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Overview 

Learning Objectives 

Key Terms 

Federal Tax Law Updates (2019/2020) 
 

 

 

Description 

The primary emphasis of this seminar is on Federal tax law changes and inflation adjustments for 
2019 and 2020. Some of the topics covered in this seminar are: 

• New and updated tax law changes for tax year 2019/2020 
• Inflation adjustments for tax year 2019/2020 
• Changes to standard and itemized deductions 
• Retirement plan changes 
• Cost recovery and other provisions affecting businesses 
• Increased depreciation limits 

 

 

1) Summarize inflation adjustments for individual provisions. 
2) Summarize inflation adjustments to above-the-line deductions. 
3) Discuss the pass-through business deduction for qualified business income and new (for 

2019) Forms 8995 and 8995-A. 
4) Summarize inflation adjustments to credits. 
5) Summarize inflation adjustments to itemized deductions and exclusions. 
6) Describe 2019/2020 tax law changes for individual taxpayers. 
7) Discuss Social Security, retirement plan, and IRA updates. 
8) Discuss cost recovery and other provisions affecting businesses. 
9) Indicate the status of federal tax extenders. 

 

 

• Bonus Depreciation 
• Domestic Business 
• Effectively Connected Income (ECI) 
• Estate Tax Exclusion 
• Gift Tax Exclusion 
• Individual 
• Pass-Through Deduction 
• Publicly Traded Partnership (PTP) 
• Qualified Business Income (QBI) 
• Qualified Property 
• Qualified PTP Income 
• Qualified REIT Dividends 
• Qualified Trade or Business (QTB) 
• Real Estate Investment Trust (REIT) 
• Relevant Pass-Through Entity (RPE) 
• Section 179 Expense Deduction 
• Specified Service Trade or Business (SSTB) 
• Tax Cuts and Jobs Act (TCJA) 
• Threshold Amount 
• Unadjusted Basis Immediately after Acquisition (UBIA) 
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The Tax Cuts and Jobs Act of 2017 (TCJA) amended the Internal Revenue Code (IRC) of 1986. 
Some of the provisions were effective in 2017, some tax items were adjusted for inflation, and 
others were eliminated. New provisions were added to replace some of those that were eliminated. 
This seminar will reiterate some of the changes created by the TCJA in relation to the 2018 tax 
year but will concentrate on inflation adjustments for the tax year 2019 and the few tax law changes 
that the TCJA made effective in tax year 2019. Any tax law changes for tax year 2020 will be 
included if available. 

 
The IRS makes an annual inflation adjustment to certain items. Examples of items adjusted for 
inflation are (this is not an all-inclusive list): 

• Tax rate schedules and tax tables 
• Filing requirement thresholds 
• Standard deduction 
• Earned income credit (EIC) 
• The adoption credit 
• Capital gains rates 
• AMT exemption amounts 

 
Before 2018, inflation adjustments were based on the consumer price index for all urban consumers 
(CPI-U), which tracks a typical household’s cost for goods and services. The new tax law requires 
that the Chained CPI be used for all inflation adjustments after 2017. This index (C-CPI-U) grows 
slower than the CPI-U since it assumes that if some goods or services become too expensive, the 
consumer will trade down to a lower-cost alternative. As a result, tax bracket thresholds and all 
other amounts adjusted by the IRS for inflation will rise at a much slower pace. This includes 
eligibility limits for some deductions and credits. Since the IRS had already issued some inflation- 
adjusted numbers based on the CPI-U before the passage of the Tax Cuts and Jobs Act, those 
numbers must be revised based on the new requirement to use the Chained CPI for inflation 
adjustments. As of the date of this publication, those numbers were available for 2019, and some 
are already available for 2020. This publication will be updated periodically to reflect these newly 
calculated numbers. What this means for taxpayers is that they could find themselves in a higher 
tax bracket because if income increases faster than the IRS’ lower inflation adjustments, then they 
will eventually move up a tax bracket. Thus, it may be necessary for taxpayers to increase their 
withholding if they border a tax bracket. 

 
It is imperative for those involved in tax preparation to consult the necessary IRS publications and 
websites to remain abreast of tax law decisions made after the release of this publication. The 
information provided herein includes the latest information available from the Internal Revenue 
Service at the time of publication. We will provide new releases of the Tax Law Updates throughout 
the year as additional information becomes available. The course material should be used for 
educational purposes only and is not intended to provide legal advice. 

Introduction 
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Tax Rates and Schedules 

Tax Return Due Dates 
The deadline to file individual tax returns is April 15th, unless that date falls on a Saturday, Sunday, 
or holiday, such as Emancipation Day in Washington, D.C. The filing deadline for the tax year 2019 
will be on Wednesday, April 15, 2020. In the last few years, the tax season has often been 
extended by a few days because of Emancipation Day falling on a weekend. An automatic 
extension will delay the deadline of individual returns until October 15, 2020. The taxpayer should 
complete Form 4868, Application for Automatic Extension of Time to File U.S. Individual Tax 
Return, before the April filing deadline. When possible, Form 4868 should be filed electronically; 
however, if the taxpayer decides to mail the extension, they should be sure to have the extension 
post-marked on or before the deadline and request proof of delivery. The taxpayer can pay part or 
all of their estimated income tax electronically. Payment can be made online or by phone 

 
The filing deadline for calendar-year corporate (Form 1120) tax returns is April 15, 2020. The 
taxpayer may request an extension which will extend the time to file Form 1120 until October 15, 
2020. If an extension of time to file the Corporation return is needed, Form 7004, Application for 
Automatic Extension of Time To File Certain Business Income Tax, Information, and Other Returns 
must be filed by the original due date of the return. 

 
Form 1065 (Partnerships), Form 1120S (S Corporation), and Form 1041 (Estates and Trusts) 
returns are due March 16, 2020. The taxpayer may request an extension, which will extend the 
time to file until September 15, 2020. If an extension is needed for Form 1065 or Form 1041, the 
taxpayer should file Form 7004, Application for Automatic Extension of Time to File Certain 
Business Income Tax, Information, and Other Returns, by the original March due date of the return. 
Form 7004 can be filed electronically; however, if it becomes necessary to mail the extension, 
caution should be taken to have the extension post-marked on or before the deadline, and a request 
for proof of delivery is suggested. 

 
Tax Season Begins for 2019 Returns 
The IRS will begin accepting and processing tax year 2019 individual tax returns on January 27, 
2020. While taxpayers are encouraged to file as early as possible, there will be a delay in receiving 
refunds for taxpayers who claim the earned income credit and the additional child tax credit due to 
the Path Act. Refunds for tax returns with these credits will not be issued before mid-February. 
Another reason to file as soon as possible is to avoid having someone else file a tax return under 
the taxpayer’s social security number. 

 
New Tax Rates 
In 2018, TCJA modified tax brackets were modified as follows 10%, 12%, 22%, 24%, 32%, 35%, 
and 37%. The modified tax brackets remain applicable for tax year 2019 and 2020. The inflation- 
adjusted 2020 thresholds for each bracket are indicated below. The following tables apply the 2020 
tax rates to each of the five filing statuses: MFJ, QW, HOH, Single, and MFS. 

Objective #1: Inflation Adjustments for Individual Provisions 
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2020 Brackets Taxable Income – MFJ/QW Taxes 
10% Up to $19,750 10% of taxable income 

12% Over $19,750 but not over $80,250 $1,975 plus 12% of the excess 
over $19,750 

22% Over $80,250 but not over $171,050 $9,235 plus 22% of the excess 
over $80,250 

24% Over $171,050 but not over $326,600 $29,211 plus 24% of the 
excess over $171,050 

32% Over $326,600 but not over $414,700 $66,543 plus 32% of the 
excess over $326,600 

35% Over $414,700 but not over $622,050 $94,735 plus 35% of the 
excess over $414,700 

37% Over $622,050 $167,307.50 plus 37% of the 
excess over $622,051 050 

 
 

2020 Brackets Taxable Income – HOH Taxes 
10% Up to $14,100 10% of taxable income 

12% Over $14,100 but not over $53,700 $1,410 plus 12% of the excess 
over $14,100 

22% Over $53,700 but not over $85,500 $6,162 plus 22% of the excess 
over $53,700 

24% Over $85,500 but not over $163,300 $13,158 plus 24% of the 
excess over $85,500 

32% Over $163,300 but not over $207,350 $31,830 plus 32% of the 
excess over $163,300 

35% Over $207 350 but not over $518,400 $45,926 plus 35% of the 
excess over $207,350 

37% Over $518, 400 $154,793.50 plus 37% of the 
excess over $518,400 

 
 

2020 Brackets Taxable Income – Single Taxes 
10% Up to $9,875 10% of taxable income 

12% Over $9,875 but not over $40,125 $987.50 plus 12% of the 
excess over $9,875 

22% Over $40,125 but not over $85,525 $4,617.50 plus 22% of the 
excess over $40,125 

24% Over $85,525 but not over $163,300 $14,605.50 plus 24% of the 
excess over $85,525 

32% Over $163,300 but not over $207,350 $33,271.50 plus 32% of the 
excess over $163,300 

35% Over $207,350 but not over $518,400 $47,367.50 plus 35% of the 
excess over $207,350 

37% Over $518,400 $156,235 plus 37% of the 
excess over $518,400 
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2020 Brackets Taxable Income – MFS Taxes 
10% Up to $9,875 10% of taxable income 

12% Over $9,875 but not over $40,125 $987.50 plus 12% of the 
excess over $9,875 

22% Over $40,125 but not over $85,525 $4,617.50 plus 22% of the 
excess over $40,125 

24% Over $85,525 but not over $163,300 $14,605.50 plus 24% of the 
excess over $85,525 

32% Over $163,300 but not over $207,350 $33,271.50 plus 32% of the 
excess over $163,300 

35% Over $207,350 but not over $311,025 $47,367.50 plus 35% of the 
excess over $207,350 

37% Over $311,025 $83,653.75 plus 37% of the 
excess over $311,025 

 
 

Estates and Trusts – Taxable Income Taxes 
Not more than $2,600 10% of taxable income 
Over $2,600 but not more than $9,450 $260 plus 24% of the excess over $2,600 
Over $9450 but not more than $12,950 $1,904 plus 35% of the excess over $9,450 
Over $12,950 $3,129 plus 37% of the excess over $12,950 

 
 

Kiddie Tax 
The TCJA modified tax rates and brackets used to calculate the tax on the unearned income of a 
child. Effective January 1, 2018, the child’s tax rate was no longer affected by their parent’s tax 
return or the unearned income of their siblings. Unearned income exceeding the threshold amount 
of $2,200 will be taxed using the brackets and rates for estates and trusts. 

 
Form 8615 must be completed for individuals who meet all the following requirements: 

1. The child had more than $2,200 of unearned income. 
2. The child is required to file a tax return. 
3. The child was either: 

• Under the age of 18 on December 31, 2019; 
• Age 18 at the end of 2019 and didn’t have earned income that was more than half 

of their support; or 
• A full-time student at least age 19 or under age 24 on December 31, 2019, and 

didn’t have earned income that was more than half of their support. 
4. At least one of the child’s parents was alive on December 31, 2019. 
5. The child doesn’t file a joint return for tax year 2019. 

 
The change applies to tax years beginning after December 31, 2017, and ending on December 31, 
2025. 

 
Although under TCJA 2018-2025 tax returns were required to be filed using trust and estate tax 
rates as required by TCJA, a new law subsequently changed these rates retroactively to 2018. See 
the student note below. 
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For 2019, the amount used to reduce the net unearned income reported on the child’s return subject 
to the “kiddie tax” is $1,100. This amounts to the minimum dependent standard deduction adjusted 
for inflation. Parents may elect to report a child’s income on their return if the child’s gross income 
for 2019 is less than $11,000. The same amounts apply to 2020. 

 
Capital Gains Rates 
Capital gain tax rates are different from tax rates applied to a taxpayer’s ordinary income. There 
was no decrease in the capital gains rates when the tax rates were lowered. The capital gains 
rates generally remain at the same breakpoints (except for an inflation adjustment) as under 
previous law. The inflation adjustment is made for years after 2017, using the Chained Consumer 
Price Index (C-CPI-U). 

 
Taxpayers need to ensure careful tax planning when selling items that produce a capital gain (long- 
or short-term). Short-term capital gains for wealthier taxpayers, when added to wages and other 
income, may generate the maximum income tax rate of 37% on taxable income. 

 
The following 2019 income breakpoints apply to the capital gains rates. These tax rates also apply 
to 2020. 

 
 

2019 Capital Gains Rates 
Filing Status 0% 15% 20% 

Single $0 – $39,375 $39,376 – $434,550 $434,551 or more 
Married Filing Jointly $0 – $78,750 $78,751 – $488,850 $488,851 or more 
Married Filing Separately $0 – $39,375 $39,376 – $244,425 $244,426 or more 
Head of Household $0 – $52,750 $52,751 – $461,700 $461,701 or more 
Estates, Trusts & Kiddie Tax $0 – $ 2,650 $ 2,651 – $12,950 $ 12,951 or more 

 
 

2020 Capital Gains Rates 
Filing Status 0% 15% 20% 

Single $0 – $40,000 $40,001 – $441,450 $441,451 or more 
Married Filing Jointly $0 – $80,000 $80,001 – $496,600 $496,601 or more 
Married Filing Separately $0 – $40,000 $40,001 – $248,300 $248,301 or more 
Head of Household $0 – $53,600 $53,601 – $469,050 $469,051 or more 
Estates, Trusts & Kiddie Tax $0 – $ 2,650 $ 2,651 – $13,150 $ 13,151 or more 
Unrecaptured Section 1250 gain 25% 
Collectibles 
Eligible gain on qualified small business stock less the 1202 exclusion 28% 

Student Note: The SECURE Act of December 20, 2019, changed the kiddie tax rules back 
to the rules that existed before 2018. For years after 2019, a child’s investment income over 
$2,200 will again be taxed at the parent’s tax rate instead of the tax rate for trusts and 
estates. Although this provision of the SECURE Act applies to tax years after 2019, 
taxpayers were given the option to amend their 2018 and/or 2019 tax returns to use the new 
rates allowed under the SECURE Act. In many cases the use of the tax brackets for trusts 
and estates resulted in higher tax owed than use of the parent’s tax rate. This was due to 
the fact the maximum tax rate is reached at a much lower level for trusts and estates when 
it is compared to the brackets and tax rates for individuals. 
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2019 and 2020 Filing Requirements for Most People 

In tax years before 2018, filing requirements were determined by adding the taxpayer’s personal 
exemption(s) and standard deduction together. For example, in 2017, if a couple filed using the 
Married Filing Jointly status and they were both under age 65, they would have two personal 
exemptions at $4,050 each, for a total of $8,100 and a standard deduction of $12,700, for a filing 
requirement of $20,800 ($8,100 + $12,700 = $20,800). Given that exemptions have been 
eliminated for tax years 2018 through 2025, the filing requirements are based on the standard 
deductions. The filing requirements for tax year 2019 are listed below. 

 
 

Filing Status AND at the end of 2019, the 
taxpayer was … 

THEN file a return if their 
gross income was at least … 

Single Under 65 $12,200 
65 or older $13,850 

Married Filing 
Jointly 

Under 65 $24,400 
65 or older (1 spouse) $25,700 
65 or older (both spouses) $27,000 

Married Filing 
Separately Any age $5 

Head of 
Household 

Under 65 $18,350 
65 or older $20,000 

Qualifying 
Widow(er) 

Under 65 $24,400 
65 or older $25,700 

If the taxpayer was born on January 1, 1955, they are considered to be age 65 at the end of 2019. 
 
 

The filing requirements for tax year 2020 are listed below. 
 
 

Filing Status AND at the end of 2020, the 
taxpayer was … 

THEN file a return if their 
gross income was at least … 

Single Under 65 $12,400 
65 or older $14,050 

Married Filing 
Jointly 

Under 65 $24,800 
65 or older (1 spouse) $26,100 
65 or older (both spouses) $27,400 

Married Filing 
Separately Any age $5 

Head of 
Household 

Under 65 $18,650 
65 or older $20,300 

Qualifying 
Widow(er) 

Under 65 $24,800 
65 or older $26,100 

If the taxpayer was born on January 1, 1956, they are considered to be age 65 at the end of 2020. 
 
 

Gross income is all income received in the form of: 
• Money 
• Goods 
• Property 
• Services that are not exempt from tax, including any income from sources outside of the 

United States or from the sale of a primary residence (even if all or part of the sale can be 
excluded) 
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Do not include Social Security Benefits unless: 
• The taxpayer is MFS and lived with their spouse at any time in 2019; or 
• One-half (½) of the benefits plus other gross income and any tax-exempt interest is more 

than $25,000 ($32,000 if MFJ). 
 

If the taxpayer did not live with their spouse at the end of the calendar year (or on the date their 
spouse died) and their gross income was at least $5, they must file a return regardless of their age. 

 
Failure to File 
This is a penalty for failing to file an individual tax return by the return due date, April 15th, or the 
extended due date if an extension was requested and approved. The failure to file penalty 5% of 
the unpaid tax that is required to be reported and is charged each month or part of a month that 
the return is late, up to 5 months. When a return is filed more than 60 days after the return due 
date, including extensions, the minimum penalty is the lesser of 100% of the tax payment required 
on the return that the taxpayer did not pay on time or a specific dollar amount adjusted annually for 
inflation. After 12/31/18, the specific dollar minimum penalty for failure to file is $215. That is an 
increase from the $210 amount, which applied to returns due between 1/1/2018 and 12/31/2018. 
For returns due on or after 1/1/2020, the specific dollar minimum penalty was $330, but the 
SECURE Act (December 20, 2019) increased this amount to $400 or 100% of the tax due for 2020. 
This amount will be adjusted for inflation every year after 2020. 

 
Standard Deduction 

Taxpayers who do not itemize their deductions on Schedule A of Form 1040 can take advantage 
of the standard deduction. The standard deduction amount depends on the taxpayer’s filing status. 
As you can see from the chart, in tax year 2020, all filing statuses benefit from a higher standard 
deduction due to adjustment for inflation. Due to the TCJA, the standard deduction rose sharply in 
2018, but exemptions were eliminated. In some cases, due to the elimination of exemptions after 
2017, the higher standard deduction may not benefit the taxpayer. 

 
 

Standard Deduction 
Filing Status AND 2019 2020 

 
Single 

Under 65 $12,200 $12,400 
65 or older or blind $13.850 $14,050 
65 or older and blind $15,500 $15,700 

 
 

Married Filing 
Jointly 

Under 65 (both spouses) $24,400 $24,800 
65 or older or blind (one spouse) $25,700 $26,100 
65 or older or blind (both spouses) $27,000 $27,400 
65 or older and blind (one spouse) $27,000 $27,400 
65 or older (both spouses) and 
one spouse blind $28,300 $28,700 
65 or older and blind (both spouses) $29,600 $30,000 

 
Married Filing 
Separately 

Spouse Itemizes Deductions $ 0 $ 0 
Under 65 $12,200 $12,400 
65 or older or blind $13,500 $13,700 
65 or older and blind $14,800 $15,000 

Head of 
Household 

Under 65 $18,350 $18,650 
65 or older or blind $20,000 $20,300 
65 or older and blind $21,650 $21,950 

Qualifying 
Widow(er) 

Under 65 $24,400 $24,800 
65 or older or blind $25,700 $26,100 
65 or older and blind $27,000 $27,400 
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For example, a Married Filing Jointly taxpayer with two dependents would have the following 
standard deduction and exemptions in 2017 versus 2020. Lower tax brackets and the expanded 
child tax credit is meant to offset these changes to the standard deduction and exemptions. 

 
 

 2017 2020 
Exemptions $16,200 $ 0 
Standard Deduction $12,700 $24,800 
Total $28,900 $24,800 

 
 

Dependent Standard Deduction 
The dependent standard deduction for tax years 2019 and 2020 increased to $1,100 (from $1,050 
in 2018) for dependents with unearned income only. For dependents who have both earned and 
unearned income, the standard deduction is the greater of $1,100 or the dependent’s earned 
income plus $350, but not more than the standard deduction for their filing status. 

 
Taxpayers Age 65 or Older and/or Blind (Born Before January 2, 1956) 
The additional standard deduction for Married Filing Jointly, Qualifying Widow(er) with Dependent 
Child, and Married Filing Separately individuals is $1,300. Single and Head of Household 
individuals are allowed an additional standard deduction of $1,650. 

 
 

Filing Status AND at the end of 2020, the 
taxpayer was … 

THEN file a return if their 
gross income was at least … 

Single 65 or older or blind $14,050 
65 or older and blind $15,700 

 
 

Married Filing 
Jointly 

65 or older or blind (1 spouse) $26,100 
65 or older and blind (1 spouse) $27,400 
65 or older or blind (both spouses) $27,400 
65 or older (both spouses) and 
one spouse blind $28,700 
65 or older and blind (both spouses) $30,000 

Married Filing 
Separately 

Spouse Itemizes Deductions $ 0 
65 or older or blind $13,700 
65 or older and blind $15,000 

Head of 
Household 

65 or older or blind $20,300 
65 or older and blind $21,950 

Qualifying 
Widow(er) 

65 or older or blind $26,000 
65 or older and blind $27,400 

If the taxpayer was born on January 1, 1956, they are considered to be age 65 at the end of 2020. 
 

Personal Exemption and Gross Income Limitation for Qualifying 
Relative 

The personal exemption amount was $4,050 for 2017 and was eliminated as of 2018; therefore, 
the personal exemption amount for tax years 2019 and 2020 is $0. The increased standard 
deduction under the TCJA and lower tax rates were designed to offset this change. As with all 
changes, eliminating something in our tax code that other code sections reference or use creates 
problems. Other code sections refer to the exemption amount and require an “amount” for 
calculation, such as the gross income limitation for a qualifying relative. The amount for those 
sections was adjusted for inflation to $4,150 for tax year 2018. The exemption amount for 2019, 
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as adjusted for inflation, is $4,200. The exemption amount for 2020, as adjusted for inflation, is 
$4,300. The personal exemption is set for reinstatement for tax years beginning January 1, 2026. 

 
Alternative Minimum Tax Exemption and Phase-out Threshold 

Alternative Minimum Tax was designed to ensure that taxpayers with high incomes, who recognize 
special tax treatment and substantial tax savings from the use of credits, deductions, exemptions, 
and losses, pay a minimum amount of federal tax. Therefore, there are certain “tax preference 
items,” which are added back to income after the taxable income has been calculated. Examples 
of tax preference items before 2018 are: 

• Investment Interest 
• Depletion 
• Interest from Private Activity Bonds 
• Disposition of Property 
• Depreciation ACRS/MACRS 
• Passive Activities 
• Loss Limitations 
• Installment Sales 
• Intangible Drilling Costs 
• Taxes 
• Mortgage Interest 
• Miscellaneous Itemized Deductions 

 
Many of the preferences listed above were limited (taxes, mortgage interest) or eliminated 
(miscellaneous itemized deductions) for 2018 – 2025; therefore, fewer people will be subject to 
AMT. Employees who exercise Incentive Stock Options may still be subject to AMT. The AMT 
exemptions were increased, as well as the income level at which the exemption is phased out. 

 
The chart below provides the 2017 AMT exemption amounts. The phase-out of the exemption 
amount is also included in the chart. 

 
 

Filing Status 2017 AMT 
Exemption 

Phase-out of 
Exemption Amount 2017 

Married Filing Jointly $84,500 $160,900 
Single/Head of Household $54,300 $120,700 
Married Filing Separately $42,250 $ 80,450 
Estates and Trusts $24,100 $ 80,450 

 
 

Under the TCJA, the 2018 AMT exemptions and the income phase-out for the exemption amount 
increased drastically. These amounts continued to increase in 2019 since the TCJA required that 
they are adjusted for inflation each year. 

 
The chart below provides the 2019 AMT exemptions versus the 2020 exemption amounts. The 
phase-out of the exemption amount is also included in the following chart for 2019 and 2020. 
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Objective #2: Above-the-Line (1040) Deduction Changes 

 

 
Filing Status 

 
2019 AMT 
Exemption 

 
2020 AMT 
Exemption 

Phase-out of 
Exemption 

Amount 
2019 

Phase-out of 
Exemption 

Amount 
2020 

Married Filing Jointly $111,700 $113,400 $1,020,600 $1,036,800 
Single/Head of Household $71,700 $72,900 $510,300 $518,400 
Married Filing Separately $55,850 $56,700 $510,300 $518,400 
Estates and Trusts $25,000 $25,400 $83,500 $84,825 

 
 

The 2019 and 2020 inflation-adjusted amounts for excess taxable income above which the 28% 
tax rate applies are indicated in the chart below. 

 
 

Filing Status 2019 Excess 
Taxable Income 

2020 Excess 
Taxable Income 

Married Filing Jointly, Single, 
HOH, Estates, and Trusts $194,800 $197,900 

Married Filing Separately $ 97,400 $ 98,950 
 
 

For 2019, the AMT exemption amount for a child to whom the “kiddie tax” applies may not exceed 
the total of (1) the child’s earned income for the taxable year, plus (2) $7,750. The AMT exemption 
amount is $7,900. 

 

 

Educator Expenses 

Eligible educators could deduct up to $250 of qualified out-of-pocket expenses paid in 2018. If 
both the taxpayer and their spouse are eligible educators, they could each take $250, but neither 
spouse could take more than $250 of their own qualified expenses. The $250 deduction will 
continue for 2019. 

 
Health Savings Accounts 

A health savings account (HSA) is a custodial account set up with a qualified HSA trustee to 
reimburse certain out-of-pocket medical expenses. To set up an HSA, a participant must have a 
high-deductible health plan (HDHP). The chart below shows the increased limits for 2020. 

 
 

Coverage 
Type 

2020 Minimum 
Deductible 

2020 Maximum 
Out-of-Pocket 
Expense Limit 

2019 
Contribution 

Limit 

2020 
Contribution 

Limit 
Self $1,400 $ 6,900 $3,500 $3,550 
Family $2,800 $13,800 $7,000 $7,100 

 
 

For HSA beneficiaries age 55 or older, a catch-up contribution of $1,000 can be made any time 
during the year, beginning with the year the plan participant turns 55. A husband and wife who are 
both age 55 or older must have their own separate HSA account for both to take advantage of the 
additional $1,000 contribution. A contribution by a plan participant will be tax-deductible on 
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Schedule 1 (Form 1040). If there is any contribution or distribution during the year, the participant 
must file Form 8889. 

 
Medical Savings Accounts 

An Archer Medical Savings Account (MSA) is a trustee or custodial account set up to save money 
for future medical expenses. These were originally set up to help self-employed individuals and 
employees of small employers meet their medical care costs. Beginning after tax year 2007, active 
participation in one of these plans required coverage under a high-deductible health plan (HDHP) 
of a participating employer. 

 
 

Coverage 
Type 

2020 Minimum 
Deductible 

2020 Maximum 
Deductible 

2020 Maximum 
Out-of-Pocket 
Expense Limit 

2020 
Contribution 

Limit 

Self $2,350 3,550 4,750 65% of annual 
deductible 

Family 4,750 7,100 8,650 75% of annual 
deductible 

 
 

Either the taxpayer who is an employee or their employer may make contributions to an MSA. The 
employer and employee cannot make contributions in the same year. Employer contributions are 
tax-free. Self-employed individuals and employees whose employers do not contribute can make 
their own contributions to an MSA. The contribution limit is the lesser of the limit indicated in the 
above chart or earnings from the employer with whom the employee has the HDHP (self- 
employment earnings if self-employed). Any employee or self-employed contribution will be tax- 
deductible as an adjustment on Schedule 1 (Form 1040). If there is any contribution or distribution 
during the year, the taxpayer must file Form 8853. 

 
Student Loans 

Student Loan Discharge Reform 
Discharge of indebtedness is usually taxable to the taxpayer. An exception to this rule is that gross 
income does not include any amount from the forgiveness of certain student loans if the forgiveness 
is based on an expectation that the student will work for a specified time in a certain profession for 
any of a broad class of employers. 

 
The Tax Cuts and Jobs Act made one major change to student loan interest discharge. If a debt 
were discharged in 2018 due to death or permanent disability, the amount would not be included 
in income. This change is effective for years after December 31, 2017. Under this provision, the 
exclusion applies to loans made by: 

1. The United States 
2. A State 
3. Certain tax-exempt public benefit corporations that control a State, county, or municipal 

hospital and whose employees have been deemed to be public employees under State 
law. 

4. An educational organization that originally received the funds from which the loan was 
made from the United States, a State, or a tax-exempt public benefit corporation 

5. Private education loans (for this purpose, private education loan is defined in section 
140(7) of the Consumer Protection Act). 1 

 
 
 

1 House Bill sec.1203, Senate Amendment sec. 11031, and IRC sec. 108 
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Objective #3: Qualified Business Income (QBI) 

Income Limits for Student Loan Interest Deduction 
For 2019, the amount of the Student Loan Interest deduction is gradually reduced if the taxpayer’s 
filing status is Married Filing Jointly, Single, Head of Household, or Qualifying Widow(er), and 
modified AGI is within the amounts noted in the table below. 

 
 

Filing Status Modified Adjusted Gross Income 
Married Filing Jointly $140,000 – $170,000 
Married Filing Separately No Deduction Allowed 
Single/Head of Household/Qualifying Widow(er) $70,000 – $85,000 

 
 

Taxpayers may deduct up to $2,500 of interest paid on qualified education loans for college or 
vocational school expenses as an adjustment to income. 

 

 

Pass-through Qualified Business Income (QBI) Deduction 

Background 
Tax law changes under the TCJA changed the top corporate tax rate from 35% to 21%, beginning 
in tax year 2018. The new reduced tax rate applies only to business entities that fall into the 
Subchapter C category, also known corporations or C corporations. For purposes of simplification, 
we will refer to Subchapter C entities as corporations. 

 
The TCJA addition of §199A was designed to provide tax relief to businesses that do not fall under 
the Subchapter C definition. Business entities that are considered “pass-through” entities 
(partnerships, S corporations, sole proprietorships, some trusts, and estates) do not benefit from 
the reduced top corporate tax rate of 21%. Pass-through entity income is passed from the business 
entity to the business owner’s individual income tax return. The income is then taxed at the 
business owner’s tax rate, which can be as high as 37%. The QBI deduction is an attempt to create 
a balance and ease the tax burden for pass-through business owners who will not benefit from the 
reduced top corporate tax rate. The QBI deduction is applied at the individual taxpayer level, thus 
effectively reducing the individual top tax rate from 37% to 29.6%. 

 
On August 8, 2018, the IRS released proposed regulations for the new §199A provision. The final 
regulations were issued on January 18, 2019, with three related pieces of guidance. The final 
regulations apply to tax years ending after the final §199A regulations are published in the Federal 
Register. Currently, the final regulations have been posted on the IRS website; however, they have 
not been published in the Federal Register. More in-depth research is necessary to understand 
the QBI deduction fully. 

 
Taxpayers Who May Be Eligible for a Qualified Business Income Deduction 
The TCJA added a new section to the tax code, §199A, which is applicable from tax year 2018 
through tax year 2025. Section 199A is often referred to as the 20% deduction or pass-through 
qualified business income deduction. 

 
Under the new §199A, individuals, trusts, and estates may deduct up to 20% of QBI (defined later) 
received from the following: 

• Sole proprietorships (Schedules C and F) 
• Rental income 
• Partnerships 
• S corporations 
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• Estates 
• Trusts 

 
It is important to note, S corporations and partnerships are pass-through entities; therefore, the 
entity is not eligible for the QBI deduction. It is the shareholders and partners who are eligible for 
the QBI deduction. 

 
Estates and trusts along with agricultural and horticultural cooperatives may be eligible for the QBI 
deduction, which will be covered later in this seminar. For additional information about the §199A 
deduction as related to these entities, please review Publication 535. 

 
Corporations are not eligible for the new QBI deduction. 

 
Relevant Terms 

There are several key terms used in the §199A proposed regulations. It is essential to become 
acquainted with these terms and, when applicable, their abbreviations. The terms listed below are 
defined and will be further discussed as we progress through the discussion of QBI. 

• Qualified business income (QBI) – QBI is the net total of qualified items of income, gain, 
deduction, and loss related to any trade or business. 

• Unadjusted basis immediately after acquisition (UBIA) – UBIA is the "unadjusted" 
basis of qualified property eligible for depreciation, bonus depreciation, §179 
depreciation, etc. This is normally the basis on the date the asset is placed in service. 

• Trade or business – Trade or business is defined under §162(a) as an activity in which a 
taxpayer is involved with continuity and regularity and that the taxpayer’s primary purpose 
for engaging in the activity is for income or profit. A trade or business of performing 
services as an employee is not considered a trade or business for purposes of §199A. 

• Qualified trade or business – A domestic trade or business in which a taxpayer is 
involved in the activity with continuity and regularity, and the taxpayer’s primary purpose 
for engaging in the activity is for income or profit. 

• Domestic business – Qualified items of income, gain, deduction, and loss are only 
included in the calculation for QBI if they are connected to the conduct of a trade or 
business within the United States and Puerto Rico. QBI from sources within Puerto Rico 
must be taxable in the United States for the current tax year to be considered for purposes 
of calculating the individual taxpayer’s QBI. 

• Individual – The term individual is used throughout the proposed regulations to refer to an 
individual, trust, estate, or other taxpayers eligible to claim the §199A deduction. More 
research is needed to determine how QBI may apply to grantors and beneficiaries of trusts 
and estates. 

• Specified service trade or business (SSTB) – A specified service trade or business is 
defined in §1202(e)(3)(A) as those performing in the service fields of health, law, 
engineering, architecture, accounting, actuarial science, performing arts, consulting, 
athletics, financial services, brokerage services, or any trade or business where the 
principal asset of the trade or business is the skill of one or more of its employees. §199A 
does modify this definition slightly by removing engineers and architects, and by amending 
the final sentence to reference the skill of one or more of its “employee-owners” instead of 
“employees.” 

• W-2 wages – For purposes of QBI, W-2 wages include the total of: 
o Wages paid to employees for services performed 
o Wages subject to income tax withholding 
o Elective deferrals (example – 401(k) plans) 
o Deferred compensation 
o Designated Roth contributions 

• Threshold amount – Threshold amount refers to taxable income, calculated without 
consideration of the QBI deduction. The 2018 threshold for Married Filing Jointly (MFJ) 
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taxpayers was $315,000, and all other filing statuses were was $157,500. The threshold 
amount will be indexed for inflation for tax years after 2018. For 2019 the inflation-adjusted 
threshold is $321,400 for MFJ returns, $160,725 for Married Filing Separately returns, and 
$160,700 for Single and Head of Household returns. For 2020, the inflation-adjusted 
threshold is $326,600 for MFJ returns, $163,300 for Married Filing Separate returns, and 
$163,300 for all other returns. 

• Real estate investment trust (REIT) – A company that owns and possibly operates 
income-producing real estate. REITs own various categories of commercial real estate, 
such as office buildings, apartment buildings, hotels, shopping malls, warehouses, 
hospitals, and timberlands. 

• Qualified REIT dividends – Qualified REIT dividends are dividends received from a real 
estate investment trust that are not capital gain dividends under §857(b)(3) and aren’t 
qualified dividends under §1(h)(11), plus those received from a regulated investment 
company (RIC). 

• Qualified property – Qualified property is tangible depreciable property held at the end of 
the tax year that was used during the year to produce QBI. The depreciable period must 
not have ended before the end of the individual's or RPE's tax year. Remember, land and 
inventory are not depreciable and, therefore, are not qualified property. 

• Qualified PTP income – Qualified PTP (publicly traded partnership) income or losses 
include the taxpayer’s share of qualified items of income, gain, deduction, and loss 
received from a PTP. Qualified PTP income may include gain or loss realized on the 
disposition of the taxpayer’s partnership interest that is not treated as a capital gain or loss. 

• Effectively connected income (ECI) – Generally, when a foreign person engages in a 
trade or business in the United States, all income from sources within the United States 
other than certain investment income is considered to be Effectively Connected Income 
(ECI). 2 

• Relevant pass-through entity (RPE) – The term RPE refers to pass-through entities that 
directly operate a business, trade, or other pass-through entity whose income is reported 
on the individual taxpayer’s tax return. 

 
Calculating the Deduction 

Overall, the amount of QBI deduction equals: 
 

• 20% of QBI Component + 20% of Qualified REIT/PTP Component = QBI Deduction 
 

The deduction is limited to the lesser of the total of the calculation above or 20% of the taxable 
income minus any net capital gain. 

 
Individuals who are eligible to claim the QBI deduction will enter the deduction on Form 1040, line 10. 
The IRS created two worksheets for tax year 2018 that were used to calculate the QBI deduction. The 
worksheets, along with instructions, were found in Publication 535. As indicated later in this section, 
these worksheets have been replaced for tax year 2019 by Forms 8995 and 8995-A. All of the following 
calculations will be made using Forms 8995 or 8995-A, whichever is applicable, using the 2019 taxable 
income threshold amounts of $321,400 for Married Filing Joint returns, $160,725 for Married Filing 
Separately, and $160,700 for Single or Head of Household. 

 
 
 
 
 
 
 

2 https://www.irs.gov/site-index- 
search?search=effectively+connected+income&field_pup_historical_1=1&field_pup_historical=1 

http://www.irs.gov/site-index-
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3 
 

New for 2019: 
Calculate Qualified Business Income on Form 8995 or Form 8995-A 

QBI was calculated for 2018 using the worksheet from the Form 1040 instructions (line 9), 2018 
Qualified Business Income Deduction—Simplified Worksheet, or the Worksheet 12-A, Qualified 
Business Income Deduction Worksheet, from page 55 of Publication 535, Business Expenses, 
along with whichever of the following schedules (also from Publication 535) was applicable: 

• Schedule A—Specified Service Trades or Businesses (SSTB); 
• Schedule B—Aggregation of Business Operations; 
• Schedule C—Loss Netting and Carryforward; or 
• Schedule D—Special Rules for Patrons of Agricultural or Horticultural Cooperatives 

(Coop). 
 

The taxpayer was required to retain the worksheet and any schedule that was used to compute 
2018 QBI in their 2018 tax records. 

 
These worksheets and schedules were replaced for 2019 by Form 8995, Qualified Business 
Income Deduction Simplified Computation, and Form 8995-A, Qualified Business Income 
Deduction. The form that the taxpayer uses to compute QBI (Form 8995 or Form 8995-A) must be 
filed with the 2019 tax return. Form 8995 should be used if the taxpayer is under the income 
thresholds for 2019. Form 8995-A should be used if the taxpayer is over the income thresholds for 
2019. See the following paragraphs for the applicable 2019 income thresholds and other factors 
to consider in using each form. 

 
 

  4 

Taxpayers who used the 2018 Qualified Business Income Deduction—Simplified Worksheet to 
compute their QBI deduction in 2018 because they were under the income threshold would instead 
be required to use Form 8995 for this computation in 2019. 

 
Form 8995-A should be used by the taxpayer if for 2019 if: 

• The taxpayer has QBI, REIT dividends, or qualified publicly traded partnership (PTP) 
income; 

 
3 Form 1040, page 2 
4 2019 Form 8995 
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• 2019 taxable income prior to the QBI deduction is greater than $160,700 for Single and 
Head of Household returns, $160,725 if Married Filing Separately, and $321,400 if Married 
Filing Jointly; and 

• The taxpayer is a patron of an agricultural or horticultural cooperative.5 
 

Otherwise, the taxpayer should use Form 8995-A along with any applicable worksheet (s) to 
compute QBI. 

 
 

 
 

 

 

 6 

Form 8995-A, Parts I – IV, replaced 2018 Worksheet 12-A, Qualified Business Income Deduction 
Worksheet, from Publication 535. Schedules A, B, C, and D are also part of Form 8995-A and are 
shown below. These schedules will be used as required. 

 
Schedule A replaced 2018 Schedule A, Specified Service Trades or Businesses (SSTB), from 
Publication 535. It will be completed, as indicated below. 

 
 
 
 
 
 
 
 
 
 
 
 
 

5 https://www.irs.gov/newsroom/facts-about-the-qualified-business-income-deduction 
6 2019 Form 8995-A 

http://www.irs.gov/newsroom/facts-about-the-qualified-business-income-deduction
http://www.irs.gov/newsroom/facts-about-the-qualified-business-income-deduction
http://www.irs.gov/newsroom/facts-about-the-qualified-business-income-deduction
http://www.irs.gov/newsroom/facts-about-the-qualified-business-income-deduction
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   7 

Schedule B replaced 2018 Schedule B, Aggregation of Business Operations, from Publication 535. 
This schedule will be used by individuals or pass-through entities engaged in more than one trade 
or business if they meet specified requirements, to apply the W-2 wage limitations or the UBIA 
(unadjusted basis immediately after acquisition) limitation to an aggregated single trade or 
business instead of each individual entity. 

 
As indicated previously in the discussion of qualified business income (QBI), the “unadjusted 
basis” of qualified property eligible for depreciation, bonus depreciation, §179 depreciation, 
etc. is normally the basis on the date the asset is placed in service. 

 
If there is any change in trade or business aggregation from the prior year, the taxpayer must 
provide an explanation. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

8 
 
 
 

Schedule C replaced 2018 Schedule C, Loss Netting, and Carryforward, from Publication 535. 
Schedule C offsets trade or business net losses against net income from other trades or 
businesses. The net loss must be apportioned among all trades or businesses with net income in 
proportion to their net income. If the taxpayer’s QBI from the total combined trades or businesses 

 
7 2019 Schedule A (Form 8995-A) 
8 2019 Draft Schedule B (Form 8995-A) 
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is less than zero, then QBI is zero for the tax year. The negative amount will be carried over and 
recognized as a separate trade or business in future tax years. 

 
 

  9 

Schedule D replaced 2018 Schedule D, Special Rules for Patrons of Agricultural or Horticultural 
Cooperatives (Coop), from Publication 535. These are cooperatives that market or engage in 
manufacturing, producing, growing, or extracting agricultural or horticultural products. This 
schedule will be completed if the taxpayer has QBI and receives qualified payments from one or 
more cooperatives. 

 
Schedule D should be completed before completing Schedule A. 

 
 

   10 

Calculation for Individuals Under the Threshold 
The first calculation is the 2019 Qualified Business Income, Simplified Computation. This will be 
done on Form 8995. It should be completed if: 

a) The taxpayer has qualified: 
• Business income 
• REIT dividends 
• PTP income 

b) The taxpayer’s 2019 taxable income before the QBI deduction isn’t more than: 
• $321,400 if Married Filing Jointly 
• $160,725 if Married Filing Separately 
• $160,700 if Single or Head of Household 

c) The taxpayer is not a patron in a specified agricultural or horticultural cooperative. 
 
 
 
 
 
 

9 2019 Draft Schedule C (Form 8995-A) – December 16, 2019 
10 2019 Draft Schedule D (Form 8995-A) – December 16, 2019 
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Example 1: Richard Lane is single. He owns and operates A-1 auto repair shop as a sole 
proprietor. Since he doesn’t have employees, Richard uses his Social Security number for 
the business ID number. Richard’s Social Security number is 787-77-8888. Richard’s net 
taxable income for tax year 2019 is $100,000. There were no capital gains or losses and no 
allowable deductions that didn’t relate to the business. 
 
Richard’s total taxable income for tax year 2019 is $85,000, and the business’s QBI is 
$100,000. Richard’s §199A deduction for tax year 2019 is calculated as follows: 

Richard’s QBI deduction (§199A deduction) for tax year 2019 is $17,000. The completed 
Form 8995, Qualified Business Income Deduction Simplified Computation, follows. 

 
 
 
 
 
 
 
 
 

Total taxable income for tax year 2019 
§199A deduction percentage 

QBI deduction based on total taxable income 

$85,000 
  x 20%  

$17,000 

Business QBI for tax year 2019 $100,000 
§199A deduction percentage   x 20%  

QBI deduction based on business QBI $20,000 



21 Form 8995 
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11 
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12 
 
 
 
 
 
 
 
 

12 Form 8995 

Example 2: Use the same facts in Example 1. The difference for this example is that 
Richard has $12,000 in net capital gain for tax year 2019 after allowable deductions not 
related to the business. Richard’s total taxable income is $85,000 – $12,000 = $73,000. 
His §199A deduction for tax year 2019 is calculated as follows, using Form 8995, Qualified 
Business Income Deduction Simplified Computation. 

 
Richard’s QBI deduction (§199A deduction) for tax year 2019 is $14,600. 



13 Form 8995 
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Example 3: Rishabh (SSN 222-44-5555) and Aruna (SSN 222-44-5556) Khan are married 
and plan to file a joint tax return for tax year 2019. Rishabh is the sole shareholder of Mother 
Nature, Inc., an S corporation that provides service for all types of land, arbor, and aquatic 
landscaping. Mother Nature, Inc. had $100,000 in QBI for tax year 2019 (EIN: 88-1234567). 

 
Rishabh received $125,000 in wages from Mother Nature, Inc. during tax year 2019. Aruna 
earned $450,000 in wages as an employee of an unrelated company. The couple had no 
capital gains or losses during tax year 2019, and there were no allowable deductions not 
related to the business. The couple’s total taxable income for tax year 2019 was $250,000. 
The QBI deduction for Rishabh (§199A deduction) in tax year 2019 is $20,000, calculated 
using Form 8995, Qualified Business Income Deduction Simplified Calculation. 



13 Form 8995 
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Example 1: Simion and Luiza Mercardo are married and plan to file a joint return for tax 
year 2019. Luiza (284-95-7163) is a shareholder in SiLu, Inc., an S Corporation that holds 
no qualified property. The following facts will assist in calculating the QBI deduction for 
Luiza. 

• Luiza’s share of SiLu’s QBI is $300,000 for tax year 2019. 
• Luiza’s share of W-2 wages from SiLu is $60,000. 
• Since SiLu does not hold qualified property, the UBIA of qualified property limitation 

is $0. 
• Simion received wages from an unrelated company. 
• Simion and Luiza’s taxable income for tax year 2019 is $375,000. 
• SiLu’s EIN is 34-9876543. 

 
The QBI deduction for Luiza in tax year 2019 is $43,920. See the following Form 8995-A 
for Luiza’s QBI deduction calculation. 

 
 

Calculation for Individuals Within the Threshold 
The second worksheet is Worksheet 12-A, Qualified Business Income Deduction Worksheet 
(found in Publication 535, pages 55-56). Worksheet 12-A should be completed if: 

a) The taxpayer has qualified: 
• Business income 
• REIT dividends 
• PTP income 

b) The taxpayer’s 2019 taxable income before the QBI deduction is more than: 
• $321,400 if Married Filing Jointly 
• $160,725 if Married Filing Separately 
• $160,700 if Single or Head of Household 

c) The taxpayer is a patron in a specified agricultural or horticultural cooperative. 
d) As indicated previously, the 2018 taxable income thresholds of $315,000 for Married Filing 

Jointly return, and $157,500 for all other returns will be used to make these calculations. 
The calculations will be the same for 2019 on Forms 8995 and 8995-A except for the 
inflation-adjusted taxable income amounts referenced above. 

 
 

Student Note: The QBI for Mother Nature, Inc. is calculated at the S corporation level. 
Wages received by Rishabh are a qualified item of deduction used to determine the QBI for 
Mother Nature, Inc. For purposes of the §199A deduction, wages earned by Rishabh and 
Aruna are not considered to be income from a trade or business. 
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14 Form 8995-A, Parts I and II 
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Individuals with Income Above the Threshold 
Taxpayers with income equal to or greater than the following amounts for tax year 2019 are not 
eligible for the QBI deduction: 

• $421,400 if Married Filing Jointly 
• $210,725 if Married Filing Separately 
• $210,700 if Single and Head of Household 

 
 
 
 
 
 

15 Form 8995-A, Parts III and IV 
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QBI Component 

The taxpayer’s QBI Component is usually 20% of QBI from trades or businesses. However, if 
taxable income (before the QBI deduction) exceeds the threshold, the taxpayer’s QBI for each trade 
or business may be partially or fully reduced to the greater of: 

• 50% of wages from the qualified trade or business; or 
• 25% of wages plus 2.5% of the unadjusted basis on acquisition of qualified property from 

the qualified trade or business. 16 
 

The partial or full reduction to QBI is determined by the taxpayer’s taxable income. If taxable 
income (before the QBI deduction) is: 

• At or below the threshold, there is no reduction to QBI. 
• Above the threshold but below the phase-in range, the reduction is phased-in. 
• Above the threshold and phase-in range, the full reduction applies. 17 

 
Qualified Trade or Business 

We need to identify what qualifies as a trade or business under IRC section 199A and as defined 
under IRC section 162. The taxpayer must be engaged in trade or business for the primary purpose 
of producing income or profit. The taxpayer must also be involved with the business on a regular 
and continual basis. If the taxpayer owns an interest in a pass-through entity, the trade or business 
determination is made at that entity's level. 

 
Qualified trades or businesses include §162 trades or businesses except: 

• Trades or businesses conducted through a corporation 
• W-2 wages earned as an employee (Note: statutory employees may qualify as an 

independent contractor) 
• Specified service trades or businesses (SSTB) 

 
Ownership and rental of real property may constitute a trade or business. Notice 2019-07 provides 
safe harbor rules used to determine if rental real estate will be treated as a trade or business for 
purposes of the QBI deduction. Rental real estate that does not qualify under the safe harbor rules 
may still be treated as a trade or business for purposes of the QBI deduction if it meets the definition 
of a trade or business under §162. 

 
The rental or licensing of property to a commonly controlled trade or business operated by an 
individual or a pass-through entity is considered a trade or business under §199A. 

 
Services Performed as an Employee 

The trade or business of performing services as an employee is not a trade or business for 
purposes of section 199A. Wages reported in box 1 of Form W-2, other than amounts reported in 
box 1 where the “Statutory Employee” box (box 13) is checked, are not QBI. If the taxpayer was 
previously an employee of a business and continues to provide significantly the same services to 
the business, however, is no longer treated as an employee, there is a presumption that the 
taxpayer is providing services as an employee for purposes of §199A. The presumption will include 
a 3-year period after the taxpayer ceases to be an employee. The taxpayer may argue this 
assumption if they receive a notice from the IRS. The taxpayer will need to provide records such 
as contracts or partnership agreements that substantiate their status as a non-employee. 

 
 
 
 

16  Form 8995-A instructions, p.1 
17 Form 8995-A Instructions, p. 1 
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Specified Service Trade or Business 

Specified service trades or businesses are usually excluded from the definition of a qualified trade 
or business income if the taxpayer's taxable income exceeds the threshold plus the phase-in range. 
Thus, no QBI, W-2 wages or UBIA of the qualified property from a specified trade or business is 
considered when figuring the QBI deduction. If the specified service trade or business is conducted 
by a pass-through entity, the same limitations apply to the pass-through items regardless of 
whether the taxpayer is a passive owner or materially participates in the business. However, the 
following exceptions apply. 

 
Exception 1 
If the taxpayer’s taxable income before the QBI deduction for tax year 2019 does not exceed 
$160,725 if Married Filing Separately, $321,400 if Married Filing Jointly, or $160,700 if Single or 
Head of Household, the specified service trade or business is considered a qualified trade or 
business; therefore, it may generate income eligible for the QBI deduction. 

 
Exception 2 
If the taxpayer’s taxable income before the QBI deduction exceeds $160,725 but not $210,725 if 
Married Filing Separately, $321,400 but not $421,400 if Married Filing Jointly, or $160,700 but not 
$210,700 if Single or Head of Household, an applicable percentage of the specified service trade 
or business is treated as a qualified trade or business, see Schedule A, Part I (Form 8995-A) below. 
Part I addresses Non-Publicly Traded Partnerships, and Part II addresses Publicly Traded 
Partnerships. 
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18 
 
 
 
 
 

18 Form 8995-A (Schedule I, Part I) 
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Specified Service Trade or Business 

Specified service trades or businesses (SSTB) include trades or businesses that include services 
in specific fields. The following chart includes examples of those fields considered to be an SSBT. 
Remember, this chart may not be all-inclusive. 

 
 

 Qualified businesses 
under §199A 

Disqualified businesses 
under §199A as SSTBs 

 
Health 

Health club or spa operator, payment 
processing, research, testing and 
manufacturing and/or sales of medical 
devices or pharmaceuticals 

Doctors, pharmacists, nurses, 
dentists, veterinarians, physical 
therapists, and those that provide 
services directly to a patient 

 
Law 

Services not requiring skills unique to 
law, i.e., printing, stenographers and 
delivery 

Lawyers, paralegals, arbitrators, 
mediators, and similar professionals 
servicing in the legal field 

 
Accounting Payment processing and billing 

analysis 

Accountants enrolled agents, return 
preparers, financial auditors, 
bookkeepers, etc. 

Actuarial 
Science 

Analysts, economists, mathematicians 
or statisticians not engaged in 
assessing risk of uncertainty 

Actuaries or similar professionals 
performing services in the same field 

Performing 
Arts 

Broadcasting, or operating/maintaining 
equipment used in performing arts or 
videos/audio 

Actors, singers, musicians, directors, 
entertainers, directors, etc. 

 
 
Consulting 

Salespeople and those that provide 
training, educational courses or other 
services related ancillary to the sale of 
goods in a business that is not an 
SSTB, if separate payment is not 
received for the services 

 
Those that provide professional 
advice and counsel to clients to 
achieve goals or solve problems, i.e., 
lobbyists 

Athletics Broadcasters or equipment and facility 
operators Athletes, coaches, team managers 

Financial 
Services Banking Financial advisors, wealth planners, 

and advisors 
Brokerage 
Services 

Real estate and insurance 
agents/brokers Stockbrokers 

Investing 
and 
Investment 
Management 

 
Direct management of real estate 

Receives fees for asset and 
investment management services, 
provides advice on buying or selling 
investments and investing 

 
Trading 

Engages in hedging transaction as 
related to a farming or manufacturing 
business 

Trading securities, commodities, or 
partnership interests 

 
 
Dealing 

Originating loans as part of the 
ordinary course of a business of 
making loans; however, engages in 
nothing more than negligible sales of 
loans 

Regularly purchases or sells 
securities, commodities or partnership 
interests to customers or regularly 
offers to enter into, assign, assume or 
terminate such positions with clients 
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In addition to the items listed in the chart, the following have been identified as an SSTB: 
• Any other trade or business where the principal asset consists of reputation or skill for 

which the taxpayer receives: 
o Fees 
o Compensation 
o Other income for endorsing products or services for: 

 Use of the taxpayer’s: 
• Image 
• Likeness 
• Name 
• Signature 
• Voice 
• Trademark 

 Use of any other symbols associated with the taxpayer’s identity 
 Appearing at an event: 

• On radio 
• Television 
• Other media format 

 

De Minimis Rule 1 
If the taxpayer’s gross receipts from a trade or business are $25 million or less and less than 10% 
of the gross receipts are from the performance of services in a specified service field, the trade or 
business is not considered to be an SSBT and therefore, may generate income eligible for the QBI 
deduction for the tax year.19 

 
De Minimis Rule 2 
If the taxpayer’s gross receipts from a trade or business are more than $25 million and less than 
5% of the gross receipts are from the performance of services, the trade or business is not 
considered to be an SSBT and therefore, may generate income eligible for the QBI deduction for 
the tax year. 

 
DeMinimus Rule 3 
If the taxpayer’s trade or business provides services or property to an SSTB and there is 50% or 
more common ownership of the trades or businesses, that portion of the services or property 
provided to the SSTB is treated as a separate SSTB. 20 

 
Determining Qualified Business Income 

QBI includes items of: 
• Income, 
• Gain, 
• Deduction, and 
• Loss from any trades or businesses (or aggregated trade or business) that are effectively 

connected with the conduct of a trade or business within the United States21. 
 

This includes income from: 
• Partnerships (other than PTPs), 
• S corporations, 
• Sole proprietorships, and 
• Certain trusts that are included or allowed in determining taxable income for the year. 

 
 

19 Form 8995-A Instructions, pages 2-3 
20 Form 8995-A Instructions, pages 2-3 
21 Publication 535, page 51 
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Additionally, also included are other deductions attributable to the trade or business such as: 
• Deductible tax on self-employment income 
• Self-employed health insurance 
• Contributions to qualified retirement plans 

 
Keep in mind, the above list of other deductions is not all-inclusive. 

 
QBI doesn’t include any losses or deductions disallowed under the following losses or limitations: 

• Basis 
• At-risk 
• Passive loss 
• §461(l) 

 
The above-listed limitations are not included or allowed when determining taxable income for the 
year. However, these losses and deductions are considered in the tax year they are included in 
determining taxable income. Items of loss and deduction generated prior to 2019, that are included 
in income during the year, are not included in QBI. 

 
QBI doesn’t include any of the following: 

• W-2 income 
• Short or long-term capital gains and losses 
• Dividend income, income equivalent to a dividend, or payment in lieu of dividends 
• Interest income not related to a trade or business 
• Net gain from foreign currency and commodity transactions 
• Income that isn’t effectively connected with the conduct of business within the U.S. 
• Income from notional principal contracts 
• Qualified REIT dividends 
• Qualified PTP income 
• Annuity income unrelated to a trade or business 
• Reasonable compensation paid to the taxpayer by the qualified trade or business 
• Guaranteed payments to a partner or payments to a partner for services under IRC §707(a) 

and §707(c) 
 

W-2 Wages 

W-2 wages commonly include amounts paid to employees for the performance of services, plus 
items such as: 

• Elective deferrals (i.e., contributions to 401(k) plans) 
• Deferred compensation 
• Roth IRA contributions22 

 
Amounts paid to statutory employees when the “Statutory employee” box (box 13) is checked are 
not W-2 wages. 

 
If the individual conducts more than one trade or business, the W-2 wages must be allocated among 
the various trades or businesses (or aggregated trades or businesses) to the business that 
generated the23 wages. Only W-2 wages properly allocable to QBI are includible. W-2 wages are 
properly allocable to QBI when the associated wage expense is considered in computing QBI. 

 
 
 
 
 

22 Publication 535, page 51 
23 Publication 535, page 51 
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Before allocating W-2 wages among various trades or businesses (or aggregated trades or 
businesses) and/or allocating W-2 wages to QBI, the taxpayer must first determine the total amount 
of W-2 wages. There are three methods to calculate W-2 wages. 

1. Unmodified Box Method 
2. Modified Box 1 Method 
3. Tracking Wages Method24 

 
Unmodified Box Method 
Under the unmodified box method, W-2 wages are the smaller of: 

1. The sum of the amounts reported in box 1 of the relevant Forms W-2, or 
2. The sum of the amounts reported in box 5 of the relevant Forms W-2. 25 

 
Modified Box 1 Method 
Under the modified box 1 method, W-2 wages are figured as follows. 

1. Add the amounts reported in box 1 of the relevant Forms W-2. 
2. Add all the amounts described below that have been included in box 1 of the relevant 

Forms W-2. 
a. Amounts not considered wages for federal income tax withholding purposes. 
b. Supplemental unemployment compensation benefits within the meaning of Rev. 

Rul. 90-72. 
c. Sick pay or annuity payments. 

3. Subtract (2) from (1). 
4. Add together any amounts reported in box 12 of the relevant Forms W-2 that are properly 

coded D, E, F, G, or S. 
5. Add (3) and (4). 26 

 
Tracking Wages Method 
Under the tracking wages method, W-2 wages are figured as follows. 

1. Add the amounts that are wages for federal income tax withholding purposes and that are 
also reported in box 1 of the relevant Forms W-2. 

2. Add together any amounts reported in box 12 of the relevant Forms W-2 that are properly 
coded D, E, F, G, or S. 

3. Add (1) and (2). 27 
 

To calculate W-2 wages using one of the three methods listed above, use the sum of the amounts 
properly reported for each employee on Form W-2 for the calendar year ending with or within the 
taxpayer’s tax year. However, do not include any amounts reported on a Form W-2 filed with the 
Social Security Administration more than 60 days after its due date, to include extensions. 

 
Short Tax Year 

If a taxpayer has a short tax year, they will use the sum of the amounts properly reported for each 
employee on Form W-2 for the calendar year ending with or within that short tax year. If the 
taxpayer has a short tax year that doesn't include a calendar year ending within that short tax year, 
then wages properly reported on Form W-2 that were paid during the short tax year are treated as 
W-2 wages for that short tax year. 

 
 
 
 
 
 

24 Form 8995-A Instructions, page 4 
25 Form 8995-A Instructions, page 4 
26 Form 8995-A instructions, page 4 
27 Publication 535, page 51 
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Acquisition or Disposition of a Trade or Business 

A taxpayer could acquire or dispose of a trade or business that results in the taxpayer and another 
employer paying W-2 wages to employees of the acquired or disposed of trade or business during 
the same calendar year. In this case, the W-2 wages for the calendar year of the acquisition or 
disposition are allocated between the taxpayer and the other employer based on the period that 
the employees of the acquired or disposed of trade or business were employed by each employer.28 

 
Non-Duplication Rule 

Amounts treated as W-2 wages for a tax year under any method are not allowed to be treated as 
W-2 wages for any other tax year. Additionally, amounts can't be treated as W-2 wages by more 
than one taxpayer or employer. 

 
Unadjusted Basis Immediately After Acquisition 

For purposes of determining the taxpayer’s UBIA for all qualified property, the unadjusted basis 
immediately after acquisition means the basis on the placed-in-service date. Qualified property 
includes all tangible property subject to depreciation under section 167 that is held and used by the 
trade or business (or aggregated trade or business) during and at the close of the tax year, for 
which the depreciable period hasn’t ended. 29 The depreciable period ends on the later of: 

• Ten years after the property is placed-in-service; or 
• The last day of the full year of the recovery period under §168. Additional first-year 

depreciation, such as bonus depreciation, does not affect the recovery period. 
 

Improvements to property are treated as a separate qualified property for purposes of section 199A 
and UBIA. 

 
Depreciable periods end on the same date as the relinquished property for purposes of like-kind 
exchange and involuntary conversion property. The UBIA will be the same as the UBIA of the 
qualified property exchanged; however, the unadjusted basis will be decreased by excess boot or 
increased by the amount of money paid or the FMV of property received that is not like-kind or of 
similar service and/or use. The depreciable period of the excess basis for the replacement property 
is based on the date on which the replacement property was first placed in service. 

 
A nonrecognition transaction is one that does not require the taxpayer to report a gain, nor does it 
allow the taxpayer to deduct the loss; thus, there are no tax consequences or benefits in the year 
the transaction occurs. Property received in a nonrecognition transaction (such as §§332, 351, 
361, 721, or 731) maintains the same unadjusted basis and date placed-in-service as that of the 
transferor. The portion of the transferee’s unadjusted basis that exceeds the transferor’s 
unadjusted basis is considered to be a separate qualified property placed in service on the date of 
the transfer. 

 
Qualified property does not include property that was acquired within 60-days of the year-end and 
is then disposed of within 120 days without having been used by the trade or business for a 
minimum of 45 days. 

 
 
 
 
 
 
 

28 Form 8995-A Instructions, page 4 
29 Form 8995-A Instructions, page 4 
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Student Note: PTP income produced by an SSTB may be limited to the applicable 
percentage if the taxpayer’s taxable income falls within the phase-in range. However, PTP 
income may be completely disallowed from qualified PTP income if the taxpayer’s taxable 
income exceeds the phase-in range. See Schedule A (Form 8995-A)—Specified Service 
Trades or Businesses (SSTB), shown previously. 

REIT/PTP Component 

Qualified REIT/PTP component equals 20% of the qualified REIT dividends and qualified PTP 
income or loss, which includes the taxpayer’s share of: 

• REIT dividends 
• PTP income or loss from relevant pass-through entities (RPEs) 

 
Qualified REIT Dividends and Qualified PTP Income/(Loss) 
Qualified REIT dividends include dividends received from a real estate investment trust that meets 
all the following: 

• Were held in excess of 45 days 
• For which the payment is not obligated to someone else 
• Isn’t a capital gain dividend under section 857(b)(3) 
• Isn’t a qualified dividend under section 1(h)(11)30 

In addition, include qualified REIT dividends received from a regulated investment company (RIC). 

Qualified PTP income/loss includes the taxpayer’s share of: 
• Qualified items of income 
• Gain 
• Deduction 
• Loss 

 
PTP income or loss may include gain or loss recognized on the disposition of a partnership interest 
that isn’t treated as a capital gain or loss. PTP income or loss does not include loss or deductions 
not allowed in determining taxable income for the year. 

 
 

 
Taxable Income Limitation 

The taxpayer’s total QBI deduction is limited to 20% of their taxable income. The taxpayer’s taxable 
income is calculated before the QBI deduction. Net capital gain is subtracted from taxable income 
prior to calculating the QBI deduction. 

 
Aggregation of Business Operations 

A taxpayer or pass-through entity may own an interest in more than one trade or business. Each 
trade or business is considered a separate trade or business when applying limitations such as the 
W-2 wage limitation and/or the UBIA limitation. The taxpayer may choose to aggregate multiple 
trades or businesses into a single trade or business for purposes of applying limitations if all the 
following requirements are met: 

1. The taxpayer or a group of persons directly or indirectly own 50% or more of each trade or 
business for most of the tax year to include the last day of the tax year, and all trades or 
businesses use the same tax year-end.31 

 
30 Form 8995-A Instructions, page 5 
31 Form 8995-A Instructions, page 3 
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2. None of the trades or businesses are considered SSTBs. 
3. The trades or businesses meet a minimum of two of the following factors: 

a. The trades or businesses provide products, property, or services that are the same 
or that are normally offered together.32 

b. The trades or businesses: 
i. Share facilities 
ii. Share significant centralized business elements or resources such as: 

 Personnel 
 Accounting 
 Legal 
 Manufacturing 
 Purchasing 
 Human resources 
 Information technology 

c. The trades or businesses are operated in coordination with or are reliant upon one 
or more of the businesses in the aggregated group.33 

 
If a relevant pass-through entity (RPE) aggregates multiple trades or businesses, it must attach the 
RPE’s aggregations to Schedule B (Form 8995-A). You may not separate the trades or businesses 
aggregated by the RPE, but may add additional trades or businesses to the aggregation, assuming 
the rules above are met. 34 The taxpayer may choose to aggregate multiple trades or businesses. 
If they make the choice to aggregate multiple trades or businesses, they should complete Form 
8995-A (Schedule B) before starting Part I of Form 8995-A.. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

32 Form 8995-A Instructions, page 3 
33 Form 8995-A Instructions, page 3 
34 Form 8995-A instructions, page 3 



Copyright © 2020, The Income Tax School, Inc. – All Rights Reserved Page 1.37  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

35 
 
 

Aggregations must be reported consistently in all subsequent years. The only exception would be 
if there were a significant change in facts and/or circumstances that would disqualify the 
aggregation. The taxpayer must complete Schedule B each year to record trade or business 
aggregations. Aggregation or an RPE for which the taxpayer maintains a direct or indirect interest 
must be included. The taxpayer’s failure to disclose applicable aggregations may cause them to 
be disaggregated. 

 
Loss Netting and Carryforward 

Taxpayers with multiple trades or businesses must calculate the QBI for each business separately. 
If one or more of the trades or businesses have a negative QBI, the loss is netted against the QBI 
for the trades or businesses having a positive QBI. The loss is allocated proportionately among 
the businesses with positive QBI, based on the amount of positive QBI for each business. The 
allocation of the negative QBI must be done before limitations are applied based on W-2 wages 
and unadjusted basis immediately following acquisition (UBIA) of qualified property. If the taxpayer 
has an overall QBI loss for the year, the loss is treated as negative QBI from a separate business 

 
 

35 Form 8995-A (Schedule B) 
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Example: Montel Wilson owns the following businesses: 

The loss from Business Alpha must be apportioned to Business Beta and Business Charlie. 
Business Beta and Business Charlie have a combined income of $100,000. The apportioned 
share of the loss is determined as follows: 
 

Business Beta $60,000/$100,000 = 60% 
Business Charlie $40,000/$100,000 = 40% 

Business Beta’s Share of Business Alpha’s loss: $20,000 x 60% = $12,000 
Business Charlie’s Share of Business Alpha’s loss: $20,000 x 40% = $ 8,000 

Note: Losses from Business Alpha are apportioned to Businesses Beta and Charlie 
before applying any wage limitation. Once netting has occurred, the W-2 wage 
limitation and UBIA of qualified property limitation will then be applied. 

and is carried over to the next tax year. The carried over loss will offset the QBI of a business(es) 
for subsequent years. 

 
The taxpayer must complete Schedule C before starting Part I of Worksheet 12-A if they have 
trades or businesses with a net loss for the current tax year or a qualified business net loss 
carryforward from prior years. 

 
Schedule C offsets trade or business net losses against net income from other trades or 
businesses. The net loss must be apportioned among all trades or businesses with net income in 
proportion to their net income. 

 
 
 
 

Business Name Net QBI 
(Negative/Loss) 

Net QBI 
(Positive/Income) 

Business Alpha: 54-1111111 ($20,000)  
Business Beta: 54-2222222  $60,000 
Business Charlie: 54-3333333  $40,000 

 
 
 
 
 
 
 
 

 
 
 
 
 
 

Business Name Net QBI Apportioned Loss QBI AFTER Netting 
Business Beta $60,000 ($12,000) $48,000 
Business Charlie $40,000 ($8,000) $32,000 
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Student Note: Wages and UBIA of Business Alpha are not included in any calculation after 
the netting of all trades and businesses is complete. 

Student Note: Relevant pass-through entities (RPEs) may use the safe harbor to determine 
if a rental real estate enterprise qualifies as a trade or business, as explained in §199A(d). 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

36 
 
 

 
Rental Real Estate Trade or Business – Safe Harbor 

§199A Rental Real Estate Safe Harbor 
The safe harbor is available to taxpayers who are eligible to claim the deduction under §199A as 
related to a rental real estate enterprise. Notice 2019-07 provides guidance for use of the safe 
harbor rules. When a rental real estate enterprise meets the safe harbor requirements, it will be 
treated as a trade or business as defined is §199A(d). If a rental real estate enterprise fails to meet 
the requirement of the safe harbor, the taxpayer is not excluded from otherwise establishing that 
the rental real estate enterprise is indeed a trade or business of the purpose of §199A. 

 
 

 
Rental Real Estate Enterprise 
For purposes of the safe harbor, a rental real estate enterprise is an interest in real property to 
produce rental income and consists of an interest in multiple properties. An individual or RPE who 
relies on the safe harbor is required to hold the interest directly or through an entity disregarded as 
an entity separate from its owner, per §301.7701-3. The taxpayer must treat each property held 

 
 

36 Publication 535, page 54 
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Student Note: Books and records must be available for inspection upon IRS request. The 
contemporaneous recordkeeping requirement does not apply to tax years beginning before 
January 1, 2019. 

for the production of rent as a separate enterprise or treat all similar properties held for the 
production of rent as a single enterprise. 

 
Residential and commercial real estate cannot be included in the same enterprise. The treatment 
of an enterprise cannot change from year-to-year unless there is a substantial change in facts and 
circumstances. 

 
Rental Real Estate Enterprises Eligible for the Safe Harbor 
To be eligible for the safe harbor and be treated as a trade or business, a rental real estate 
enterprise must meet the following requirements: 

1. Maintains separate books and records reflecting income and expenses for each rental real 
estate enterprise; 

2. For tax years beginning before January 1, 2023, the taxpayer must perform at least 250 
hours (or more) of rental services per year. For taxable years beginning after December 
31, 2022, in any three of the five consecutive taxable years that end with the taxable year 
(or in each year for an enterprise held for less than five years), 250 or more hours of rental 
services are performed (as described in this revenue procedure) per year with respect to 
the rental real estate enterprise; and 37 

3. Maintains adequate contemporaneous records to include time reports, logs, or other 
records documenting: 

a. A description of all services performed 
b. The hours of all services performed 
c. Dates services were performed 
d. The name of the person or business that performed the services 

 
 

 
Both individuals and pass-through entities can use the safe harbor if they hold the real property 
interest directly or through a disregarded entity. If a taxpayer owns real estate and uses the 
property as their residence during the year, the property does not qualify for the safe harbor. 

 
Meeting the 250 Hours (or More) Requirement for Safe Harbor Rental Services 
The term “performing services” or “services performed” may confuse many taxpayers and tax 
preparers alike. To meet the requirements of performing services for 250 hours or more, the 
following are considered “services:” 

• Advertising real estate for rent or lease 
• Negotiating or executing lease agreements 
• Reviewing and verifying tenant rental/lease applications 
• Collecting rent from tenants 
• Maintenance, time spent on repairs, and daily operations 
• Management of the real estate property 
• Material purchases 
• Management or supervision of employees and independent contractors 

 
The owner of the property is not required to perform services for the rental property personally. 
The services may be performed by an: 

• Employee 
• Agent 
• Independent contractor hired by the owner 

 
37 Notice 2019-07, page 7 
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Caution: The signers of the statement must have personal knowledge of the facts and 
circumstances related to this statement. 

Services do not include: 
• Arranging financing 
• Purchasing property 
• Planning, managing or constructing long-term capital improvements 
• Time spent traveling to and from the real estate property 
• Financial or investment management activities 

 
Beginning In tax years after 2022, the owner must satisfy the 250-hour rental property service 
requirement in any three of the last five consecutive tax years. 

 
Rental Real Estate Excluded from the §199A Safe Harbor 
For purposes of the safe harbor an owner is: 

• The individual(s) who own the property 
• Owners and/or beneficiaries of an entity that owns the rental real estate property 

 
The safe harbor does not apply to rental real estate property that is rented or leased under a triple 
net lease. Under a triple net lease, the tenant or lessee is required to: 

1. Pay: 
a. Taxes 
b. Fees 
c. Insurance; and 

2. Be responsible for maintenance activities for the property, including maintenance allocable 
to the leased portion of the property, in addition to rent and utilities. 

 
Statement Required to Claim the §199A Rental Real Estate Safe Harbor 
Taxpayers or RPEs who wish to and are eligible to claim the safe harbor must attach a statement 
to the tax return on which they claim the §199A deduction. The statement must be signed, by the 
taxpayer’s or RPE’s authorized representative. The following is the statement taxpayers, and RPEs 
should use to satisfy this requirement: 

 
The taxpayer must attach the following safe harbor statement to a tax return that claims the §199A 
deduction for safe harbor income: 

 
“Under penalties of perjury, I (we) declare that I (we) have examined the statement, 
and to the best of my (our) knowledge and belief, the statement contains all the 
relevant facts relating to the revenue procedure, and such facts are true, correct, 
and complete.”38 

 
 

 
Accuracy-Related Penalty on Determination of Applicable Percentage 

Substantial understatement of income tax is an understatement exceeding the greater of: 
• 10% of the tax required to be shown on the return; or 
• $5,000. 

 
Section 6662(a) includes a penalty for an underpayment of tax required to be shown on a return. 
The penalty applies to the portion of the underpayment attributable to a substantial understatement 
of income tax. §6662(d)(1)(C) includes a special rule for taxpayers who claim the QBI deduction 
for the taxable year, which requires that §6662(d)(1)(A) is applied by substituting “5%” for “10%.” 

 
38 Notice 2019-17, page 9 
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Pass-Through Reporting 

S corporations and partnerships are required to report each shareholder’s or partner’s share of 
income and expenses for each qualified trade or business (or aggregated trade or business) on the 
individual shareholder’s or partner’s Schedule K-1, so the shareholder or partner can calculate their 
QBI deduction. Examples of income or expenses are listed below. 

• Section: 
o 199A QBI 
o 199A W-2 wages 
o 199A UBIA 
o 199A qualified REIT dividends 
o 199A qualified PTP income 

• Disclosure of information for aggregated trades or businesses 
• Verification of each trade or business as a specified service trade or business 

 
The items shown above are reported on line 17, Schedule K-1 (Form 1120S), and line 20, Schedule 
K-1 (Form 1065). 
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Objective #4: Credits 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

39 
 
 
 

 

Adoption Credit 

For 2020, the maximum adoption credit is the amount of qualified adoption expenses up to $14,300, 
up from $14,080 for 2019. The credit allowed for adopting a child with special needs is $14,300, 
also up from $14,080 for 2019. The maximum exclusion from income for benefits under an 
employee adoption assistance program has increased to $14,300 for 2020. In 2019, the credit 
begins phasing out for taxpayers with MAGI in excess of $211,160 and is completely phased out 
for taxpayers with MAGI of $251,160 or more. The 2020 MAGI phase-out begins at $214,520 and 
is completely phased out at $254,520. The adoption credit is a nonrefundable credit figured on 
Form 8839, then transferred to Schedule 3 (Form 1040), line 6. 

 
 

For 2019, IF the MAGI is... THEN the income limit... 
$211,160 or less will not affect the credit or exclusion 
Between $211,160 and $251,160 will reduce the credit or exclusion 
$251,160 or more will eliminate the credit or exclusion 

 
 

For 2020, IF the MAGI is... THEN the income limit... 
$214,520 or less will not affect the credit or exclusion 
Between $214,520 and $254,520 will reduce the credit or exclusion 
$254,520 or more will eliminate the credit or exclusion 

 
 

Qualified adoption expenses include: 
• Adoption fees 
• Attorney fees 
• Court costs 
• Travel expenses (including meals and lodging) while away from home 

 
39 Form 8995 instructions “QBI Flowchart, pages. 5-6 
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• Re-adoption expenses relating to the adoption of a foreign child 
 

Qualified adoption expenses do not include expenses: 
• For which the taxpayer received funds under any state, local, or federal program 
• That violate state or federal law 
• For carrying out a surrogate parenting arrangement 
• For the adoption of a spouse’s child (step-parent adoptions are excluded) 
• Paid or reimbursed by an employer or any other person or organization 
• Allowed as a credit or deduction under any other provision of federal income tax law 

American Opportunity and Lifetime Learning Education Credits 

The American Opportunity Credit (AOC) is allowed for the first four years of post-secondary 
education in a degree or certificate program. The credit was set to expire at the end of 2015 but 
was extended permanently by the Protecting Americans from Tax Hikes (PATH) Act of 2015. The 
AOC is available only for four years and includes the years for which the Hope credit was claimed. 
Qualified expenses include tuition, course materials, and fees. “Course materials” include books, 
supplies, and equipment needed for a course of study whether or not the materials are purchased 
from the educational institution as a condition of enrollment or attendance. 

 
The AOC credit is 100% of the first $2,000 of qualified expenses, plus 25% of the next $2,000. The 
maximum credit allowed is $2,500 per eligible student. If the credit is unused due to the lack of tax 
liability, 40% (up to $1,000) is refundable. For tax year 2019, a reduction in the credit begins when 
a taxpayer’s AGI exceeds $80,000 ($160,000 for MFJ). Taxpayers with MAGI over the $90,000 
($180,000 for MFJ) threshold are not eligible to claim the credit. The MAGI phase-out amounts 
remain the same for tax year 2020. 

 
The maximum Lifetime Learning Credit is $2,000 per taxpayer, per return (20% of qualified 
education expenses up to $10,000). For 2019, the MAGI phase-out limits increased to a range 
between $116,000 and 136,000 for Married Filing Jointly and between $58,000 and $68,000 for all 
others. For 2020, the MAGI phase-out limits are between $118,000 and $138,000 for MFJ 
taxpayers and between $59,000 and $69,000 for all others. 

 
Married Filing Separately, taxpayers do not qualify for these credits. 

 
 

 American Opportunity 
Credit 

Lifetime Learning Credit 

Number of years of post- 
secondary education 

Four Years All years with qualifying 
expenses 

Qualified Expenses Tuition, Books, Supplies, 
Equipment, Fees required for 

field of study 

Tuition, Books, Supplies, 
Equipment, Fees required for 

field of study 
Maximum Credit 100% of first $2,000 of 

qualified expenses plus 25% 
of next $2,000 – Maximum 

Credit $2,500 

20% Qualified expenses up to 
$10,000. Maximum credit 

$2,000 

2020 AGI phaseout begins 
(Single, HOH Qualifying 

Widow) (MFJ) 

$80,000 ($160,000) $59,000 ($118,000) 

2020 limit on MAGI 
(Single, HOH Qualifying 

Widow) (MFJ) 

$90,000 ($180,000) $69,000 ($138,000) 

Refundable 40% refundable up to $1,000 Not refundable 
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Child Tax Credit, Additional Child Tax Credit, and Family Credit 

The child tax credit was a maximum of $1,000 per qualifying child for tax year 2017. The MAGI 
phase-out limits for the child tax credit were $110,000 for Married Filing Jointly filers, $75,000 for 
Single and Head of Household filers, and $55,000 for Married Filing Separately filers. In 2018, the 
credit was doubled to $2,000 per qualifying child. Beginning in 2018, the income levels at which 
the credit is phased out increased significantly for a Married Filing Jointly couple to $400,000 and 
$200,000 for all others. Phase-outs are not indexed for inflation. The credit is phased out by $50 
for each $1,000 of adjusted gross income above the beginning phase-out amount. All qualifying 
children must have a Social Security number. 

 
The child tax credit continues to maintain the same rules as pre-2018 tax law, including the 
definition of a dependent. The criteria for a qualifying child for purposes of the child tax credit is as 
follows: 

• The child is the taxpayer’s son, daughter, stepchild, foster child, adopted child, brother, 
sister, stepbrother, stepsister, or a descendant of any of them (grandchild, niece, nephew). 

• The child was younger than age 17 at the end of the tax year and younger than the taxpayer 
and spouse, if applicable. 

• The child did not provide more than half of their own support for the tax year. 
• The child lived with the taxpayer for more than half of the tax year. 
• The child is claimed as a dependent on the tax return. 
• The child is a U.S. citizen, U.S. national, or resident of the United States. 

 
Children who were born or died during the tax year are considered to have lived with the taxpayer 
the entire year if the taxpayer’s home was the child’s home during the time the child was living. 
Temporary absences are deemed as time the child lived with the taxpayer. 

 
The maximum additional child tax credit will be $1,400 in 2020, the same as in 2019. 

 
Family Credit (Other Dependent Credit) 
For 2018-2025, the tax law added a new non-child dependent credit (the “family credit”) for 
dependents other than qualifying children. This new $500 credit is nonrefundable and applies to 
non-child dependents and child dependents even if they do not have a Social Security number 
(they will still need a taxpayer ID number). The table below summarizes these changes. 

 
 

Child Tax Credit Changes 2017 2018/19/20 
Child tax credit $1,000 $2,000 
Non-child dependent credit $ 0* $500 
Refundable portion $1,000 $1,400 
Earned income threshold $3,000 $2,500 
Income phase-out – MFJ $110,000 $400,000 
Income phase-out – all others $75,000 $200,000 

 
* In 2017, there was no credit for non-child dependents, but a taxpayer was entitled to an exemption that was 
equivalent to a deduction of $4,050. 

Student Note: The TCJA did not change the American Opportunity Credit or the Lifetime 
Learning Credit. Income phase-out limits may change, but the credits were not eliminated 
or reduced. 
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Reminder: Married taxpayers must have been separated from their spouses for the last six 
months of the tax year to be eligible for the Head of Household filing status. Otherwise, the 
taxpayer is required to file Married Filing Jointly or Married Filing Separately. Married Filing 
Separately, taxpayers are not eligible for EIC. 

The adjusted gross income phase-out threshold for the non-child dependent credit begins to phase- 
out with adjusted gross income in excess of $400,000 for Married Filing Jointly filers and $200,000 
for all other taxpayers. Phase-out thresholds are not indexed for inflation. 

 
The non-child dependent credit is effective for tax years beginning after December 31, 2017 and 
expires for tax years beginning after December 31, 2025. 

 
Additional Child Tax Credit 
The earned income threshold generally needed to qualify for the additional child tax credit was 
$3,000 for tax year 2017 and was reduced to $2,500 for tax years 2018 and 2019. The refundable 
portion amount increased from $1,000 to $1,400 for tax years 2018 and 2019. 

 
Earned Income Credit 

The maximum EIC for tax year 2019 was $6,557 with three or more qualifying children, $5,828 with 
two qualifying children, $3,526 with one qualifying child, and $529 with no qualifying children. The 
maximum EIC for tax year 2020 is $6,660 with three or more qualifying children, $5,920 with two 
qualifying children, $3,584 with one qualifying child, and $538 with no qualifying children. 

 
The maximum amount of income in which a taxpayer can earn and still receive the earned income 
credit (EIC) increased for 2019. If a taxpayer’s earned income reaches or exceeds the following 
amounts, they will not be eligible for the EIC. 

 
The information below is for tax year 2019: 

 
 

If the taxpayer has: Ineligible for EIC if income is: 
No children $15,570 (MFJ – $21,370) or more 
One child $41,094 (MFJ – $46,884) or more 
Two children $46,703 (MFJ – $52,493) or more 
Three or more qualifying children $50,162 (MFJ – $55,952) or more 

 
 

The information below is for tax year 2020: 
 
 

If the taxpayer has: Ineligible for EIC if income is: 
No children $15,820 (MFJ – $21,710) or more 
One child $41,756 (MFJ – $47,646) or more 
Two children $47,440 (MFJ – $53,330) or more 
Three or more qualifying children $50,594 (MFJ – $56,844) or more 

 

A taxpayer may be able to take the credit if their AGI is less than the amount above that applies. 
The maximum amount of investment income a taxpayer can receive and still get the credit has 
increased to $3,600 for tax year 2019 and $3650 for tax year 2020. 
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Premium Tax Credit 

Taxpayers who purchased their health care coverage through the Health Insurance Marketplace 
may be eligible for a Premium Tax Credit (PTC). The credit is designed to make the purchase of 
health care coverage less expensive for taxpayers with lower income by offering financial 
assistance to pay premiums. Form 8962, Premium Tax Credit (PTC), must be filed with the tax 
return to calculate and take the PTC. The amount of the credit is based on household income and 
family size. Covered taxpayers with lower incomes will get a higher credit since the PTC is 
designed to make health insurance more affordable for those with lower incomes. When a taxpayer 
applies for coverage in the Marketplace, the Marketplace will furnish an estimated premium tax 
credit amount. The estimated amount will be based on information that the taxpayer has furnished 
about their family composition and projected household income. If there are changes in family size 
(birth or adoption, marriage or divorce, etc.) and/or household income during the year, the taxpayer 
should notify the Marketplace immediately since this will change the estimate for the Premium Tax 
Credit. 

 
The Premium Tax Credit can be claimed when filing the taxpayer’s 2019 tax return. However, the 
taxpayer can choose to have some or all of the credit the taxpayer is expected to receive paid 
directly to the insurance company to help offset some of the monthly cost of health care premiums. 
This is considered an advance payment. These advance credit payments are based on information 
furnished by the taxpayer (family composition, household income) to the Marketplace when they 
applied for coverage. As indicated previously, any changes to household income or family 
composition during the year should be furnished to the Marketplace by the taxpayer as soon as it 
is known since a change in circumstances will change the estimated Premium Tax Credit. Any 
change in the estimated Premium Tax Credit will then change the amount of monthly advance 
credit payments to the insurance company. These changes must be reported to the Marketplace 
by the taxpayer as soon as possible since any change in circumstances could make the amount of 
the advance premium tax credit (APTC) paid considerably different from the amount of PTC the 
taxpayer can actually take on their tax return. A reconciliation of the actual PTC to advance credit 
payments of the PTC made to the insurance company during the year will be done in Part II of 
Form 8962 when the taxpayer files their tax return. 

 
If the taxpayer chooses to receive advance payments for the credit, they will need to subtract the 
total of the monthly advance credit payments made to the insurance company from the total of the 
monthly Premium Tax Credits calculated on their 2019 tax return. This will be done on Form 8962. 
If the taxpayer, their spouse, or any of their dependents received more in advance credit payments 
than the Premium Tax Credit calculated, they would be required to repay the difference. This may 
reduce their refund or cause him to have a balance due since it will be added to their total tax. 

 
A repayment due to excess advance credit payments will be calculated on Form 8962, Premium 
Tax Credit (PTC). The required repayment amount will be carried to Schedule 2 (Form 1040), line 
2, and added to the taxpayer’s taxes on the return. 

 
The amount of excess advance credit payment of the PTC to be repaid will be limited for certain 
taxpayers. Since the limitation on repayment is based on the taxpayer’s household income as a 
percentage of the Federal Poverty Line (specified in the Form 8962 instructions), it is adjusted each 
year for inflation. See the 2019 Repayment Limitation table, following. 

Student Note: These refundable credits are currently on the IRS radar. These credits need 
to be substantiated by asking and documenting thorough interview questions and obtaining 
documentation such as school and medical records. The preparer needs to keep good 
records to justify the credits taken. 
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Student Note: Taxpayers who file Married Filing Separately are not eligible for the PTC 
unless they can prove that they are a victim of domestic abuse or spousal abandonment. 

Objective #5: Itemized Deductions and Exclusions 

2019 Repayment Limitation 

If household income 
(as a % of the poverty line) is: 

Limitation for unmarried 
individuals (except 

surviving spouses & HOH) 

2019 limitation 
amount for all 

other taxpayers 
Less than 200% $300 $600 
At least 200% but less than 300% $800 $1,600 
At least 300% but less than 400% $1,325 $2,650 

 
If the taxpayer’s household income is 400% or more, there will be no limitation on repayment, and 
the full excess advance payment must be repaid. If household income is less than 400% of the 
Federal Poverty Line, then the repayment limitation in the table above (see the Form 8962 
instructions) will apply. The repayment amount is added to the taxpayer’s tax for 2019 and will 
increase taxes owed. 

 
 

 
 

 

Standard Mileage Rates 

The IRS normally updates the mileage rates once a year in the fall for the next calendar year. The 
standard mileage rates for tax year 2019 will increase from 54.5 cents to 58 cents for business. 
The rate increases to 20 cents from 18 cents for medical and moving. The standard mileage rate 
for charitable miles is set by statute, not the IRS, and remains at 14 cents per mile. 

 
 

Purpose 2019 Rates 2020 Rates 
Business .58 .575 

Medical/Moving .20 .17 
Charitable .14 .14 

 
 

The business standard mileage rate includes an amount treated as depreciation for the vehicle. 
 

Business 
Taxpayers who use their vehicles in the everyday operation of their business would report their 
mileage deduction on their business return, such as Schedule C, Form 1065, Form 1120S, or Form 
1120. As of tax year 2018, under the TCJA, employees who use their vehicles for their jobs were 
no longer able to deduct their unreimbursed mileage. 

 
There are circumstances in which the taxpayer may not use the standard mileage rate. If the 
taxpayer has ever taken a section 179 expense deduction for the vehicle, taken the special 
depreciation allowance, or depreciated the vehicle using a method other than straight-line 
depreciation, they are not allowed to use the standard mileage rate. If the taxpayer is a rural mail 
carrier and they received a qualified reimbursement for their expenses, they are not eligible to use 
the standard mileage rate deduction. A taxpayer who uses five or more vehicles in their business 
at the same time is not eligible for the standard mileage rate deduction. An example of this would 
be a taxi driver or a delivery service. If the taxpayer used a leased vehicle in their business and 
claimed actual expenses after 1997, they are unable to use the standard mileage rate deduction. 
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Example: Grace is 67 years old, and her husband, Wyatt, is 69 years old. They want to 
give their daughter, Caroline, $30,000 to help her buy a new house. Grace can give Caroline 
$15,000, and Wyatt can also give her $15,000 without exceeding the gift tax exclusion for 
the year. 

Parking and tolls are generally deductible to the taxpayer who owns a business as long as the tolls 
do not result from commuting. 

 
Deductibility Limits for Long-Term Care Premiums 

For 2019, the inflationary amount of long-term care premiums that can be included as a medical 
expense on Schedule A (Form 1040) has increased and again is age-dependent. See the chart 
below for the per person limitation on deductible annual long-term care insurance premiums. 

 
 

Age at the end of 
the tax year: 

THEN the most the taxpayer 
can deduct for 2019 is: 

THEN the most the taxpayer 
can deduct for 2020 is: 

40 or less $  420 $  430 
41–50 $  790 $  810 
51–60 $1,580 $1,630 
61–70 $4,220 $4,350 

71 and over $5,270 $5,430 
 

Foreign Earned Income Exclusion 

If the taxpayer claimed the foreign earned income exclusion, housing exclusion, or housing 
deduction on Form 2555, they must figure their tax using the Foreign Earned Income Tax 
Worksheet. 

 
If the taxpayer does not claim the foreign housing exclusion but otherwise qualifies, they can claim 
the foreign earned income exclusion using Form 2555. 

 
The maximum foreign earned income exclusion for tax year 2020 is $107,600, increased from 
$105,900 for tax year 2019 to offset inflation. The maximum amount of foreign housing expenses 
allowed for 2019 is $31,770 ($105,900 x 0.30) and for 2020 is $32,280 ($107,600 x .30). 

 
Federal Estate Tax Exclusion 

A unified credit is available for gift and estate taxes. The credit offsets tax up to the applicable 
exclusion amount or exemption amount. The exemption amount was set at $5 million in 2011 and 
was indexed for inflation in later years.  The federal estate tax exclusion amount for 2017 was 
$5,490,000 or $10,980,000 for married taxpayers. In 2018, the exemption amount was subject to 
the doubling of the base exemption from $5 million to $10 million and was $11.18 million per person 
($22.36 million for Married Filing Jointly).  In 2019, the exclusion amount was adjusted upward  to 
$11.4 million per person ($22.8 million for Married Filing Jointly). The marginal tax rate for income 
in excess of the exemption amount remains at 40%. For 2020, the federal exclusion amount is 
$11.58 million per individual ($23.16 million for Married Filing Jointly). 

 
Federal Gift Tax Exclusion 

The federal gift tax exclusion for 2020 will remain at $15,000, the same amount as 2019. 
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Rollovers from §529 to ABLE Programs 

§529 plans (qualified tuition plans – QTPs) are tax-advantaged savings plans created to encourage 
parents, grandparents, or other interested individuals to save for future college costs for a child, 
grandchild, etc. Contributions are limited to the gift tax exclusion for the year ($15,000 in 2019 and 
2020). §529 plans are sponsored by states, educational institutions, or state agencies. 

 
QTPs have been expanded by the TCJA as follows: 

• K-12 Education uses – §529 plans may now be used to pay tuition of up to $10,000 per 
beneficiary each year for students attending an elementary or secondary public, private, 
or religious school. §529 plan distributions for college education are only limited by the 
qualified education expenses incurred by the student. This change is without regard to the 
number of contributing plans. 

• Rollovers to an ABLE Account – §529 plans may now be rolled over from a designated 
beneficiary’s §529 plan to an ABLE account for the same-named beneficiary or a family 
member. ABLE accounts are for people who become disabled before age 26. ABLE 
accounts are tax-favored accounts intended to enable individuals who qualify and their 
families to save money to pay for disability-related expenses. 

 
ABLE (Achieving a Better Life Experience) accounts provide tax-favored savings plan 
programs established and maintained by a state or agency or instrumentality thereof. 
ALBE programs are designed to benefit disabled individuals. Designated individuals must 
be considered an eligible individual. An eligible individual is either: 

o One for whom a disability certification has been filed with the Secretary for the tax 
year; or 

o One who is eligible for Social Security Disability Insurance (SSI) benefits due to 
blindness or disability. The blindness or disability must have occurred before the 
individual becomes 26 years of age. 

 
The annual contribution for an ABLE account for tax years 2019 and 2020 is $15,000. The 
new tax law changes enacted by the TCJA provide that rollovers from §529 plans, coupled 
with contributions made to the designated beneficiary’s ABLE account (other than certain 
permitted contributions of the designated beneficiary’s compensation), cannot exceed the 
$15,000 annual ABLE contribution limit. 

 
Income from U.S. Savings Bonds and Qualified Education Expenses 

Taxpayers who pay qualified higher education expenses in tax years 2019 and 2020 and redeemed 
any qualified United States savings bonds (Series EE bonds issued after 1989 and Series I bonds) 
are exempt from including that amount in income if their MAGI falls within specific ranges. The 
2019 phase-out begins for Married Filing Jointly filers with MAGI above $121,600, and all other 
filers above $81,100. The exclusion is completely phased out for Married Filing Jointly taxpayers 
with MAGI of $151,600 and all other filers with MAGI of $96,100. The 2020 phase-outs begin at 
$123,550 (Married Filing Jointly) and $82,350 for all other filers. The exclusion is completely 
phased out for Married Filing Jointly taxpayers with MAGI of $153,550 and all other filers with MAGI 
of $97,350. 

 
The taxpayer cannot file Married Filing Separately, and the owner of the bond must have been at 
least 24 years of age at the time bond was issued. The expenses must have been to pay tuition 
and fees or to make contributions to a Coverdell ESA or a QTP. The expenses must have been 
paid to an eligible educational institution such as a college, university, vocational school, or post- 
secondary education school for the taxpayer, spouse, or dependent 
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Cafeteria Plans – Exclusions from Income 

These are separate written employee benefit plans maintained by employers under section 125 of 
the Internal Revenue Code. Qualified benefits may be offered to employees under a cafeteria plan, 
which may then be excluded from employee income. Some of these excludable benefits include: 

• Accident and health benefits 
• Adoption Assistance 
• Dependent care assistance 
• Group-term life insurance coverage 
• Health flexible spending arrangements (FSAs) 
• Health savings accounts (HSAs) 

 
Inflation adjustments for adoption assistance benefits, health flexible spending arrangements, and 
health savings accounts were published in Revenue Procedure 2018-57 for the 2019 tax year. 
HSAs were covered previously in the section on above-the-line deductions. Adoption assistance 
programs and health flexible spending arrangements are covered next. 

 
Adoption Assistance Programs 
This is a fringe benefit offered by many employers. The intent is to make payments and provide 
reimbursements to employees to help with the adoption of a child. If the adoption assistance is 
provided through a qualified adoption assistance program (defined by IRS), employers may exclude 
all or some of the reimbursements and payments from federal withholding, but not from Medicare, 
Social Security, or federal unemployment (FUTA) taxes. Employers will report the adoption 
assistance payments on each participating employee’s Form W-2, Wage, and Tax Statement. 

 
For 2019, the maximum amount that can be excluded from an employee’s gross income for the 
adoption of a special needs child is $14,080. For all other adoptions, the maximum amount that 
can be excluded for adoption assistance with qualified adoption expenses is also $14,080. The 
2020 maximum adoption exclusion is $14,300. 

 
The 2019 amount excludable from an employee’s gross income begins to phase out at $211,160 
of modified adjusted gross income (MAGI). The exclusion is completely phased out at MAGI of 
251,160 or more. The 2020 gross income phase-out begins at $214,520 and is completely phased 
out at $254,520. 

 
Health Flexible Spending Arrangements (FSAs) 
Employees can use an FSA to cover medical costs not covered by health insurance. Employee 
contributions will be made through payroll deductions and will be excluded from income tax, Social 
Security tax, and Medicare tax. Employers can also contribute to an employee’s plan. During the 
year, employees can use these funds to cover medical expenses not covered by their health 
insurance, such as health insurance copays and deductibles, eyeglasses, dental expenses, 
hearing aids, and other medical devices. All or most of the funds in an FSA must be used by the 
end of the year or forfeited. Employers can (but are not required to) offer an option to carry over 
up to $500 to the next plan year. 

 
For 2019, the maximum employee pretax contribution to an FSA was $2,700. This amount is 
adjusted upward to $2,750 for 2020. 

 
Home Mortgage Interest Modification 

Mortgage Interest – Mortgage acquisition debt was taken out after October 13, 1987, to buy, build, 
or improve a main or second home can be deducted as an itemized deduction on Schedule A. 
Prior to 2018, the maximum combined acquisition debt on the home could not exceed $1,000,000 
for all filing statuses except Married Filing Separately, which was limited to $500,000. Beginning 
in 2018, the deduction for mortgage interest was limited to underlying indebtedness of up to 
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$750,000 ($375,000 for Married Filing Separately). Mortgages taken out before December 16, 
2017, are grandfathered under the pre-2018 rules. A home under a contract before December 16, 
2017, that closed by January 1, 2018 was allowed to use the pre-2018 limits of 
$1,000,000/$500,000 if the home was actually purchased before April 1, 2018. 

 
Refinanced debt – The pre-2018 limits of $1,000,000/$500,000 continue to apply to taxpayers 
who refinanced existing qualified residence indebtedness that was incurred before December 16, 
2017, to the extent the amount of the new debt did not exceed the balance of the old mortgage 
principal immediately before the refinancing. Closing costs rolled into the loan are not deductible. 

 
Home equity loans and lines of credit (HELOC) – Home equity debt used to buy, build, or 
improve a main or second home was limited to $100,000 ($50,000 for Married Filing Separately) 
before 2018. This provision was no longer available beginning in 2018. Interest on home equity 
debt is still deductible in 2018 and beyond if loan proceeds were used to buy, build, or improve a 
main home or second home, but only to the extent that total home indebtedness does not exceed 
the limits discussed above ($750,000 or $375,000 for Married Filing Separately). 

 
Mortgage Insurance Premiums – Write-offs for qualified mortgage premiums began in 2007 and 
were originally deductible only through the 2017 tax year. For 2007 through 2017, taxpayers with 
incomes less than $109,000 ($54,500 if Married Filing Separately) could take the deduction. This 
deduction had originally expired at the end of 2016 but was reinstated in February 2018, retroactive 
for tax year 2017. Although it expired after 2017, it was renewed by the DISASTER Act (December 
20, 2019) for 2020 and made retroactive to 2018 and 2019. It would apply to taxpayers whose AGI 
does not exceed $110,000 ($55,000 for MFS) and only if the taxpayer is able to itemize deductions. 
Since it had not been renewed by the due date for filing 2018 returns, taxpayers would have to 
amend their 2018 tax return to claim this write-off. 

 
State and Local Tax Deduction (SALT) 

Individual taxpayers who itemize deductions may deduct the following taxes on Schedule A: 
• State income taxes withheld from wages or other sources of income 
• State taxes owed on a previous year return if paid in the current year 
• Local income taxes withheld from wages or other sources of income 
• City income taxes withheld from wages or other sources of income 
• Property taxes paid on items such as vehicles, boats, utility trailers, etc. 
• Real estate taxes paid on houses and land 

 
The taxes mentioned above are only deductible in the year they are paid. Taxpayers may deduct 
prior year taxes if they were paid in the current year. Before January 1, 2018, there was no limit 
on the SALT deduction. The deduction was allowed in full unless the taxpayer was subject to AMT 
limitations before January 1, 2018. The total of these taxes is entered on line 5 of Schedule A. 

 
In 2019, the aggregate cap on these taxes is $10,000 for taxpayers of all filing statuses except 
Married Filing Separately, which is $5,000. Taxes on foreign real property is no longer allowed as 
a deduction. Do not include taxes paid to any U.S. possession that were paid on excluded income. 
Taxpayers who pay taxes in the current year for tax that is imposed for the next tax year, cannot 
deduct the taxes in the current year. Since the tax is imposed for the next tax year, the taxpayer 
would claim the deduction in the next tax year. 

 
Business property taxes continue to be fully deductible; however, they must be deducted on the 
appropriate business reporting form, such as Schedule C. 

 
These rules apply to tax years beginning after December 31, 2017, and before January 1, 2026. 
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Itemized Deductions Overall Limitation Suspended 

Before the tax year 2018, limits applied to the itemized deductions a taxpayer could claim on their 
tax return. The limit was based on income limitations and the types of itemized deductions claimed 
by the taxpayer. 

 
Taxpayers may be able to deduct more of their total itemized deductions if their itemized deductions 
were limited in prior years due to the amount of their adjusted gross income. The prior year rule 
that limited the amount of deductible itemized deductions for higher-income taxpayers has been 
suspended. Beginning in tax year 2018, taxpayers who itemize deductions were not subject to any 
limitations. 

 
Suspension of the overall limitation on itemized deductions begins for tax years after December 
31, 2017, and extends through December 31, 2025. 

 
Casualty and Theft Losses 

Casualty or theft losses before 2018 were deductible if the losses exceeded 10% of AGI and the 
taxpayer itemized. (The loss was also subject to a $100 floor or subtraction.) For 2018-2025, this 
itemized deduction is no longer available except to the extent that it offsets any taxable casualty 
gains. 

 
Personal casualty losses in a federally declared disaster are the exception to this rule; however, 
claims for a casualty or theft loss must include a FEMA code designated for the disaster. If these 
casualty losses are taken, they will still be subject to the $100 per casualty and 10% of AGI 
limitations. 

 
Casualty and theft losses will continue to be allowed for income-producing property. 

 
This change is effective for losses incurred in tax years beginning after December 31, 2017, and 
does not apply to losses incurred after December 31, 2025. 

 
Moving Expenses 

Before 2018, moving expenses associated with a job-related move were deductible as an 
adjustment to income on Form 1040. Effective January 1, 2018, through December 31, 2025, 
moving expenses are no longer deductible as an adjustment to income for most taxpayers. The 
exception to this change is members of the United States Armed Forces. Moves for members of 
the Armed Forces are subject to special rules under the new tax laws governing moving expenses. 
The special rules provide an exclusion for costs attributable to in-kind moving and storage 
expenses for members of the Armed Forces on active duty who move as a result of military orders 
and incident to a permanent change of station. 

 
The standard mileage rate for moving expenses has decreased from 20 cents per mile in 2019 to 
17 cents per mile in 2020. 

 
Moving Expense Reimbursement Exclusion 
The TCJA repealed the deduction for moving expenses and suspended the income exclusion for 
moving expenses paid by or reimbursed by an employer beginning with tax year 2018 through tax 
year 2025. Effective January 1, 2018, the qualified moving expense reimbursement amounts were 
taxable to all taxpayers except United States Active Duty Military, whose move is pursuant to 
military orders. 

 
Employers could reimburse an employee in 2018 for expenses related to a work-related move that 
occurred in 2017. The reimbursement was tax-free only if: 
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1. The expenses would have been deductible by the employee/taxpayer if the employee had 
paid the expenses before January 1, 2018; and 

2. The employee/taxpayer did not deduct the moving expenses in tax year 2017. 
 

Keep in mind that qualified moving expenses include: 
• Moving household and personal items (including items belonging to members of the 

taxpayer’s household), to include the cost of transit or storage expenses for a foreign move; 
and 

• Travel to the new home, including actual expenses such as gas and oil. The taxpayer can 
opt to use the standard mileage rate of 18 cents per mile instead of actual expenses. 

 
Meals are not included. 

 
Employee Fringe Benefits 

Before January 1, 2018, certain employer-provided fringe benefits could be excluded from an 
employee’s gross income and wages for purposes of employment taxes. Fringe benefits include: 

• De minimis fringes 
• Qualified transportation fringes 
• On-premises athletic facilities 
• Meals for the convenience of the employer 

 
De minimis fringes examples are: 

• Property or services whose value is so low that accounting for these items is impractical 
• Food and/or beverages provided for employees through an employer-provided eating 

facility on or near the employer’s premises, such as a company cafeteria 
• Athletic facilities or gyms operated by the employer and located on the employer’s 

premises 
 

The TCJA eliminates the deduction allowed for the amount paid or incurred by the employer after 
December 31, 2017. Items included in the TCJA exclusion are: 

• Activities considered to be entertainment, amusement, or recreation 
• Membership dues to clubs for business, pleasure, recreation, or social purposes 
• Facilities used in connection with items previously mentioned 

 
Bicycle Commuting and Other Transportation Benefits Suspended 
Transportation fringe benefits for 2018 and 2019 that can be excluded from employee income are 
listed in the table below. 

 
 

Maximum Exclusion (Per Month) 2019 2020 
Qualified parking $ 265 $ 270 
Transit passes/commuter highway vehicle $ 265 $ 270 
Qualified bicycle commuting reimbursement $ 0 $ 0 

 
 

In 2018 through 2025, employers can no longer deduct the fringe benefits paid to employees for 
qualified parking and transit passes/commuter highway vehicles. The employee does not need to 
include these benefits in income if they are received. 

 
In 2018 through 2025, employers can deduct qualified bicycle commuting reimbursements of up to 
$20/month as a business expense. The employee must include these benefits in income if they 
are received. 
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ACA Mandate 

The Affordable Care Act includes health care reforms and tax provisions affecting taxpayers, their 
families, business owners, government entities, tax-exempt organizations, and insurers. Current 
law requires the taxpayer to maintain health care coverage for himself and their dependents. The 
exception to maintaining health care coverage is only if the taxpayer has an exemption. Otherwise, 
the taxpayer will face the Shared Responsibility Payment. The taxpayer may be eligible for the 
Premium Tax Credit (PTC) if the taxpayer’s health care coverage was purchased through the 
Marketplace. 

 
Health care coverage may be purchased through: 

• An employer; 
• COBRA coverage (an employer-subsidized health insurance continuation for workers who 

involuntarily lost their jobs); 
• Retiree coverage; 
• Medicare; 
• Medicaid/CHIP (Children’s Health Insurance Program, a state program for children); 
• TRICARE (a government-sponsored health care program for military personnel, military 

retirees, and their dependents); 
• Veteran’s health care programs; 
• Insurance purchased through the Health Insurance Marketplace (minimum level, bronze); 
• Insurance purchased by the taxpayer through a private policy; 
• Insurance purchased by the taxpayer through a student health care plan or that is self- 

funded by a University; or 
• A grandfathered health care plan (a plan created or purchased before March 23, 2010) in 

which the taxpayer participated before the health care reform law’s enactment. 
 

Coverage through workers’ compensation, dental plans, vision plans, plans for specific diseases, 
and/or conditions, or discount medical plans do not meet the minimum essential coverage 
requirement. 

 
Who is Required to Be Covered? 

• U.S. citizens living in the United States 
• Children 
• Senior citizens 
• U.S. citizens living outside of the United States 

 
Citizens of the U.S. who are not physically present in the United States for a minimum of 330 full 
days during a 12-month period are treated as having minimum essential coverage during that 12- 
month period. Citizens of the U.S. who are legitimate residents of a foreign country (or countries) 
for the entire taxable year are treated as having minimum essential coverage for that year. These 
taxpayers qualify for a foreign earned income exclusion. Taxpayers may qualify for this rule even 
if they can’t use the exclusion for all their foreign earned income. 

 
If the taxpayer fails to meet the physical presence or residency requirements, they will be required 
to obtain minimum essential coverage or qualify for an exemption. If they do neither, they will be 
subject to the shared responsibility payment for each month in the tax year for which they failed to 
maintain coverage or meet an exemption. 

 
Shared Responsibility 
If the taxpayer could afford health insurance but chose not to comply with the mandate, a fee known 
as the Shared Responsibility Payment (also known as a penalty) was assessed on the taxpayer’s 

Objective #6: 2019 Tax Law Changes 
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tax return. The penalty due was to be included on the taxpayer’s return as an additional tax. The 
instructions for Form 8965 provided information needed to calculate any required shared 
responsibility payment due under the Affordable Care Act. If the taxpayer or any member of their 
tax household did not have either minimum essential coverage or an exemption for any month 
during the tax year, the taxpayer’s shared responsibility payment needed to be calculated and 
reported on their tax return. 

 
For 2018, the shared responsibility payment was calculated using two methods. The taxpayer was 
required to pay the higher amount of: 

1. 2.5% of the yearly household income for income amounts greater than the filing 
requirement threshold for the taxpayer’s filing status; or 

2. $695 per person for tax year 2018 ($347.50 per child under age 18), limited to a family 
maximum of $2,085. 

 
The TCJA repealed this mandate beginning in tax year 2019. As a result, the 2018 tax year was 
the last year that the taxpayer was required to calculate and pay the shared responsibility payment. 

 
The PTC will remain available to eligible taxpayers who purchase health care coverage from the 
Marketplace. If advance payments of the PTC were made to a health insurance provider, the 
taxpayer is required to file a 2019 tax return to include Form 8962, Premium Tax Credit (PTC). 

 
Alimony 

Alimony Rules Through Tax Year 2018 
Prior to January 1, 2019, alimony paid is deductible by the payer spouse and included in income 
for the recipient spouse. Child support payments are not treated as alimony. These alimony rules 
continued through tax year 2018. For 2018, alimony paid was an above-the-line deduction reported 
as an adjustment to income on Schedule 1 (Form 1040), line 31a. On Schedule 1 (Form 1040), 
line 31b enter the recipient spouse’s Social Security number (SSN) or individual taxpayer 
identification number (ITIN). The recipient spouse was required to report alimony as additional 
income on Schedule 1 (Form 1040), line 11. If the taxpayer pays alimony to more than one recipient 
spouse, an attachment listing the SSN of additional recipient spouse(s) and the amount of alimony 
paid to each should be included with the tax return. 

 
Alimony Rules After-Tax Year 2018 
A taxpayer who enters into a divorce or separate maintenance agreement executed after December 
31, 2018, is no longer allowed to deduct an amount equal to the alimony or separate maintenance 
payments paid during the tax year. Also, the recipient spouse is no longer required to include 
alimony or separate maintenance payments in gross income. 

 
Modified pre-2019 divorce and separate maintenance agreements may be affected by the TCJA 
changes if they are modified after December 31, 2018. Modifications must be clear on the 
treatment of income reporting. If the modification specifically states that the TCJA treatment of 
alimony or separate maintenance payments now applies, the payments are no longer deductible 
for the payer and no longer required to be reported as gross income to the recipient. 

 
On Schedule1 line 2a, the recipient enters Alimony received and divorce date. On line 18a, the 
payer enters the amount paid and recipient’s Social Security number. 
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Objective #7: Retirement Plan and IRA Updates 

 
 
 
 
 
 
 
 
 
 
 
 

40 
 
 

Medical Expenses 

Beginning January 1, 2017, the limitation on itemized deductions for medical expenses not covered 
by health insurance went down from 10% (for most individuals) to 7.5% (for all individuals) of the 
taxpayer’s AGI. Before January 1, 2017, only taxpayers age 65 and older and their spouses were 
able to use the 7.5% limitation. For tax years 2017 and 2018, the 7.5% of AGI floor applied to all 
taxpayers. Although the 7.5% AGI floor was supposed to increase to 10% for all taxpayers starting 
in 2019, the DISASTER Act (December 20, 2019) extended the 7.5% AGI floor for all taxpayers to 
2019 and 2020. 

 
 
 
 
 
 
 
 
 
 

41 
 
 

 
Social Security Tax 

The maximum amount of wages subject to Social Security taxes (OASDI) for 2019 is $132,900. 
This amount will increase to $137,700 for tax year 2020. The employer’s maximum share in 2019 
is $8,239.80 (6.2%) and increases to $8537.40 for the 2020 tax year. This means that the 
employer will not withhold Social Security wages once an employee exceeds the wage limit. The 

 
 

40 Form 1040, Schedule 1 
41 Form 1040, Schedule A 
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maximum amount on any W-2 in box 3 should be $8,239.80. On the other hand, there is no limit 
to wages subject to Medicare tax (1.45%). 

 
Self-employed individuals are subject to Social Security and Medicare tax. This is called self- 
employment tax. The self-employment tax is based on 92.35% of the taxpayer’s net profit, not to 
exceed $132,900. The maximum net profit for 2020 self-employment tax is $137,700. The taxpayer 
can deduct ½ of their self-employment tax as an adjustment to income on Schedule 1 (Form 1040), 
line 14. 

 
Additional Medicare Tax – REMINDER 

In tax year 2019, the employee portion of Medicare tax is 1.45%. There is an additional tax of 
0.9%, bringing the total Medicare tax rate to 2.35%, applicable to wages, Railroad Retirement Tax 
Act (RRTA) compensation, and Self-Employment Contributions Act (SECA) income in excess of 
the thresholds listed in the following chart, based on filing status. For those filing Married Filing 
Jointly, the wages/income are combined. 

 
Losses from self-employment do not offset wages for purposes of the additional Medicare tax. 
Wage items such as noncash fringe benefits, third-party sick pay, and tips are also subject to the 
additional Medicare tax. The additional Medicare tax is required to be paid by employees and self- 
employed individuals. The IRS does not require employers to match the additional percentage of 
the Medicare taxes on the employee’s wages, which exceed the threshold. 

 
 

Filing Status Threshold Amount 42 
Married Filing Jointly $250,000 
Married Filing Separately $125,000 
Single $200,000 
Head of Household (with qualifying person) $200,000 
Qualifying Widow(er) with dependent child $200,000 

 
 

Employers are required to withhold the additional Medicare tax of 0.9% on wages over $200,000 
without consideration of the taxpayer’s filing status or other income. Taxpayers who are employed 
at two jobs and anticipate earning more than $200,000 from one of the employers or a combination 
of earnings totaling more than $200,000, may have withholding concerns since either employer 
may not be obligated to withhold the additional tax. The taxpayer would be responsible to pay the 
additional amount when their return is filed. 

 
It is not required for employers to notify the employee if the employee’s wages reach the point at 
which the additional Medicare tax is being withheld from income. An employer is not required to 
match the additional Medicare tax. Employers cannot comply with a request from the employee to 
discontinue withholding the additional Medicare tax, nor is an employee allowed to request that an 
employer withhold the additional Medicare tax. 

 
There may be times when an employee’s income exceeds $200,000, and their employer withheld 
the additional Medicare tax as required by law; however, the employee’s income did not exceed 
the threshold listed above. This situation may arise if a Married Filing Jointly taxpayer’s spouse is 
not employed or has wages which, when combined with the taxpayer’s wages, are less than the 
$250,000 threshold. In this case, the taxpayer may claim a credit on their individual tax return for 
excess additional Medicare tax as an offset against their total liability. 

 
 

42 Form 8959 Instructions, page 1 
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This additional tax must be considered when computing estimated tax payments to avoid 
underpayment of taxes. Some taxpayers may want to increase their federal income tax 
withholdings during the year to offset any potential increase in tax liability due to the additional 
Medicare tax. The taxpayer can also elect to make estimated tax payments when they realize their 
wage income will surpass the threshold.  This will also help avoid paying underpayment penalties. 

 
The taxpayer will need to file Form 8959, Additional Medicare Tax if either of the following applies: 

• The taxpayer is liable for Additional Medicare Tax. 
• The employee had Additional Medicare Tax withheld from their wages. 

 
IRA Contributions Increased 

There are two basic types of IRA accounts: 
1. Traditional IRA – contributions can be deductible and nondeductible 
2. Roth IRA – contributions are nondeductible 

 
Limits apply to both types of IRA. For tax years 2019 and 2020, the contribution amount is as 
follows: 

• $6,000 for taxpayers under the age of 50 
• $7,000 for taxpayers age 50 and over (a $1,000 catch-up contribution is allowed for 

taxpayers age 50 and older) 
 

IRA Reminders 

IRA Rollover Limits 
In 2014, the Tax Court ruling in the case of Bobrow v. Commissioner changed the manner in which 
rollovers can be made beginning with tax year 2015. A taxpayer will be allowed to make only one 
rollover from one IRA account to another (or the same) during any 12-month period. This rule 
applies regardless of the number of IRA accounts the taxpayer owns and includes: 

• Traditional accounts 
• Roth accounts 
• SIMPLE accounts 
• SEP accounts 

 
All IRA accounts will be treated as one IRA for purposes of the rollover limit. This rule does not 
apply to trustee-to-trustee transfers because this type of transfer isn’t classified as a rollover. 
Transfers from a traditional IRA to a Roth IRA are not affected by this rule since taxes are usually 
paid on the transfer. 

 
Tax Consequences of More Than One Rollover Per 12-Month Period 
If a taxpayer receives a distribution from an IRA and the distribution was previously untaxed, they 
must include the distribution in gross income if they made an IRA-to-IRA rollover within the previous 
12-month period. In addition, the taxpayer may also be subject to an early withdrawal penalty of 
10% on the amount of distribution included in gross income. 

 
If the taxpayer rolled the distribution over to another (or the same) IRA account, the rollover amount 
may be treated as an excess contribution and, therefore, a penalty of 6% will be applied per year, 
for as long as the rollover distribution remains in the account. 

 
Roth IRA Recharacterization Rule 
Under current law, contributions to an IRA (traditional or Roth) made in the tax year can be 
recharacterized. A trustee-to-trustee transfer to the other IRA type must be completed before 
the due date of the taxpayer’s tax return for that year. The contribution will then be deemed to have 
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Traditional IRA 
contribution in 2017 

Converted to a 
Roth IRA Roth IRA in 2019 

 

Recharacterization is not allowed if the conversion took place on 
or after January 1, 2018. 

been made to the account to which it was transferred. The recharacterized (transferred) 
contribution must include any net income allocable to the contribution. 

 
The TCJA eliminated the provision allowing a taxpayer to reverse the conversion of a Roth IRA by 
recharacterizing it as a traditional IRA. The special rule for recharacterizing a traditional IRA to a 
Roth IRA is still allowed; however, a Roth conversion made after December 31, 2017, is permanent 
and cannot be converted back to a traditional IRA. A Roth conversion made in 2017 could still be 
recharacterized back to a traditional IRA if it was done by October 15, 2018. 

 
 

Traditional IRA 
contribution in 2017 

Converted to a Roth IRA Recharacterized to Recharacterization is allowed if the conversion took place 
before the tax return due date, including extensions. Roth IRA in 2017 a Traditional IRA 

 
 

 
Retirement Plan Contribution Limits 

In 2019, the maximum regular deferral amount a taxpayer may elect to defer into their 401(k) (for- 
profit/private companies), 403(b) (tax-exempt organizations, hospitals, public education), 457 (state 
and local government)), or Thrift Savings Plan (federal government employees) is $19,000. For 
employees age 50 and older, the catch-up provision is still $6,000. The maximum deferral 
contribution for SIMPLE plans is $13,000 ($16,000 for employees age 50 and older), SIMPLE 
plan contribution limits will be $13,000 for 2019. The 2020 maximum regular deferral amount is 
$19,500 with ($6,500 for employees 50 and older). The maximum deferral contribution for SIMPLE 
plans is $13,500 ($16,500 for employees age 50 and older). 

 
 

Plan Type – Contribution Limit – 
Compensation Limit 2019 2020 

401(k), 403(b), 457, Thrift Savings Plan 
elective deferrals $ 19,000 $ 19,500 

Catch-up contribution limit for age 50 and 
over $ 6,000 $ 6,500 
Annual defined contribution limit $ 56,000 $ 57,000 
Annual compensation limit $280,000 $285,000 
SIMPLE elective deferrals $ 13,000 $ 13,500 
Catch-up contribution limit for age 50 and 
over $ 3,000 $ 3,000 

 
SEP contribution limit 

25% of employee’s 
compensation or 

$56,000 

25% of employee’s 
compensation or 

$57,000 
SEP minimum compensation limit $ 600 $ 600 
SEP annual compensation limit $280,000 $285,000 
403(b) elective deferrals $ 19,000 $ 19,500 

 
 

The tax year 2019 deduction for contributions to an IRA for individuals who are not covered by 
another retirement plan is increased to $6,000 (up from $5,500 in 2018). Persons age 50 and over 
are allowed up to a $7,000 deduction (up from $6,500 in 2018). Married Filing Jointly taxpayers 
are each allowed the $6,000 regular contribution deduction ($7,000 each for persons age 50 and 
over). For tax year 2020, the amounts are the same as they are for tax year 2019. 
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Effect of Modified AGI on Deduction if Covered by Retirement Plan at Work – 2019 43 
 

If Taxpayer’s 
Filing Status Is … 

AND their modified adjusted 
gross income (MAGI) is … Then they can take ... 

 
Single or 
Head of Household 

$64,000 or less a full deduction. 
more than $64,000 
but less than $74,000 a partial deduction. 

$74,000 or more no deduction. 
 
Married Filing Jointly or 
Qualifying Widow(er) 

$103,000 or less a full deduction. 
more than $103,000 
but less than $123,000 a partial deduction. 

$123,000 or more no deduction. 

Married Filing Separately 
less than $10,000 a partial deduction. 
$10,000 or more no deduction. 

If taxpayer files separately and did not live with their spouse at any time during the year, their IRA deduction is determined under the "Single" filing 
status. 

 

Effect of Modified AGI on Deduction if NOT Covered by Retirement Plan at Work – 2019 44 

If Taxpayer’s 
Filing Status Is … 

AND their modified adjusted 
gross income (MAGI) is … Then they can take ... 

Single, 
Head of Household, 
or Qualifying Widow(er) 

 
any amount 

 
a full deduction. 

Married Filing Jointly or Separately with a 
spouse who is not covered by a plan at work any amount a full deduction. 

 
Married Filing Jointly with a spouse who is 
covered by a plan at work 

$193,000 or less a full deduction. 
more than $193,000 
but less than $203,000 a partial deduction. 

$203,000 or more no deduction. 
Married Filing Separately with a spouse who is 
covered by a plan at work 

less than $10,000 a partial deduction. 
$10,000 or more no deduction. 

If Taxpayer files separately and did not live with their spouse at any time during the year, their IRA deduction is determined under the "Single" filing 
status. 

 

Effect of Modified AGI on Deduction if Covered by Retirement Plan at Work – 2020 45 
 

If Taxpayer’s 
Filing Status Is … 

AND their modified adjusted 
gross income (MAGI) is … Then they can take ... 

 
Single or 
Head of Household 

$65,000 or less a full deduction. 
more than $65,000 
but less than $75,000 a partial deduction. 

$75,000 or more no deduction. 
 
Married Filing Jointly or 
Qualifying Widow(er) 

$104,000 or less a full deduction. 
more than $104,000 
but less than $124,000 a partial deduction. 

$124,000 or more no deduction. 

Married Filing Separately 
less than $10,000 a partial deduction. 
$10,000 or more no deduction. 

If taxpayer files separately and did not live with their spouse at any time during the year, their IRA deduction is determined under the "Single" filing 
status. 

 
 
 
 

43 https://www.irs.gov/retirement-plans/2019-ira-deduction-limits-effect-of-modified-agi-on-deduction-if-you-are-covered- 
by-a-retirement-plan-at-work 

44 https://www.irs.gov/retirement-plans/2019-ira-deduction-limits-effect-of-modified-agi-on-deduction-if-you-are-not- 
covered-by-a-retirement-plan-at-work 

45 https://www.irs.gov/retirement-plans/ira-deduction-limits 

http://www.irs.gov/retirement-plans/2019-ira-deduction-limits-effect-of-modified-agi-on-deduction-if-you-are-covered-
http://www.irs.gov/retirement-plans/2019-ira-deduction-limits-effect-of-modified-agi-on-deduction-if-you-are-covered-
http://www.irs.gov/retirement-plans/2019-ira-deduction-limits-effect-of-modified-agi-on-deduction-if-you-are-covered-
http://www.irs.gov/retirement-plans/2019-ira-deduction-limits-effect-of-modified-agi-on-deduction-if-you-are-not-
http://www.irs.gov/retirement-plans/2019-ira-deduction-limits-effect-of-modified-agi-on-deduction-if-you-are-not-
http://www.irs.gov/retirement-plans/2019-ira-deduction-limits-effect-of-modified-agi-on-deduction-if-you-are-not-
http://www.irs.gov/retirement-plans/ira-deduction-limits
http://www.irs.gov/retirement-plans/ira-deduction-limits
http://www.irs.gov/retirement-plans/ira-deduction-limits
http://www.irs.gov/retirement-plans/ira-deduction-limits
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Effect of Modified AGI on Deduction if NOT Covered by Retirement Plan at Work – 2020 46 
 

If Taxpayer’s 
Filing Status Is … 

AND their modified adjusted 
gross income (MAGI) is … Then they can take ... 

Single, 
Head of Household, 
or Qualifying Widow(er) 

 
any amount 

 
a full deduction. 

Married Filing Jointly or Separately with a 
spouse who is not covered by a plan at work any amount a full deduction. 

 
Married Filing Jointly with a spouse who is 
covered by a plan at work 

$196,000 or less a full deduction. 
more than $196,000 
but less than $206,000 a partial deduction. 

$206,000 or more no deduction. 
Married Filing Separately with a spouse who is 
covered by a plan at work 

less than $10,000 a partial deduction. 
$10,000 or more no deduction. 

If Taxpayer files separately and did not live with their spouse at any time during the year, their IRA deduction is determined under the "Single" filing 
status. 

 

Roth IRA 

Roth IRA contribution limits for 2019 are reduced (phased out) based on the following MAGI levels: 
 
 

 
Filing Status 

Phase-out 
Begins 

(Modified AGI) 

Phased Out 
Completely 

(Modified AGI) 
Married Filing Jointly or Qualifying Widow(er) $193,000 $203,000 
Single, Head of Household, Married Filing Separately 
and did not live with spouse at any time during 2019 $122,000 $137,000 

Married Filing Separately and lived with spouse at any 
time during 2019 0 $10,000 

 
 

The following Roth IRA limits and phaseouts are based on the following 2020 MAGI levels: 
 
 

 
Filing Status 

Phase-out 
Begins 

(Modified AGI) 

Phased Out 
Completely 

(Modified AGI) 
Married Filing Jointly or Qualifying Widow(er) $196,000 $206,000 
Single, Head of Household, Married Filing Separately 
and did not live with spouse at any time during 2019 $124,000 $139,000 

Married Filing Separately and lived with spouse at any 
time during 2019 0 $10,000 

 
 

As indicated in the charts and text above, tax year 2019 saw an increase in allowable IRA 
contributions and elective deferrals to 401(k) plans. The IRA deduction phase-out range increased 
to $193,000 to $203,000 for an IRA contributor not covered by a workplace retirement plan and is 
married to a taxpayer who is covered. This phase-out limit is the same for a Roth IRA. For Single 
and Head of Household taxpayers, the phase-out range for a Roth IRA is $122,000 to $137,000. 
The 2020 phase-out range for a taxpayer who is married to a covered taxpayer is $196,000 to 
$206,000.  For Single and Head of Household taxpayers, the phase-out range is $124,000 to 
$139,000. 

 

46 https://www.irs.gov/retirement-plans/ira-deduction-limits 

http://www.irs.gov/retirement-plans/ira-deduction-limits
http://www.irs.gov/retirement-plans/ira-deduction-limits
http://www.irs.gov/retirement-plans/ira-deduction-limits
http://www.irs.gov/retirement-plans/ira-deduction-limits
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Retirement Savings Contribution Credit (Saver’s Credit) 

Adjusted gross income (AGI) limits have increased for taxpayers who are qualified to claim the 
Retirement Savings Contribution Credit. A taxpayer’s AGI must be less than $32,000 if Single, 
Married Filing Separately, or Qualifying Widow(er); $64,000 if Married Filing Jointly; and $48,000 if 
Head of Household. 

 
The credit amount is 50%, 20%, or 10% of an eligible individual’s retirement plan or IRA 
contributions up to $2,000 ($4,000 if filing jointly). The percentage of the contribution that can be 
claimed as a credit depends on the taxpayer’s AGI. The credit can offset both regular tax and AMT. 

 
Taxpayers who contribute to the following types of retirement plans are eligible for the retirement 
savings credit: 

• Traditional IRA 
• Roth IRA 
• SIMPLE IRA 
• SEP 
• SARSEP 
• 401(k), 403(b), 457(b) 
• ABLE Account 

 
 

Retirement Saver’s Credit Phase-out (2019) 

Credit Rate Adjusted Gross Income * 
MFJ HOH Single, MFS, QW 

50% $0 – 38,500 $0 – 28,875 $0 – 19,250 
20% 38,501 – 41,500 28,876 – 31,125 19,251 – 20,750 
10% 41,501 – 64,000 31,126 – 48,000 20,751 – 32,000 
0% Over 64,000 Over 48,000 Over 32,000 

* AGI must be increased by any exclusion or deduction for foreign earned income, foreign housing 
cost, income for residents of America Samoa, and income from Puerto Rico. 

 
 

Retirement Saver’s Credit Phase-out (2020) 

Credit Rate Adjusted Gross Income * 
MFJ HOH Single, MFS, QW 

50% $0 – 39,000 $0 – 29,250 $0 – 19,500 
20% 39,001 – 42,500 29,251 – 31,875 19,501 – 21,250 
10% 42,501 – 65,000 31,876 – 48,750 21,251 – 32,500 
0% Over 65,000 Over 48,750 Over 32,500 

* AGI must be increased by any exclusion or deduction for foreign earned income, foreign housing 
cost, income for residents of America Samoa, and income from Puerto Rico. 

Reminder: Because Roth IRA contributions are made with after-tax dollars, qualified Roth 
distributions are tax-free and exempt from federal (and generally state) tax withholding. 
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Student Note: Certain aircraft and property with a long production period will continue to 
be eligible for the 100% bonus depreciation for tax years before 2024. The 100% allowance 
will begin to reduce by 20% per calendar year for property placed in service after 2023. 

 
 

Temporary 100% Expensing for Certain Business Assets 

The 50% bonus depreciation was reinstated for tax year 2015 and extended, by the PATH Act, 
through December 31, 2017. The bonus depreciation deduction was slated to decrease to 40% in 
2018 and 30% in 2019. Bonus depreciation was not going to be available after December 31, 
2019. As a result of the Tax Cuts and Jobs Act, many changes were made to the table below. 
These changes are effective for qualified property acquired and placed in service after September 
27, 2017, and before January 1, 2023. The 100% allowance will begin to reduce by 20% per 
calendar year for property placed in service and specified plants grafted or planted in tax years 
beginning after 2022. 

 
 

 
 

Tax Year The Path Act Depreciation % Tax Cuts & Jobs Act Depreciation % 
2017 50% 100% 
2018 40% 100% 
2019 30% 100% 

2020 – 2022 0% 100% 
 
 

Used Qualified Property 
Another change made to bonus depreciation is the ability to depreciate used property if the taxpayer 
did not use the property previously or acquire it from a related party. The definition of property 
eligible for 100% bonus depreciation was expanded to include used qualified property acquired and 
placed in service after September 27, 2017, if all the following factors apply: 

• The taxpayer or his predecessor didn’t use the property at any time before acquiring it. 
• The taxpayer didn’t acquire the property from a related party. 
• The taxpayer didn’t acquire the property from a component member of a controlled group 

of corporations. 
• The taxpayer’s basis of the used property is not figured in whole or in part by reference to 

the adjusted basis of the property in the hands of the seller or transferor. 
• The taxpayer’s basis of the used property is not figured under the provision for deciding 

the basis of property acquired from a decedent. 
• Also, the cost of the used property eligible for bonus depreciation doesn’t include the basis 

of property determined by reference to the basis of other property held at any time by the 
taxpayer (for example, in a like-kind exchange or involuntary conversion). 

 
The new law added qualified film, television and live theatrical productions as types of qualified 
property that may be eligible for 100% bonus depreciation. This provision applies to property 
acquired and placed in service after September 27, 2017. 47 

 
Qualified Film, Television, and Live Theatrical Productions 
The Tax Cuts and Jobs Act created a new category of qualified property that may be eligible for 
100% bonus depreciation, which includes qualified film, television, and live theatrical productions. 
This change allows additional first-year depreciation for qualified film, television and live theatrical 
productions placed in service after September 27, 2017, and before January 1, 2027. The 

 

47 https://www.irs.gov/newsroom/new-rules-and-limitations-for-depreciation-and-expensing-under-the-tax-cuts-and-jobs-act 

Objective #8: Cost Recovery and Other Business Provisions 

http://www.irs.gov/newsroom/new-rules-and-limitations-for-depreciation-and-expensing-under-the-tax-cuts-and-jobs-act
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http://www.irs.gov/newsroom/new-rules-and-limitations-for-depreciation-and-expensing-under-the-tax-cuts-and-jobs-act
http://www.irs.gov/newsroom/new-rules-and-limitations-for-depreciation-and-expensing-under-the-tax-cuts-and-jobs-act
http://www.irs.gov/newsroom/new-rules-and-limitations-for-depreciation-and-expensing-under-the-tax-cuts-and-jobs-act
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deduction must have been otherwise allowable under IRC §181 without consideration to the dollar 
limit or termination of such section. 

 
Productions are placed in service at the time of initial: 

• Broadcast 
• Release 
• Live staged performance 

 
Property Not Eligible for Bonus Depreciation 
For taxable years beginning after 2017, qualified property does not include any which is primarily 
used in the trade or business of the sale or furnishing of the following: 

• Electrical energy, water, or sewage disposal services; 
• Gas or steam through a local distribution system; or 
• Transportation of gas or steam by pipeline; IF 

 The rates for the sale or furnishing were established or approved by: 
o A state or political subdivision thereof; 
o Any agency or instrumentality of the U.S.; 
o A public service or public utility commission or other similar body of any 

state or political subdivision thereof; or 
o The governing or rate-making body of an electric cooperative. 

Bonus depreciation does not automatically conform to state returns, so it is important to check the 
states for conformity. It is common to have a different amount for federal and state depreciation. 

 
Luxury Automobile Limits Increased 

Under §280F(a), limitations are placed on the amount of allowable depreciation taken on 
“passenger automobiles” placed in service and used for business purposes. The limitations for tax 
year 2018 and 2019 are shown below. If the business usage is less than 100%, the business use 
percentage will be applied to the vehicle in question. 

 
 

Depreciation limits for: 1st year 2nd year 3rd year Subsequent 
years 

Passenger automobiles – 2018 
(other than trucks/vans) 
Not using bonus depreciation 

 
$10,000 

 
$16,000 

 
$9,600 

 
$5,760 

Passenger automobiles – 2018 
(other than trucks/vans) 
100% bonus depreciation 

 
$18,000 

 
$16,000 

 
$9,600 

 
$5,760 

 
 

Depreciation limits for: 1st year 2nd year 3rd year Subsequent 
years 

Passenger automobiles – 2019 
(other than trucks/vans) 
Not using bonus depreciation 

 
$10,100 

 
$16,100 

 
$9,700 

 
$5,760 

Passenger automobiles – 2019 
(other than trucks/vans) 
100% bonus depreciation 

 
$18,100 

 
$16,100 

 
$9,700 

 
$5,760 
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§179 Expensing Limit Increased 

The §179 deduction is available for most new and used capital equipment, vehicles, and includes 
certain software used in a trade or business or held for the production of income. The modified 
accelerated cost recovery system (MACRS) is generally used to depreciate tangible property 
unless the taxpayer elects to expense the item under §179. The amount expensed under §179 
cannot exceed the trade or business taxable income for the tax year. §179 amounts exceeding the 
taxable income limit may be carried forward to a succeeding tax year; however, limitations may 
apply. 

 
The maximum deduction limit for tax year 2017 was $510,000, and the limit on capital purchases 
was $2,030,000. The Tax Cuts and Jobs Act increased the maximum deduction limit for 2018 to 
$1,000,000 and the limit on capital purchases to $2,500,000. Limits for years after 2018 are 
adjusted for inflation. The limits for tax years 2019 and 2020 are shown below: 

 
 

§179 Expense Deduction 2019 2020 
Maximum deduction overall: 

• increased by $100,000 for qualified disaster 
assistance property, OR 

• $35,000 for qualified enterprise zone property 
Only one increase would apply. 

 
 

$1,020,000 

 
 

$1,040,000 

Phase-out begins when §179 property exceeds $2,550,000 $2,590,000 
Maximum deduction for an SUV with gross vehicle 
weight rating over 6,000 pounds but not more than 
14,000 pounds 

 
$25,500 

 
$25,900 

 
 

The order for depreciation is: 
1. §179, then 
2. Bonus depreciation, then 
3. Regular depreciation. 

 
The TCJA §179 rules expanded the definition of qualified real property eligible for a §179 deduction 
to include the following: 

• Improvements to nonresidential real property placed in service after the date such property 
was first placed in service 

• Roofs 
• Heating, ventilation, and air conditioning property 
• Fire protection and alarm systems 
• Security systems 

 
The TCJA changes in §179 rules apply to property placed in service in taxable years beginning 
after December 31, 2017. 

 
§179 Deduction Reduced 
The amount of §179 deduction is reduced or eliminated if: 

• The cost of qualifying §179 property placed in service for tax year 2019 exceeds 
$2,550,000 ($2,590,000 in 2020). Taxpayers are required to reduce the dollar limit by the 
amount of the costs exceeding $2,550,000, but not below $0. Taxpayers are not eligible 
for the §179 deduction once the cost of the property placed in service in tax year 2019 
reaches $3,550,000 ($3,590,000 in 2020). 

• The property placed in service is used for personal use and business use. Only the 
business use portion of the cost of the property would be eligible for the §179 deduction. 
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To be eligible for the §179 deduction, the property must be used more than 50% in the year 
placed in service. 

• Business use of a property falls below 50% in future years. In this case, the taxpayer must 
recapture the applicable portion of the previously deducted §179 deduction. 

• The taxpayer is married filing a joint or separate return. 
 

Married Filing Separately taxpayers combine purchases as if they were one taxpayer to calculate 
the dollar limit, including the reduction for purchases over $2,550,000 ($2,590,000 in 2020). The 
resulting dollar limit is then allocated between each spouse equally, unless a different allocation is 
elected (i.e., 60/40). 

 
Entertainment Expenses 

In years before 2018, meals and entertainment expenses were allowed as a business deduction 
for employees and business owners up to 50% of the full cost. Allowable meals and entertainment 
deductions were required to meet stringent rules to be deductible. The meals and entertainment 
expenses deducted were expected to be used exclusively for business purposes. Significant 
substantiation and recordkeeping were required by the IRS to deduct these expenses. 

 
The TCJA eliminated the deduction for expenses related to entertainment, amusement, or 
recreation, such as golf outings. Deductions for membership dues related to clubs organized for 
business, pleasure, recreation, or other social purposes, or a facility used in conjunction with these 
items like a country club are not deductible. 

 
Previously, these items were deductible as unreimbursed business expenses on Form 2106 as an 
employee business expense reported on Schedule A. Effective in tax year 2018, they are no longer 
allowed on the Schedule A or Schedule C. 

 
Business taxpayers may continue to deduct 50% of the cost for business meals if the taxpayer or 
their employee is present during the meal, and business is discussed. Food or beverages must 
not be considered lavish or extravagant. Meals may include a current or potential business client, 
consultant, or similar business contact. 

 
Although meals continue to be 50% deductible, the TCJA does not address the deductibility of meal 
expenses. The IRS issued Notice 2018-76, which provides transitional guidance for the meal 
deduction under §274 of the IRC. As stated by the IRS, taxpayers may rely on the guidance in 
Notice 2018-76 to assist with the preparation of tax year 2018 tax returns, until the final regulations 
are released. 

 
On October 3, 2018, the IRS published IR-2018-195, which contained guidance on taking the cost 
of meals and entertainment as a business expense deduction under the TCJA. This guidance 
reiterated that expenses related to entertainment, amusement, or recreation are not deductible, but 
that 50% of the cost of business meals may be deducted under the rules indicated in Notice 2018- 
76 (see below). On February 24, 2020, the IRS published proposed regulations that indicate when 
business meals are deductible and define entertainment. These proposed regulations generally 
follow the guidance in Notice 2018-76. There will be a hearing on these proposed regulations on 
April 7, 2020. 

 
As stated in Notice 2018-76, business taxpayers may deduct 50% of a business meal expense, 
assuming all other conditions are met, if: 

• The expense is an ordinary and necessary expense incurred during the tax year for the 
purpose of conducting a trade or business. 

• The expense cannot be lavish or extravagant under the circumstances. 
• The taxpayer or their employee must be present at the furnishing of the food or beverages. 
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Example: Abby invites Brian, a business contact, to a sporting event. Abby purchased 
tickets for Abby and Brian to attend the event. While at the game, Abby buys hot dogs and 
drinks for Abby and Brian. 

 
The sporting event is entertainment as defined in §1.274-2(b)(1)(i) and, thus, the cost of the 
event tickets is an entertainment expense and is not deductible to Abby. The cost of the hot 
dogs and drinks, which are purchased separately from the event tickets, is not an 
entertainment expense and is not subject to the §274(a)(1) disallowance. Therefore, Abby 
may deduct 50% of the expenses associated with the hot dogs and drinks purchased. 

• The food or beverages provided during or at an entertainment event are purchased 
separately from the entertainment, or the cost of the food and beverages is stated 
separately from the cost of the entertainment on separate receipts, invoices, or bills. Note: 
the entertainment disallowance cannot be circumvented by inflating the cost for food and 
beverages. 

 
 

 
The 50% limit on the deductibility of meals provided to employees for the convenience of the 
employer has been expanded to include in-house cafeterias that meet the de minimis fringe benefit 
for the convenience of the employer. 

 
It is still unclear if business meals will be disallowed completely or if the deduction will continue at 
50%. This question will not be answered until final regulations are released. 

 
 

Expense Deduction Allowed 
Entertainment 0% 
Business meals with employees, clients, consultants, directors, 
stockholders, etc. 50% 

Employee meals while traveling 50% 
Employee meals provided for the convenience of the employer 50% 
Company-sponsored holiday parties or celebratory meals 100% 

 
 

Other Business Provisions 

Business Mileage 
As indicated in a prior section, the IRS normally updates the mileage rates once a year in the fall 
for the next calendar year. The standard mileage rate for tax year 2019 increased from 54.5 cents 
in 2018 to is 58 cents per mile for business usage. The business standard mileage rate includes 
an amount treated as depreciation for the vehicle. The 2020 standard business mileage rate is 
57.5 cents per mile. 

 
Taxpayers who use their vehicles in the everyday operation of their business would report their 
mileage deduction on their business return, such as Schedule C, Form 1065, Form 1120S, or Form 
1120. 

 
There are circumstances in which the taxpayer may not use the standard mileage rate. If the 
taxpayer has ever taken a Section 179 expense deduction for the vehicle, taken the special 
depreciation allowance, or depreciated the vehicle using a method other than straight-line 
depreciation, they are not allowed to use the standard mileage rate. If the taxpayer is a rural mail 
carrier and they received a qualified reimbursement for their expenses, they are not eligible to use 
the standard mileage rate deduction. A taxpayer who uses five or more vehicles in their business, 
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Objective #9: Federal Tax Extenders 

at the same time, is not eligible for the standard mileage rate deduction. An example of this would 
be a taxi driver or a delivery service. If the taxpayer used a leased vehicle in their business and 
claimed actual expenses after 1997, they are unable to use the standard mileage rate deduction. 

 
Parking and tolls are generally deductible to the taxpayer who owns a business as long as the tolls 
do not result from commuting. 

 
Qualified Small Employer Health Reimbursement Arrangement (QSEHRA) 
This is a health benefit that can be offered to employees of small businesses with less than 50 
employees. This plan allows a company to reimburse the employee tax-free for their personal 
health care expenses, including health insurance premiums. This is an employer-funded, tax-free 
monthly allowance. This arrangement was created by the 21st Century Cures Act, which went into 
effect on January 1, 2017. Reimbursements are free of payroll taxes and income tax for employees, 
too, if the employee is covered by a policy providing minimum essential coverage (MEC) as defined 
in the Affordable Care Act (ACA). 

 
For tax year 2019, the maximum amount of payments and reimbursements for the year must be 
no greater than $5,150 ($10,450 for family coverage). This is an increase from $5,050 ($10,250 
for family coverage) for 2018. 

 

 

The following tax breaks were expected to expire on December 31, 2016. The Bipartisan Budget 
Act (Public Law 115-123) was signed by President Trump on February 9, 2018, extending these 
provisions for tax year 2017. The TCJA did not renew these provisions; therefore, they expired on 
December 31, 2017. Each item was a temporary, targeted tax break that had been reauthorized 
by Congress for one or two years at a time for more than a decade. 

 
On December 20, 2019, the Taxpayer Certainty and Disaster Tax Relief Act of 2019 (DISASTER 
Act) was signed into law and included in the omnibus spending package, called the “Further 
Consolidated Appropriations Act, 2020.” The DISASTER Act extends several provisions of the 
Internal Revenue Code. It is generally effective through December 31, 2020, and is retroactive to 
January 1, 2018. Taxpayers would have to amend their return already filed to take advantage of 
any retroactive 2018 tax break. 

 
Above-The-Line Tuition Deduction 

The tuition and fees deduction allows up to $4,000 for higher education tuition and related expenses 
for the taxpayer, taxpayer’s spouse, or dependent. The taxpayer was not eligible to claim the tuition 
deduction if: 

• He used Married Filing Separately filing status. 
• The taxpayer could be claimed as a dependent on another person’s tax return. 
• The taxpayer was a nonresident alien at any time during the year and did not elect to be 

treated as a resident alien for tax purposes. 
• The taxpayer claimed an education credit for qualified education expenses for the same 

student. 
 

The deduction is capped at $4,000 for taxpayers whose AGI did not exceed $65,000 ($130,000 for 
Married Filing Jointly) or $2,000 for taxpayers whose AGI was more than $65,000 ($130,000 for 
MFJ) but did not exceed $80,000 ($160,000 for Married Filing Jointly). 

 
Although this deduction had expired at the end of 2017, it has been extended and made retroactive 
to January 1, 2018, by the DISASTER Act of 2019. 
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Mortgage Insurance Premiums 

Write-offs for qualified mortgage premiums began in 2007 and were originally deductible only 
through the 2017 tax year. For 2007 through 2017, taxpayers with incomes less than $109,000 
($54,500 if Married Filing Separately) could take the deduction. This deduction had originally 
expired at the end of 2016 but was reinstated in February 2018, retroactive for tax year 2017. 
Although it expired after 2017, it was renewed by the DISASTER Act (December 20, 2019) for 
2020 and made retroactive to 2018 and 2019 using the AGI amounts indicated above. For 2020, 
it would apply to taxpayers whose AGI does not exceed $110,000 ($55,000 for MFS) and only if 
the taxpayer is able to itemize deductions. The debt was to be for a new mortgage to be deductible, 
and the mortgage insurance premiums must be for a principal residence or a second home to be 
deductible as mortgage interest. 

 
Principal Residence Acquisition Debt Forgiveness Exclusion 

Principal residence acquisition debt forgiveness exclusion allowed a taxpayer to exclude a 
discharge of residential mortgage indebtedness from gross income up to $2,000,000 for Married 
Filing Jointly taxpayers. This provision was first enacted in 2007. The exclusion allowed qualified 
canceled mortgage debt for a primary residence to be excluded from gross income. 

 
The DISASTER Act extended this exclusion through December 31, 2020, and made it retroactive 
to January 1, 2018. 

 
Credit for Nonbusiness Energy Property 

Taxpayers could claim a tax credit for 10% of the cost of qualified energy efficiency improvements 
and 100% of residential energy property costs for the taxpayer’s main home. The credit had a 
maximum lifetime limit for all years combined from 2006 to the present of $500. 

 
The main home must have been located in the United States. The credit was only available for 
existing homes; therefore, homes under construction did not qualify. The manufacturer was 
required to provide a written certificate for the taxpayer, stating that the product used met the 
requirements for the tax credit. 

 
Additional limits applied: 

• The maximum tax credit for a furnace circulating fan was $50. 
• The maximum credit for a furnace or boiler was $150. 
• The maximum credit for any other single residential energy property cost was $300. 

 
The DISASTER Act extended this credit through December 31, 2020, and made it retroactive to 
January 1, 2018. 

 
Medical Expense Floor 

Beginning January 1, 2017, the limitation on itemized deductions for medical expenses not covered 
by health insurance went down from 10% (for most individuals) to 7.5% (for all individuals) of the 
taxpayer’s AGI. Before January 1, 2017, only taxpayers age 65 and older and their spouses were 
able to use the 7.5% limitation. For tax years 2017 and 2018, the 7.5% of AGI floor applied to all 
taxpayers. Although the 7.5% AGI floor was supposed to increase to 10% for all taxpayers starting 
in 2019, the DISASTER Act (December 20, 2019) extended the 7.5% AGI floor for all taxpayers to 
2019 and 2020. 
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Good to Know 
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Extension and Phase-Out of Energy Credit 

The following energy credits are extended and will phase out: 
• The residential energy efficient property credit was extended, with reduced-rate 

modifications, for property placed in service through 2021. 
• The credit for wind and solar was extended for facilities on which construction began by 

the end of 2017. The solar credit was extended, with reduced-rate modifications, for 
property placed in service through 2021 for residential and commercial taxpayers. The 
wind credit will phase out by 2020. It was extended through December 31, 2020, by the 
DISASTER Act. 

• The credit for new qualified fuel cell motor vehicles, alternative fuel vehicle refueling 
property, 2-wheeled plug-in electric vehicles was extended for tax years 2018 and 2019. 
It was extended through December 31, 2020, by the DISASTER Act. 

• The credit for energy-efficient new homes was extended through December 31, 2017. This 
credit has now been extended for tax years 2018 – 2020 by the DISASTER Act. 

• The energy-efficient commercial buildings deduction was extended through December 31, 
2017. This credit has now been extended for tax years 2018 – 2020 by the DISASTER 
Act. 

 
Other Items included in the DISASTER Act of 2019. 

The following additional items were included in the DISASTER Act: 
• Employer credit for paid family and medical leave: This applies to wages paid in taxable 

years beginning after December 31, 2019. 
• Work opportunity credit: This applies to individuals who begin work for the employer after 

December 31, 2019. 
• Credit for health insurance costs of eligible individuals: This applies to months beginning 

after December 31, 2019. 
 

 

Business Interest Limitation 

Certain corporations were limited with deductions on interest paid or accrued on indebtedness, 
which had a debt-to-equity ratio that exceeded 1.5 to 1.0 and a net interest expense that exceeded 
50% of adjusted taxable income. The Tax Cuts and Jobs Act limits the interest deduction to 
business interest income plus 30% of the business’s adjusted taxable income (ATI). 

 
 
 
 

48 Form 1040, Schedule A 
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Passports 

Beginning in January 2018, the IRS will certify taxpayers with delinquent tax debt in excess of 
$51,000 to the State Department for revocation or denial of a passport as authorized by IRC §7345. 
The tax debt is limited to liabilities incurred under Title 26 of the United States Code (USC) and 
does not include debts collected by the IRS, such as the FBAR penalty and child support. The 
State Department will allow 90 days to resolve any errors, make full payment of the debt, or enter 
into a satisfactory arrangement with the IRS. 

 
Waiver for Underpayment of Estimated Income Tax 

Notice 2019-11 was issued on January 16, 2019, providing a waiver of the additional tax for the 
underpayment of estimated income tax for taxpayers who would otherwise be required to make 
estimated tax payments on or before January 15, 2019. 

 
The waiver is limited to taxpayers whose total withholding and estimated tax payments equal or 
exceed 85% of their 2018 tax liability. The usual rate is 90% to avoid a penalty. 

 
On March 22, 2019, the IRS issued IR-2019-55, which provided expanded penalty relief for 
taxpayers who underpaid their federal withholding and estimated tax payments. The threshold to 
qualify tor this relief is lowered to 80% (from 85% as indicated in Notice 2019-11 as explained 
above) of the taxpayer’s total tax liability throughout tax year 2018. As a result, if the taxpayer paid 
at least 80% of their total tax liability (through withholdings and quarterly estimated payments), the 
underpayment penalty is waived. Taxpayers who have already filed may claim a refund by 
submitting Form 843, Claim for Refund and Request for Abatement. This form cannot be submitted 
electronically. 

 
National Taxpayer Advocate: “Objectives Report to Congress,” 
-- Fiscal Year 2019 

Each year, the IRS National Taxpayer Advocate (NTA) submits the following two reports to 
Congress: 

1. An Annual Report to Congress that analyzes at least 20 of the most serious problems for 
taxpayers and discusses the year’s ten most litigated tax issues; and 

2. An Objectives Report to Congress describing goals and activities planned by the Office of 
the Taxpayer for the upcoming fiscal year. 

 
This section will consider some of the goals and activities of the NTA for fiscal 2019, as presented 
in the objectives report for fiscal year 2019. The following will be the NTA’s selected areas of focus 
for 2019: 

• Additional guidance and service are needed by taxpayers to understand the Tax Cuts and 
Jobs Act (TCJA). This was a major effort of IRS in fiscal years 2018 and 2019. 

• The IRS’s failure to effectively address taxpayer problems by providing appropriate 
channels for assistance. The IRS must provide a channel of communication for taxpayers 
that will allow easy access to satisfactorily address their problems. This would help with 
voluntary compliance. 

• Tax refund fraud is still a significant concern. The IRS is attempting to implement fraud 
detection and identity theft filters that do not place too much burden on legitimate 
taxpayers. 

• The IRS must address its Private Debt Collection Program. It has not generated net 
revenues and is a burden to taxpayers who are experiencing economic hardship. 
Installment agreements have produced high default rates. 
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Reading References: 
• Publication 535 – Business Expenses 
• Research performed on the IRS website. Students should review the IRS website to learn 

more about Tax Law Updates, Tax Cuts and Jobs Act (TCJA), tax reform, and news 
releases. The chapter text provides applicable resources and links throughout the content. 

• https://www.irs.gov/newsroom/tax-reform (Tax Reform) 

• The certification program related to denial or revocation of passports (discussed in an 
earlier paragraph) impairs taxpayer rights. Taxpayers must be made aware of emergency 
and humanitarian exceptions to revoking, denying, or limiting the taxpayer’s passport. 

 
National Taxpayer Advocate: “Final Report to Congress” 

The National Taxpayer Advocate Nina Olson released her 37th annual final report to Congress in 
June 2019 in advance of her retirement on July 31. The National Taxpayer Advocate uses this 
report to recommend solutions to Congress and upper management levels of the IRS. Some of 
the most serious problems outlined in this report are the following: 

 
• Taxpayer service levels are currently very poor, and the IRS does not appear to have a 

taxpayer centric strategy or a budget commitment to improve them. 
• Research shows that forcing customers into self-service applications for anxiety-inducing 

transactions erodes trust and increases customer dissatisfaction. 
• To increase taxpayer trust and improve compliance, taxpayer service should be designed 

around a “Taxpayer Anxiety Index.” 
• If you don’t have taxpayer trust, you have to control (i.e., more audits, more enforced 

collection). 
• Appropriate use of an “Economic Hardship Indicator” would reduce anxiety, minimize 

taxpayer harm, reduce rework, and get to the right answer. 
• There is no more important entity for achieving trust in the tax system than the Taxpayer 

Advocate Service. 49 
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