safe deposit box, home safe, or with an attorney or
county probate court. Inform a few trusted friends
or family members of the will’s location so it can be
found when needed.
n	Review the will periodically. Do not write
changes on an existing will or it may be invalidated.
To make small changes, sign a formal codicil
following the state’s rules for witnessing and
executing wills. To make substantial changes,
execute a new will.

n	If an attorney is not used, know the requirements
for witnessing and executing valid wills in the state.
Follow them precisely. A will is more likely to be
invalidated for mistakes in execution than for
mistakes in writing.

n	If you move from one state to another,
have the will reviewed by an attorney in the
new state.
n	Include provisions for alternate dispositions of
property in the event the primary beneficiary does
not survive or a couple dies simultaneously. n

FILING 2014 FOREIGN BANK AND FINANCIAL
ACCOUNT REPORTS

I

f you have a financial interest in or signature
authority over a foreign financial account exceeding
certain thresholds, the Bank Secrecy Act may require
you to report the account yearly to the IRS by filing
a Financial Crimes Enforcement Network (FinCEN)
Form 114 [Report of Foreign Bank and Financial
Accounts (FBAR)].
Specifically, for 2014, Form 114 is required to be filed
if during the year—
1. You had a financial interest in or signature
authority over at least one foreign financial account
(which can be anything from a securities, brokerage,
mutual fund, savings, demand, checking, deposit,
or time deposit account to a commodity futures or
options, and a whole life insurance or a cash value
annuity policy); and

2. The aggregate value of all such foreign financial
accounts exceeded $10,000 at any time during 2014.
The FBAR is filed on a separate return basis (that is,
joint filings are not allowed). However, a spouse who
has only a financial interest in a joint account that is
reported on the other spouse’s FBAR does not have
to file a separate FBAR.
The 2014 Form 114 must be filed by June 30, 2015
and cannot be extended. Furthermore, it must be filed
electronically through http://bsaefiling.fincen.
treas.gov/main.html.The penalty for failing to file
Form 114 is substantial—up to $10,000 per violation
(or the greater of $100,000 or 50% of the balance in
an account if the failure is willful).
Please give us a call if you have any questions or would
like us to prepare and file Form 114 for you. n

REPORTING A NAME CHANGE

H

ave you recently changed your name? If so, it can
affect your taxes. The names on your tax return
must match Social Security Administration (SSA)
records. If you have married or divorced and changed
your name, you must notify the SSA of your name
change. Also, notify the SSA if your dependent had a
name change (for example, if you’ve adopted a child
and the child’s last name changed).

File Form SS-5 (Application for a Social Security
Card) to notify SSA of your name change. You
can get the form from www.ssa.gov or by calling
800-772-1213. The new card will reflect your
new name with the same SSN you had before
the name change. n
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TAXATION OF COLLEGE FINANCIAL AID

I

f your college-age child is or will be receiving
financial aid, congratulations. Now, you’ll probably
want to know if the financial aid is taxable. Keep in
mind that the economic characteristics of financial
aid, rather than how it is titled, will determine its
taxability. Strictly speaking, scholarships, fellowships,
and grants are usually awards of “free money” that are
nontaxable. However, these terms are also sometimes
used to describe arrangements involving obligations
to provide services, in which case the payments are
taxable compensation.
Tax-free Awards. Scholarships, fellowships, and
grants are awarded based on the student’s financial
need or are based on scholastic achievement and merit.
Generally, for federal income tax purposes, these
awards are nontaxable as long as (1) the recipient is a
degree candidate, (2) the award does not exceed the
recipient’s “qualified tuition and related expenses”
(tuition and enrollment fees, books, supplies, and
equipment required for courses, but not room and
board or incidental expenses) for the year, (3) the
agreement does not expressly designate the funds for
other purposes (such as room and board or incidental
expenses) or prohibit the use of the funds for
qualified education expenses, and (4) the award is
not conditioned on the student performing services
(teaching, research, or anything else).

What Happens When Financial Aid Isn’t Free?
Fortunately, taxable scholarships, fellowships, grants,
and compensation from work-study programs count
as earned income. Assuming the student is your
dependent, this means that for 2015 he or she can
offset this income by his or her standard deduction
of the greater of (1) $1,050 or (2) earned income plus
$350, up to the $6,300. Since taxable scholarships,
fellowships, grants, and compensation count as earned
income, they increase the student’s standard deduction.
If the student isn’t anyone’s dependent for 2015, he
or she can offset earned income of up to $10,300 with
his or her personal exemption ($4,000) and standard
deduction ($6,300). (Dependents are not entitled
to a personal exemption.)
Taxable financial aid in excess of what can be offset by
the student’s personal exemption (if any) and standard
deduction is usually taxed at only 10%. (For 2015,
the 10% bracket for single taxpayers applies to taxable
income up to $9,225.)

Work-study Arrangements. If the financial aid is
conditioned on the student performing services, the
amount that represents payment for such services is
taxable income and will be reported on a Form W-2 or
Form 1099. This is true even if the work is integrated
with the student’s curriculum or if the payment is
called a scholarship, fellowship, or grant. Students
typically work for the school they’re attending.
However, they could work for other employers
under the auspices of a work-study program.
Student Loans. Naturally, student loan proceeds are
not taxable income because the borrowed amounts
must be paid back. However, some college education
loans are subsidized to allow borrowers to pay reduced
interest rates. Fortunately, college loan interest subsidies
are nontaxable to the same extent as if they were
provided in the form of an outright scholarship,
fellowship, or grant. An above-the-line deduction
(i.e., available whether or not the borrower itemizes)
of up to $2,500 is allowed for interest expense paid by
a taxpayer on a loan to fund qualified higher education
expenses. The deduction is phased out for taxpayers
with adjusted gross income exceeding certain amounts.

Warning: The Kiddie Tax rules may cause investment
income (such as interest, dividend, and capital gains)
received by students who are under age 24 to be
taxed at the parent’s higher rates instead of at the
student’s lower rates. The student’s earned income
(including taxable scholarships, fellowships, grants,
and compensation) is not subject to the Kiddie Tax.
Please give us a call if you have questions or want more
information. n

IRA ROLLOVERS

A

n IRA rollover occurs when a taxpayer receives
a distribution from one IRA and within 60 days
deposits the assets in another IRA. This transfer to
the receiving IRA is called a rollover contribution. Any
portion of the distribution not rolled over within
60 days is taxed on the date it was received, not on
the 60th day after the withdrawal.
Generally, if
any part of a
distribution
from an IRA is
rolled over taxfree to another
IRA, you must
wait one year
before you can
make another
tax-free rollover.
Before 2015, the
one-rollover-per-year rule applied on a per-IRA basis.
Starting in 2015, the one-rollover-per-year rule applies

to an individual’s IRAs in the aggregate (rather than
on a per-IRA basis). Thus, from now on, individuals
who withdraw IRA funds and roll them over tax-free
to another IRA can’t withdraw funds from any other
IRA during the following 12 months and complete
another tax-free rollover. A 2014 distribution properly
rolled over in 2015 will not count toward the new
one-rollover-per-year rule that’s effective starting
in 2015.
Trustee-to-trustee transfers are preferable because they
are not subject to the one-year waiting period that
applies to rollovers to and from IRAs. Also, since the
IRA owner never takes possession of the assets, there
is no danger that the distribution will be taxed because
it is not rolled over within the required 60-day period.
Roth IRAs and traditional IRAs are basically subject
to the same rollover rules. However, a Roth IRA can
only be rolled over to another Roth IRA. A traditional
IRA can be rolled over to a Roth IRA, but it is taxable
as if it were not rolled over. n

This publication is distributed with the understanding that the author, publisher and distributor are not rendering legal, accounting or other professional advice or opinions on specific facts
or matters, and, accordingly, assume no liability whatsoever in connection with its use. The information contained in this newsletter was not intended or written to be used and cannot be
used for the purpose of (1) avoiding tax-related penalties prescribed by the Internal Revenue Code or (2) promoting or marketing any tax-related matter addressed herein. © 2015

