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NEW LAWS FOR FEDERAL TAX RETURNS FOR 2020

The following tax law changes affect 2020 Federal income tax returns and in some
cases other year returns prepared in 2020. Any changes in other year’s returns will be
noted.

The Tax Cuts and Jobs Act (TCJA) signed into law on December 22, 2017 has had the
most broad and wide sweeping changes to tax law since the Tax Reform Act of 1986. In
this summary we will cover some of the more important changes of this bill

Of significance in late 2019 the Further Consolidated Appropriations Act of 2020 was
signed into law. The appropriation act funds the federal government through September
30, 2020 and includes some tax law changes. Among these changes are the extenders
and retirement plan funding and distribution which we will review later in this section.

Here are some of the major highlights of the TCJA:

e Both individual and corporate tax rates have changed starting in 2018.
The individual tax rates range from 10-37% and the corporate rate is a flat
21%. These rates will remain the same in 2020.

e The standard deduction for all filing status has almost doubled but there
are no deductions for personal exemptions.

e The Child Tax Credit is now $2,000 per eligible child and there is a new
Dependent credit of $500.

e Beginning in 2018 there will be a pass-through entity deduction of 20% for
individuals from qualified business income from a sole proprietorship, LLC
(except those that are taxed as a C corp), S corporation and partnerships.

¢ Individuals can only deduct up to $10,000 of property taxes and state
income tax withheld on their schedule A through the 2025 tax year.

e Moving expense deductions and miscellaneous itemized deductions
subject to the 2% of AGI are suspended through the 2025 tax year.

e Individuals can only deduct the mortgage interest on acquisition
indebtedness up to $750,000 ($375,000 if MFS).

e Home equity debt is only deductible from tax year 2018 through 2025 if
the loan is used to build, buy or substantially improve the taxpayer's home
that secures the loan.



e The percentage AGI limit for contributions made by individuals to public
charities and other 50% limit organizations has been raised from 50% to
60%.

e Effective for tax year 2018 through 2025, a personal casualty loss is not
deductible unless such loss is attributed to a disaster declared by the
President.

o Effective starting tax year 2019 the penalty tax for not having the minimum
essential health insurance coverage is zero. The penalty in 2018 was the
greater of $695 or 2.5% of the household income over the filing threshold.

e Effective starting tax year 2019 alimony is no longer deductible by the
payer spouse and includible in income by the recipient spouse. This
applies to divorce or separation agreements executed after December 31.
2018 or agreements prior to this date and were modified after December
31, 2018.

Standard Deduction. The following amounts represent an increase of almost double
the standard deductions in 2017. Here are the amounts for the various filing statuses for
2020 tax returns.

e Single $12,400
e Married Filing Separate $12,400
e Married Filing Joint and Surviving Spouse $24,800
e Head of Household $18,650

The following are additional amounts for blind and/or elderly taxpayers (Age 65 or
over). These amounts from 2019 remain the same in 2020 for all filing status.

e Single and Head of Household
Blind or Elderly $1,650
Blind and Elderly $3,300
e Married Filing Joint
e Married Filing Separate
e Surviving Spouse
Blind or Elderly (per taxpayer) $1,300
Blind and Elderly (per taxpayer) $2,600

Personal Exemption. The personal exemption amount for 2018 returns have been
suspended through tax year 2025.

Itemized Deductions. The itemized deduction phase-out based on the taxpayer’'s AGI
was reinstated for 2013 tax returns are suspended for the tax years 2018 through 2025.




Medical Expenses. The threshold for deducting unreimbursed medical expenses will
be 7.5% of the AGI for all taxpayers for the 2019 and 2020 tax years. The AMT
adjustment for medical expenses is permanently repealed effective at the end of the
2018 tax year.

Tax_Rate Schedules. The individual income tax rates for 2017 ranged from 10 to
39.6%. For 2018 and now 2020 the low end tax rate is still 10% but the highest tax rate
has decreased to 37%. There are still 7 different tax tiers for each filing status.

2020 Tax Rate Schedules

Schedule X — Use if your 2020 filing status is Single

Single Income But not over The tax is of the amount over
$0 $9,875 10% $0

$9,876 $40,125 $987.50 + 12% $9,875

$40,126 $85,525 $4617.50 + 22% $40,125

$85,526 $163,300 $14,605.50 + 24% $85,525

$163,301 $207,350 $33,271.50 + 32% $163,330
$207,351 $518,400 $47,367.50 + 35% $207,350
$518,401 $156,235.00 + 37% $518,400

Schedule Y-1 — Use if your 2020 filing status is Married Filing Jointly or Qualifying
Widow(er)

MFJ or QW But not over The tax is of the amount over
$0 $19,750 10% $0

$19,751 $80,250 $1,975.00 + 12% $19,750

$80,251 $171,050 $9,235.00 + 22% $80,250

$171,051 $326,600 $29,211.00 + 24% $171,050
$326,601 $414,700 $66,543.00 + 32% $326,600
$414,701 $622,050 $94,735.00 + 35% $414,700
$622,051 $167,307.50 + 37% $622,050

Schedule Y-2 — Use if your 2020 filing status is Married Filing Separately

MFS Income

$0
$9,876
$40,126
$85,526
$163,301
$207,351
$311,026

But not over

$9,875
$40,125
$85,525
$163,300
$207,350
$311,025

The tax is

10%

$987.50 + 12%
$4,617.50 + 22%
$14,605.50 + 24%
$33,271.50 + 32%
$47,367.50 + 35%
$83,653.75 + 37%

of the amount over

$0
$9,875
$40,125
$85,525
$163,300
$207,350
$311,025



Schedule Z — Use if your 2020 filing status is Head of Household

HH income But not over
$0 $14,100
$14,101 $53,700
$53,701 $85,500
$85,501 $163,300
$163,301 $207,350
$207,351 $518,400
$518,401

Long-Term Capital Gain and Qualified Dividend Tax Rates.

The tax is

10%

$1,410.00 + 12%
$6,162.00 + 22%
$13,158.00 + 24%
$33,271.00 + 32%
$45,926.00 + 35%
$154,793.50 + 37.0%

of the amount over
$0

$14,100

$53,700

$85,500

$163,300
$207,350
$518,400

The tax rates changed

slightly in 2013 and were in place until 2017 for long-term capital gains and qualified
dividends. The rates are stated below.

Ordinary Tax Rate 2008 to 2012 2013 To 2017
Capital Capital
Gain and Qualified Gain and Qualified

Dividend Rate Dividend Rate
39.6% n/a 20%
35% 15% 15%
33% 15% 15%
28% 15% 15%
25% 15% 15%
15% 0% 0%
10% 0% 0%

The new rates for 2019 still have a 20% rate at the high end but the breakpoints are not
tied in to the actual tax bracket as in the past. Below are the new breakpoints with tax

rates for 2020.

Single Taxable Income

$0 to $40,000 = 0%
$40,001 $441,550 = 15%
$441,551 $ and over = 20%

Married Filing Joint or Qualifying Widow Taxable Income

$0 to $80,000 = 0%
$80,001 $496,600 = 15%
$496,601 $ and over = 20%

Married Filing Separate Taxable Income

$0 to $40,000 = 0%
$40,001 $248,300 = 15%
$248,301 $ and over = 20%




Head of Household Taxable Income

$0 to $53,600 = 0%
$53,601 $469,050 = 15%
$469,051 $ and over = 20%
Estates and Trusts Taxable Income

$0 to $2,650 = 0%
$2,651 $13,150 = 15%
$13,151 $ and over = 20%

The breakpoints for the 25% maximum rate for unrecaptured section 1250 gain, and the
28% rate gain follows prior law. Therefore, the 25% and the 28% maximum rates apply
when taxable income exceeds the 24% tax bracket for regular income tax purposes.

Standard Mileage Rates. The deductible amounts for the use of your car are as
follows:

e The deductible amounts for the use of your car for business purposes was
58 cents per mile for 2019. In 2020 it will be 57.5 cents per mile.

e The deductible amounts for the use of your car for qualified medical or
moving expenses was 20 cents per mile for 2019. In 2020 it will be 17
cents per mile.

e The deductible amount for the use of your car for qualified charitable
causes remains at 14¢ per mile, the same amount as in the previous
several years. The reason is the amount is set by statute and can only be
changed by Congressional action and Presidential signature. The other
mileage rates are subject to IRS discretion.

e The deductible amount for depreciation purposes was 26 cents per mile in
2019. For 2020 it's 27 cents per mile.

Child Tax Credit and Dependent Credit. The child tax credit has been increased to
$2,000 per child versus $1,000 per child in tax years 2017 and prior. The maximum
amount of the credit that is refundable cannot exceed $1,400 per child. There is also the
new dependent credit where you receive up to $500 for each non-child dependent.
There are phase-out thresholds for these credits but the thresholds have been
increased. These are the income limits for 2020.

e For Single and Head of Household returns $200,000 - $240,000
e For Married Filing Joint returns $400,000 - $440,000
e For Married Filing Separate returns $200,000 - $240,000



Earned Income Tax Credit. The following chart includes the maximum income limit
and the maximum allowable credit for 2020:

e Single Filers Maximum Credit Income Limit
No Children $538 $15,820
One Child $3,584 $41,756
Two Children $5,920 $47,440
Three Children $6,660 $50,954

e Joint Filers

No Children $538 $21,710
One Child $3,584 $47,646
Two Children $5,920 $53,330
Three Children $6,660 $56,844

The maximum investment income you can have and receive the credit is $3,600 for
2019. In 2020 it will increase to $3,650.

Alternative Income Tax (AMT). For 2019 the AMT exemption amount was as follows:

e For Single or Head of Household returns $71,700
e For Married Filing Joint returns $111,700
e For Married Filing Separate returns $55,850

For 2020 returns, the AMT exemption amounts have increased as follows:

e For Single or Head of Household returns $72,900
e For Married Filing Joint returns $113,400
e For Married Filing Separate returns $56,700

Many situations may trigger the AMT. Following is a list of the most common ones:
e A larger than average number of dependents.
e Large gross income in relation to taxable income.
e The exercise of incentive stock options.
e Tax exempt interest.

e Long-term capital gains.



Section 179 expense limits. For 2019, the basic section 179 dollar limit was
$1,020,000. For 2020, it will increase to $1,040,000.

The SUV limit was at $25,500 for 2019. In 2020 it has increased to $25,900.

The section 179 phase-out for 2019 was $2,550,000. For 2019, the phase-out limit will
increase to $2,590,000.

Retirement Savings Contribution Limit. For 2019, the retirement savings
contribution limit (maximum AGI) in order to receive a tax credit was as follows:

e For Single returns $32,000
e For Married Filing Joint returns $64,000
e For Head of Household returns $48,000

For 2020 returns, the limit has been increased as follows:

e For Single returns $32,500
e For Married Filing Joint returns $65,000
e For Head of Household returns $48,750

Lifetime Learning Credit Income Limits. The income phase-out range for 2019 was
as follows:

e For Single returns $58,000 - $68,000
e For Married Filing Joint returns $116,000 - $136,000
e For Head of Household returns $58,000 - $68,000

For 2020 returns, the income phase-out range has increased to:

e For Single returns $59,000 - $69,000
e For Married Filing Joint returns $118,000 - $138,000
e For Head of Household returns $59,000 - $69,000

The maximum Lifetime learning credit remains at 20% of the first $10,000 of qualified
expenses.

American Opportunity Credit/Hope Credit. The income phase-out range for 2020 is
the same as 2019. Here are the amounts:

. For Single returns $80,000 - $90,000
. For Married Filing Joint returns $160,000 - $180,000
. For Head of Household returns $80,000 - $90,000

The maximum American Opportunity Credit/Hope Credit is $2,500.



Foreign Earned Income Exclusion. The foreign income exclusion from U.S. income
taxes was $105,900 in 2019. For 2020 it has been increased to $107,600.

Note: The exclusion amount applies to worldwide earned income as it applies to U.S.
citizens and resident aliens. It includes worldwide earned income whether the taxpayer
is living in the United States or living abroad.

Income Limits for Excluding U.S. Savings Bond Interest. The exemption phase-out
range for interest on United States Savings Bond interest for 2020 was as follows:

e For Single returns $81,100 - $96,100
e For Married Filing Joint returns $121,600 - $151,600
e For Head of Household returns $81,100 - $96,100

The phase-out range for 2020 returns has been increased to the following amounts:

e For Single returns $82,350 - $97,350
e For Married Filing Joint returns $123,550 - $153,550
e For Head of Household returns $82,350 - $97,350

Adoption Credit or Exclusion. The maximum adoption credit or exclusion for
employer—provided adoption benefits for 2019 was $14,080.

For 2020 returns the maximum credit or exclusion has been increased to $14,300.

The MAGI (Modified Adjusted Gross Income) income phase-out limit for 2019 was from
$211,160 to $251,160.

For 2020 returns the MAGI income phase-out limit has been increased from $214,520
to $254,520.

For 2011 returns and thereafter, the credit is not refundable. However, any unused
credit is carried forward to the next five years or until it is used, whichever comes first.

Student Loan Interest Deduction. The phase-out range for income for student loan
interest for 2019 is as follows:

e For Single returns $70,000 - $85,000
e For Married Filing Joint returns $140,000 - $170,000
e For Head of Household returns $70,000 - $85,000

For 2020 returns the phase-out range has remained the same as 2019.

The maximum student loan deduction for 2019 was $2,500. The maximum deduction for
2020 tax returns remains the same at $2,500.



Qualified Parking Benefits. The exclusion of benefits for qualified parking provided
by an employer to its employees was $265/month for 2019 tax returns.

For 2020 returns, the exclusion has increased to $270/month.

Commuter Highway Vehicle and Transit Pass Benefits. The monthly limit on the
exclusion of benefits on qualified transportation in a commuter highway vehicle and
transit pass provided by an employer to its employees for 2019 was $265/month.

For 2020 returns, the monthly amount has increased to $270/month.

Social _Security Taxes. In 2012 social security was withheld from an employee’s
wages at the rate of 4.2% (down from 6.2%) up to the social security limit of $110,100.
There is no change in the Medicare withholding. In 2013 the rate was restored to 6.2%
and the wage limit was $113,700. In 2019 the rate remains the same at 6.2% and the
wage limit increased to $132,900. For 2020, the rate remains the same as 2019 and
the wage limit has increased to $137,700.

In 2012 the same decrease applies to net earnings from self-employment — the rate will
be 10.4% (down from 12.4%) up to the social security wage limit of $110,100. In 2013
the rate reverts back to 12.4% with a wage limit of $113,700. In 2019, the rate remains
the same at 12.4% with the net earnings limit increased to $132,900. For 2020, the rate
remains the same as 2019 but the net earnings limit has increased again to 137,700.

Also there is a Social Security benefits (cola) increase of 1.6% in 2020.

Expiring Tax Benefits. On December 16, 2019, a bipartisan agreement was reached
was reached on tax extenders as part of the "Taxpayer Certainty and Disaster Tax
Relief Act of 2019" as part of the Consolidated Appropriations Act of 2020. This was
promptly passed by Congress and signed by the President on December 20, 2019.

The act restores many expired tax provisions (most of which expired after the end of
the 2017 tax year) retroactively to the 2018 tax year and extends these provisions
through the end of the 2020 tax year. Taxpayers who wish to claim the reinstated
deductions or credits for 2018 must file an amended return for 2018. The following tax
provisions are extended through 2020 except as noted.

e Work opportunity tax credit. Expires after 2020.
e Deduction for qualified tuition and fees deduction. Expires after 2020.
¢ Nonbusiness energy property credits. Expires after 2020.

e Cancellation of qualified principal residence indebtedness exclusion
from gross income. Expires after 2020.



Mortgage insurance premiums treated as qualified residence interest.
Expires after 2020.

Energy efficient home credits. Expires after 2020.

Alternative motor vehicle credit for qualified fuel cell motor vehicles.
expires after 2020.

Health coverage tax credit. Expires after 2020.

Residential energy efficient property credit which includes solar
property. Expires after 2021.

Energy credits and credit phase-outs under IRC section 48(a).
Includes solar and thermal energy property and fibre-optic solar
property among some of the items in this section. Expires after 2021.

Estate and Gift Taxes. For an estate of any decedent dying during calendar year

2020, the unified credit for estate tax has increased to $11,580,000, compared to
$11,400,000 for 2019.

The annual exclusion for gift taxes has remained the same at $15,000 for 2020.

Long—Term Care Premiums. The limitations on long-term care premiums for 2018

based on attained age before the close of the taxable year for 2019 were as follows:

40 or less $420
More than 40 but not more than 50 $790
More than 50 but not more than 60 $1,580
More than 60 but not more than 70 $4,220
More than 70 $5,270

The per diem limit for 2019 was $370.

For 2020 returns, the limitations are as follows:

40 or less $430
more than 40 but less than 50 $810
more than 50 but less than 60 $1,630
more than 60 but less than 70 $4,350
More than 70 $5,430

The per diem limit for 2020 is $380.
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Medical Savings Accounts — Self-Only Coverage. For the taxable year 2019, the
term “High Deductible Health Plan” means a health plan that had an annual deductible
that was not less than $2,350 and not more than $3,500 and under which the annual
out-of-pocket expenses required to be paid for covered benefits do not exceed $4,650.

For 2020, the annual deductible premium must not be less than $2,350 and not more
than $3,550 and under which the annual out-of-pocket expenses required to be paid for
covered benefits do not exceed $4,750.

For family coverage in taxable year 2019, the annual deductible must not have been
less than $4,650 and not more than $7,000 with required out-of-pocket expenses not
more than $8,550.

For 2020 returns, the annual deductible premium must not be less than $4,750 and not
more than $7,100 with the required annual out-of-pocket expenses to be paid must not
exceed $8,650.

Simplified Optional Home Office Deduction. Taxpayers who have home-based
businesses may use the simplified home office deduction beginning with 2013 tax
returns. The new deduction is capped at $1,500 per year based on $5 a square foot for
up to 300 square feet. The $5 per square foot is allowed regardless of actual costs.
Taxpayers using this method will not be able to depreciate the portion of the home they
use for their business like they could if they filed Form 8829.

AFFORDABLE HEALTH CARE ACT

Health Insurance. The Health Care act requires that all individuals must have health
care insurance by 2014 or pay a penalty tax on their individual income tax return. The
exceptions to this would be individuals whose income is below the minimum filing
requirement, coverage that is unaffordable, or if the individual suffered a hardship
making him or her unable to secure insurance. Effective 2019 there will be no penalty
for not having the minimum essential health coverage.

The penalty for not having health insurance is as follows:

Year The penalty is the Or the following percent of excess
greater of: household income over the filing threshold
amount:
2014 $95 1.0%
2015 $325 2.0%
2016 - 2018 $695 2.5%
2019 and after $0 0.0%

Plan Levels. The Health Care Act requires that all new policies, including plans sold on
an exchange (except stand-alone dental, vision, and long term-care plans) to comply
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with one of the four benefit categories that provide for certain levels of benefits at the
following actuarial levels.

° Bronze Plan 60%
° Silver Plan 70%

. Gold Plan 80%

. Platinum Plan 90%

Additional Medicare Tax. Beginning in 2013, individuals will pay an additional 0.9%
Medicare Hospital Insurance (HI) tax of earned income that exceeds a threshold
amount. The tax affects the employee’s portion of FICA but it does affect the employer’'s
share. A married filing joint return the tax is applied to the total earned income of the
taxpayer and spouse. The Additional Medicare Tax amount would appear on form 8959.
The threshold amounts are as follows:

o $250,000 for MFJ returns
o $125,000 for MFS returns
o $200,000 for Single, Head of Household and Qualifying Widow

Net Investment Income Tax. Beginning in 2013, individuals will have a Net Investment
Income Tax imposed on them at a rate equal to 3.8% of the lesser of the net investment
income or the excess of modified adjusted gross income (MAGI) over the threshold
amount. The Net Investment Income Tax amount would appear on form 8960. The
threshold amounts are as follows:

. $250,000 for MFJ, QW returns
. $125,000 for MFS returns
o $200,000 for Single, Head of Household returns

For estates and trusts the Net Investment Income Tax is imposed on them equal to
3.8% of undistributed net investment income or the excess of adjusted gross income
over the dollar amount at which the highest estate and trust income tax bracket begins.
In 2020 that amount will be $13,151.

Net Investment income is composed of three categories:

1. Gross income from interest, dividends, annuities, royalties, and
rents, less allocable deductions, unless the income is derived from
the ordinary course of a trade or business that is not a passive
activity.

Business or trade income from a passive activity.

Net gains attributable to the disposition of property other than
property that is held in a trade or business.

wn

Income from a trade or business that trades financial instruments or commodities is
subject to the Net Investment Income Tax despite its passive activity status.

12



Examples of items that would not be considered net investment income:

1. Anyincome subject to self-employment tax.
2. Income excluded from taxable income under regular tax rules.
3. Distributions from a qualified retirement plan.

Premium Tax Credit. Starting in 2014 a taxpayer who buys health insurance through
a state exchange may be eligible for a premium tax credit. The credit is available for
individuals with household incomes of at least 100% but not more than 400% of the
federal poverty line for a family of the size involved who do not receive health insurance
through an employer or spouse’s employer. Married Filing Separate filers and
individuals who are listed as dependents are ineligible for the credit. Also ineligible are
incarcerated individuals and individuals who are not legally present in the United States.

If you are eligible for the credit you can get it in one of two ways.
1. You can wait until your tax return is filed to receive the credit.

2. Or you can receive the credit as a way to lower your monthly
premium by having some or all of the estimated credit paid
directly to the insurance company. When you file your return
you will subtract the amount of the advanced payments from
the amount of the actual premium tax credit calculated on the

return.
2020 Federal Poverty Level (FPL)
Size of family FPL for 48 FPL for Alaska FPL for Hawalii
Contiguous States
and District of
Columbia
1 $12,760 $15,950 $14,680
2 $17,240 $21,550 $19,830
3 $21,720 $27,150 $24,980
4 $26,200 $32,750 $30,130
5 $30,680 $38,350 $35,280
6 $35,160 $43,950 $40,430
7 $39,640 $49,550 $45,580
8 $44,120 $55,150 $50,730
More than 8 Add $4,480 per Add $5,600 per Add $5,150 per
extra person extra person extra person

How the Premium Tax Credit is Calculated. The tax credits are based on a sliding
scale ranging from 2% to 9.56%. The two factors involved are the household income
relative to the federal poverty level and the percentage of income the cost of the
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premium represents. The credit amount is tied to the second lowest-cost tier plan,
“silver plan”, otherwise known as the benchmark plan.

Example. Hal wants to purchase health insurance on his state
exchange. The four silver plans that he could purchase have yearly
premiums of $4,000, $4,400, $4,800, and $5,200. The benchmark plan
would cost Hal $4,400. Hal could buy any one of the four plans but for
purposes of calculating the premium tax credit the $4,400 would be used.

Household income as a Initial Premium Final Premium

percentage of the Federal

Poverty Level
100%-133% 2.01% 2.01%
133%-150% 3.02% 4.03%
150%-200% 4.03% 6.34%
200%-250% 6.34% 8.10%
250%-300% 8.10% 9.56%
300%-400% 9.56% 9.56%

SECTION 199A DEDUCTION

Definitely the most complex of the new measures coming from the Tax Cut and Jobs
Act is Section 199A, The Deduction for Qualified Business Income of Pass-Through
Entities. For tax year 2018 through 2025 an individual taxpayer generally may deduct
20% of gqualified business income from a partnership, S corporation, or sole
proprietorship, as well as 20% of aggregate qualified REIT dividends, qualified
cooperative dividends, and qualified publicly traded partnership income. Qualified
business income is your allocable share of the income less deductions from the trade
or business. It does not include capital gain, capital loss, dividends, nonbusiness
interest income, reasonable compensation paid to you or guaranteed payments from
partnerships. If you are involved in multiple businesses, you determine the gualified
business income of each one separately and you first figure the deduction, subject to
any limitations on each business.

General rule. The deduction will generally be equal to the sum of

1. The lesser of (A) the taxpayer's qualified business income or (B) 20
percent of the excess of the taxable income for the taxable year over
any net capital plus the total amount of qualified cooperative
dividends, plus

2. The lessor of (A) 20 percent of the total amount of qualified
cooperative dividends for the taxable year or (B) the taxable income
(reduced by the net capital gain).
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A taxpayer's combined gualified business income amount is generally equal to the
sum of (A) 20 percent of the taxpayer's QBI with respect to each trade or business plus
(B) 20 percent of the total amount of qualified real estate investment trust (REIT)
dividends and qualified publicly traded partnership (PTP) income.

Limitations. Limitations apply to people with higher taxable incomes in excess of
$321,400 for a MFJ return and $160,700 for single and head of household filers. In
2019, there is a new limitation for married filing separate filers which starts at $160,725.
The deduction is totally phased out once taxable income exceeds $421,400 for joint
returns and $210,700 for single and head of household filers. For married filing separate
filers the upper limit is 210,725. It's important to note that the definition of taxable
income excludes the 20% deduction.

1. The deduction will be phased out when you exceed the threshold
amounts when you are in certain service fields. Some of these fields
include law, health, accounting, consulting, financial services,
performing arts, athletics or any business where the principal asset is
the reputation or skill of its employees.

2. The deduction will be phased out when you exceed the threshold
amounts based on W-2 wages paid regardless of what field you are
in.

3. The deduction cannot exceed 20% of the overall taxable income,
excluding the deduction, minus any net capital gain. If it does, the
deduction is limited to 20% of the taxable income. This applies to all
taxpayers.

4. The portion of the deduction attributable to 20 percent of the
taxpayer's qualified business income cannot exceed the greater of
(1) 50% of the share of W-2 wages paid with respect to the qualified
business income or (2) the sum of 25% of the share of W-2 wages
plus 2.5% of the unadjusted basis of qualified property determined
immediately after purchase of such qualified property.

Example. Jack is a sole proprietor who has a machine shop. In 2019,
Jack purchased a CNC mill machine for $50,000. Jack does not have
any employees.

50% of W-2 wages =0

or

25% of W-2 wages + 2.5% of qualified property = 0 + $1,250 = $1,250

Jack is limited to $1,250 of Sec 199 deduction
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Carryover _of losses. Under Section 199A, if the net amount of qualified business
income from all qualified trades and businesses during the taxable year is a loss, it is
carried forward as a loss from a qualified trade or business in the next taxable year. Any
deduction allowed in a subsequent year is reduced (but not below zero) by 20% of any
carryover qualified business loss.

Example. In Year 1, Bill has qualified business income for business X of
$20,000 and a qualified business loss for business Y of $50,000. Bill is not
permitted a deduction for Year 1 and has a carryover qualified business
loss of $30,000 to year 2. In Year 2, Bill has qualified business income of
$20,000 for business X and qualified business income for business Y of
$50,000.

($20,000 + $50,000 X 20%) - ($30,000 X 20%) = $8,000
Bill would be entitled to a Year 2 Section 199A deduction of $8,000.
SECURE Act. Division O of the Consolidated Appropriations Act of 2020 includes the

Secure Act, which contains changes to retirement plan rules. Below we will summarize
some of the changes.

e Effective for tax years 2020 and after, the age limit of 70 1/2 for
making deductible traditional IRA contributions no longer applies.
Taxpayers of any age can make deductible contributions to their
traditional IRAs, provided all of the other IRA contribution rules are
met. The same rule has always applied to making nondeductible Roth
IRA contributions.

e Beginning in tax year 2020, the age for taking required minimum
distributions(RMDs) rises to age 72 instead of 70 1/2. Employees who
work past age 72 can delay taking RMDs from the 401(k) plan of their
current employer until they retire.

e Individuals who are expecting a baby or are in the adoption process
can take distributions from their IRAs and 401(k)s of up to $5,000
without incurring the 10% penalty for pre-age-59 1/2 for early
withdrawals.

e For tax year 2020 and after the Act changes the rules for inherited
IRAs. RMDs for inherited IRAs require a 10-year maximum distribution
period unless the beneficiary is a surviving spouse, is disabled or
chronically ill, is an individual who is not 10 years younger than
employee, or a minor child of the employee, generally effective for
RMDs in regards to employee/IRA owners with a date of death after
December 31, 2019.
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REVIEW QUESTIONS

Unreimbursed medical expenses can be deducted on Schedule A if the
expenses exceed a certain percentage of the taxpayer's AGI. What is that
percentage for 20197

A. 0%
B. 5%
C. 7.5%
D. 10%

For tax year 2019, Joe, a single filer, had a capital gain of $20,000. Joe had
taxable income of $76,000 in 2019. How much tax does Joe have to pay on his
capital gain?

A.  $4,000
B. $3,000
C. $2,000
D. $0

How much is the Child Tax Credit per child in 2019?

A. $500

B. $1,000
C. $1,400
D. $2,000

For 2019 there is a new tax credit for a non-child dependent. What is the amount
of that credit for 20197

A.  $500

B. $1,000
C. $1,400
D. $2,000

There are many situations that could trigger Alternative Minimum Tax (AMT).
Which one of the following is incorrect in this regard?

Tax exempt interest.

Large gross income in comparison to taxable income.
Short-term capital gains.

The exercise of incentive stock options.

oOw>
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Kelly, a single filer, paid for college tuition for her daughter Shannon. Which one
of the following choices would entitled Kelly for the Lifetime Learning Credit in
20197

A.  $100,000
B. $80,000
C. $70,000
D. $50,000

Which one of the following tax provisions will not expire after 2019?

Residential Energy Efficient Property credit.

Nonbusiness energy credit.

Mortgage insurance premiums treated as qualified residence interest.
Deduction for tuition and fee expenses.

oo W

Frank did not have health insurance for 2019. Assuming he does not qualify for
an exemption what would his penalty be?

A. There is no penalty for not having health insurance in 2019.

B. The greater of $325 or 2.0% of excess household income over the
filing threshold.

C. The greater of $695 or 2.0% of excess household income over the
filing threshold.

D. The greater of $695 or 2.5% of excess household income over the
filing threshold.

Jerry has two qualified businesses, a car wash and an auto repair shop. In 2018,
the car wash had qualified business income of $10,000 and the auto repair shop
had a qualified business loss of $20,000. In 2019, the car wash had qualified
business income of $15,000 and the repair shop had qualified business income
of $25,000. What is Jerry's Section 199A deduction for 2019.

A $0

B. $2,000
C. $6,000
D. $8,000
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RESPONSES TO REVIEW QUESTIONS

Unreimbursed medical expenses can be deducted on Schedule A if the
expenses exceed a certain percentage of the taxpayer's AGI. What is that
percentage for 2019?

Incorrect. In 2019, the percentage is 10%, not 0%.

Incorrect. In 2019, the percentage is 10%, not 5%

Incorrect. 7.5% was the percentage in 2018, in 2019 it's 10%.
Correct. In 2019, unreimbursed medical expenses must exceed
10% of the taxpayers AGI.

oOw>

For tax year 2019 Joe, a single filer, had a capital gain of $20,000. Joe had
taxable income of $76,000 in 2019. How much tax does Joe have to pay on his
capital gain?

A. Incorrect. Joe would need taxable income of over $434,551 to pay
$4,000 in capital gains tax.

B. Correct. With taxable income of $76,000, Joe is in the 15% capital
gain bracket for a single filer. ($20,000 X 15% = $3,000).

C. Incorrect. See B above

D. Incorrect. See B above. This would be the correct answer if he had
taxable income of $39,375 or less.

How much is the Child Tax Credit per child in 2019?

A. Incorrect. That is the amount of the new dependent care credit for a
non-child dependent.

B. Incorrect. That was the amount of Child Care Credit for years 2017
and prior.

C. Incorrect. That is the refundable portion of the Child Care Credit for
2019.

D. Correct. In 2019 the Child Care Credit is $2,000 per child.

For 2019 there is a new tax credit for a non-child dependent. What is the amount
of that credit for 20197

A. Correct. There is a $500 tax credit for each non-child dependent.

B. Incorrect. $1,000 was the child tax credit for tax years 2017 and
prior.

C. Incorrect. $1,400 is the maximum refundable credit for the child tax
credit. $500 is the non-child tax credit amount.

D. Incorrect. $2,000 is the current child tax credit. The non-child
dependent credit is $500.
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There are many situations that could trigger Alternative Minimum Tax (AMT).
Which one of the following is incorrect in this regard?

A. Incorrect. Tax-exempt interest is one of the elements that triggers
AMT.

B. Incorrect. When taxable income is low in comparison to gross
income this will trigger the AMT.

C. Correct. Short-term capital gains will not trigger AMT. However,
long-term capital gains will trigger AMT.

D. Incorrect. When you have incentive stock options this will trigger
AMT.

Kelly, a single filer, paid for college tuition for her daughter Shannon. Which one
of the following choices would entitled Kelly for the Lifetime Learning Credit in
20197

A. Incorrect. Lifetime learning credit is totally phased out for single
filers when modified AGI (MAG]I) is over $68,000 in 2019.

B. Incorrect. See A above. The phase-out range for the lifetime
learning credit for single filers in 2019 is $58,000 - $68,000.

C. Incorrect. See A and B above.

D. Correct. Kelly will be entitled to the lifetime learning credit if her
MAGI is $50,000. As long as her MAGI is under $58,000 Kelly would
be entitled to tax credits.

Which one of the following tax provisions will not expire after 2019?

A. Correct. The residential energy efficient property credit expires after 2021,
not 2019.

B. Incorrect. The nonbusiness energy credit is scheduled to expire
after 2017.

C. Incorrect. Mortgage insurance premiums that are deductible as
interest is scheduled to expire after 2017.

D. Incorrect. The deduction for qualified tuition and related expenses is
due to expire after 2017.

Frank did not have health insurance for 2019. Assuming he does not qualify for
an exemption what would his penalty be?

Correct. There is no penalty for not having health insurance in 2019.
Incorrect. This was the penalty for 2015, not 2019.

Incorrect. This would be correct answer if the percentage was 2.5%.
Incorrect. This would be the correct answer for tax years 2016
through 2018. After 2018 there will be no penalty for not having
essential health coverage.

OO wp
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Jerry has two qualified businesses, a car wash and an auto repair shop. In 2018,
the car wash had qualified business income of $10,000 and the auto repair shop
had a qualified business loss of $20,000. In 2019, the car wash had qualified
business income of $15,000 and the repair shop had qualified business income
of $25,000. What is Jerry's Section 199A deduction for 2019?

A. Incorrect. See C below.

B. Incorrect. See C below.

C. Correct. In 2018 Jerry had a qualified business loss of $10,000.
There is not a 199A deduction for 2018 but his loss will carryforward
to 2019 to offset any qualified business gain. For 2019 Jerry's
Section 199A deduction is calculated as follows: ($15,000 + $25,000
X 20%) - ($10,000 X 20%) = $6,000

D. Incorrect. See C above.
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