
Dear Client: Washington, Jan. 10, 2020

The new year brings many tax changes.
The year-end government funding deal that was signed
by President Trump includes lots of tax provisions.
Other changes reflect prior-year inflation or new rules.

This Letter will focus on what’s new for 2020.

Expired or expiring tax breaks were revived…
Most through 2020. They include deductions

for mortgage insurance premiums and college tuition,
the $2-million exclusion for forgiven debt on a home,
the new markets and work opportunity tax credits,
and a slew of other business and energy tax incentives.

The SECURE Act, a law to bolster retirement savings, was enacted.
The law contains many provisions, and we’ll touch on a few key ones here:

The beginning age for taking required minimum distributions rises to 72
from 70½. This easing applies to account owners who turn 70½ after 2019.
So if you turned 70½ in 2019, you must still take your first RMD by April 1, 2020.
Employees who work past age 72 can delay taking RMDs from the 401(k) plan
of their current employer until after they retire (although this easing doesn’t apply
to individuals who own more than 5% of the company that employs them).

Owners of traditional IRAs can now make contributions past the age of 70½.
Repeal of the 70½ maximum age applies to contributions made for 2020 or later. 

Folks having a baby or adopting can take payouts from IRAs and 401(k)s
of up to $5,000, without having to pay the 10% fine for pre-age-59½ withdrawals.

There’s a tightening on inherited IRAs and workplace retirement accounts:
Many need to be cleaned out within 10 years of the death of the IRA owner

or 401(k) participant. Exceptions allow payouts over the beneficiary’s life expectancy
for surviving spouses, the disabled or chronically ill, minor children until they reach 18
and beneficiaries who are not more than 10 years younger than the account owner.

Inherited accounts of individuals who died before 2020 aren’t affected.

Many key dollar limits on retirement plans and IRAs are higher in 2020…
Thanks to prior-year inflation. The maximum 401(k) contribution is $19,500.

Those born before 1971 can put in $6,500 more. The caps apply to 403(b) and 457 plans
as well. The cap on SIMPLEs is $13,500 plus $3,000 extra for people age 50 and up.

The 2020 payin cap for traditional IRAs and Roth IRAs stays steady at $6,000,
plus $1,000 as an additional catch-up contribution for individuals age 50 and up.

But the income ceilings on Roth IRA payins went up. Contributions phase out
at AGIs of $196,000 to $206,000 for couples and $124,000 to $139,000 for individuals.

Also, deduction phaseouts for traditional IRAs start at higher levels in 2020,
from AGIs of $104,000 to $124,000 for couples and $65,000 to $75,000 for single filers.
If only one spouse is covered by a plan, the phaseout zone for deducting a contribution
for the uncovered spouse starts at $196,000 of AGI and ends at $206,000.
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 The income tax brackets for 2020 are only slightly wider than for last year
 because of inflation during the 12-month period…from Sept. 2018
through Aug. 2019…used to figure the adjustments. Tax rates do not change.

 Standard deductions for 2020 rise a bit. Married couples get $24,800
 plus $1,300 for each spouse age 65 or older. Singles claim $12,400…$14,050
if 65 or up. Household heads get $18,650 plus $1,650 once they reach age 65.
Blind people receive $1,300 more ($1,650 if unmarried and not a surviving spouse).

 Tax rates on long-term capital gains and qualified dividends do not change.
 But the income thresholds to qualify for the various rates go up for 2020.
The 0% rate applies for individual taxpayers with taxable income up to $40,000
on single returns, $53,600 for head-of-household filers and $80,000 for joint returns.
The 20% rate starts at $441,451 for singles, $469,051 for heads of household
and $496,601 for couples filing jointly. The 15% rate is for filers with taxable incomes
between the 0% and 20% break points. The 3.8% surtax on net investment income
kicks in for single people with modified AGI over $200,000…$250,000 for marrieds.

 AMT exemptions tick upward for 2020. They increase to $113,400 for couples
 and $72,900 for single filers and heads of household. The phaseout zones
for the exemptions start at higher income levels as well…$1,036,800 for couples
and $518,400 for singles and household heads. Additionally, the 28% AMT tax rate
kicks in a bit higher in 2020…above $197,900 of alternative minimum taxable income.

 The adoption credit can be taken on up to $14,300 of qualified expenses.
 The full credit is available for a special-needs adoption, even if it costs less.
The credit phases out for filers with modified AGIs over $214,520 and ends at $254,520.
 The exclusion for company-paid adoption aid also increases, to $14,300.
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Marrieds: If taxable income is The tax is
Not more than $19,750 10% of taxable income
Over $19,750 but not more than $80,250 $1,975.00 + 12% of excess over $19,750
Over $80,250 but not more than $171,050 $9,235.00 + 22% of excess over $80,250
Over $171,050 but not more than $326,600 $29,211.00 + 24% of excess over $171,050
Over $326,600 but not more than $414,700 $66,543.00 + 32% of excess over $326,600
Over $414,700 but not more than $622,050 $94,735.00 + 35% of excess over $414,700
Over $622,050 $167,307.50 + 37% of excess over $622,050

Singles: If taxable income is The tax is
Not more than $9,875 10% of taxable income
Over $9,875 but not more than $40,125 $987.50 + 12% of excess over $9,875
Over $40,125 but not more than $85,525 $4,617.50 + 22% of excess over $40,125
Over $85,525 but not more than $163,300 $14,605.50 + 24% of excess over $85,525
Over $163,300 but not more than $207,350 $33,271.50 + 32% of excess over $163,300
Over $207,350 but not more than $518,400 $47,367.50 + 35% of excess over $207,350
Over $518,400 $156,235.00 + 37% of excess over $518,400

Household Heads: If taxable income is The tax is
Not more than $14,100 10% of taxable income
Over $14,100 but not more than $53,700 $1,410.00 +12% of excess over $14,100
Over $53,700 but not more than $85,500 $6,162.00 + 22% of excess over $53,700
Over $85,500 but not more than $163,300 $13,158.00 + 24% of excess over $85,500
Over $163,300 but not more than $207,350 $31,830.00 + 32% of excess over $163,300
Over $207,350 but not more than $518,400 $45,926.00 + 35% of excess over $207,350
Over $518,400 $154,793.50 + 37% of excess over $518,400



 The lifetime estate and gift tax exemption for 2020 jumps to $11,580,000…
 $23,160,000 for couples if portability is elected by timely filing Form 706
after the death of the first-to-die spouse. The estate tax rate remains steady at 40%.
 The gift tax exclusion remains $15,000 per donee. You can give up to $15,000
($30,000 if your spouse agrees) to each child, grandchild or any other person in 2020
without having to file a gift tax return or tap your lifetime estate and gift tax exemption.

 The tax reform law’s revamp of the kiddie tax has been repealed.
 Prior to 2018, children age 18 or younger (under 24 if a student) were taxed
on unearned income in excess of a certain amount at their rate or their parents’ rate,
whichever was higher. The tax reform law changed the rules to tax unearned income
at the ordinary income rates and capital gains rates that apply for trusts. This resulted
in higher tax for many filers, including military families with survivor benefits.
So Congress repealed the kiddie tax change, and the pre-2018 rules again apply.
Note that filers can elect to apply the pre-2018 rules to 2018 and 2019 returns also.

 The 2020 income caps are higher for tax-free EE bonds used for education.
 The exclusion starts phasing out above $123,550 of modified AGI for couples
and $82,350 for others. It ends at modified AGI of $153,550 and $97,350, respectively.
The savings bonds must be redeemed to help pay for tuition and fees for college,
graduate school or vocational school for the taxpayer, spouse or dependent.
 The lifetime learning credit phases out at higher modified AGI amounts
for couples…$118,000 to $138,000. The AGI range for singles is $59,000 to $69,000.

 There are two expansions to 529 college savings plans. Funds can be used
to pay for fees, books, supplies and equipment for certain apprenticeship programs.
And up to $10,000 in total (not annually) can be withdrawn to pay off student loans.

 U.S. taxpayers working abroad have a larger income exclusion…$107,600.
 Taxpayers claim the foreign earned income exclusion on Form 2555.
IRS scrapped the simplified 2555-EZ, beginning with 2019 returns filed this year.
 The cap on employer-provided tax-free parking goes up to $270 a month.
The exclusion for mass transit passes and commuter vans matches that amount.
 Employees covered by health flexible savings plans can defer up to $2,750.

 The residential solar credit falls to 26% for 2020…down from 30% in 2019.
 It drops again to 22% next year and ends after 2021. Ditto for the breaks
for geothermal heat pumps, residential wind turbines and fuel cell property.

 The Social Security annual wage base is $137,700 for 2020, a $4,800 hike.
 The Social Security tax rate on employers and employees stays pat at 6.2%.
Both will continue to pay the 1.45% Medicare tax on all compensation, with no cap.
Individuals also pay the 0.9% Medicare surtax on wages and self-employment income
over $200,000 for singles and $250,000 for couples. The surtax doesn’t hit employers.
 The nanny tax threshold goes up to $2,200, a $100 increase from 2019.

 There’s a revamped Form W-4. Since personal exemptions are zero until 2026,
workers no longer claim withholding allowances on the W-4. Instead, IRS revised it
to focus on items such as filing status, number of dependents, filers with multiple jobs,
and estimated tax breaks and other income you plan to report on your 1040.
 IRS doesn’t require that all employees submit new W-4 forms for 2020
to their employers. It follows the rule that only employees hired after 2019 and workers
who want to adjust their post-2019 income tax withholding must fill out the new form.
However, it’s a good idea for all workers to review their tax situations and figure out
whether submitting a new W-4 to hike or decrease withholding makes sense for them.
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 A key dollar threshold on the 20% deduction for pass-through income rises.
 Self-employeds and owners of LLCs, S corporations and other pass-throughs
can deduct 20% of their qualified business income, subject to limitations for individuals
with taxable incomes in excess of $326,600 for joint filers and $163,300 for others.
 Filers taking the 20% QBI deduction have a new form to attach to their 1040.
Form 8995 is the simple version. The 8995-A is for filers subject to more complex rules.

 $1,040,000 of assets can be expensed in 2020, and this amount phases out
dollar for dollar once more than $2,590,000 of assets are put into service during 2020.
 More companies can use the cash method of accounting. For taxable years
beginning in 2020, C corporations with average annual gross receipts of $26 million
or less over the previous three years can use the cash method. This threshold
also applies to partnerships and LLCs that have C corporations as owners.

 The 2020 standard mileage rate for business driving falls to 57.5¢ a mile.
The mileage allowance for medical travel and military moves declines to 17¢ a mile
in 2020. But the charitable driving rate stays put at 14¢ a mile. It’s fixed by law.

 Two Obamacare excise taxes are gone for good: The 2.3% medical device tax
 and the 40% tax on employer-sponsored “Cadillac” health insurance plans.

 The threshold for deducting medical expenses on Schedule A is 7.5% of AGI.
The adjusted-gross-income threshold was slated to jump from 7.5% to 10% after 2018,
but the year-end government funding law revived the 7.5% figure for 2019 and 2020.

 The limits on deducting long-term-care premiums are higher in 2020.
Taxpayers who are age 71 or older can write off as much as $5,430 per person.
Filers age 61 to 70…$4,350. Those who are 51 to 60 can deduct up to $1,630.
Individuals who are 41 to 50 can take $810. And people age 40 and younger…$430.
For most, long-term-care premiums are medical expenses deductible only by itemizers
on Schedule A. Self-employed people can deduct them on Schedule 1 of the 1040.

 The annual cap on deductible contributions to HSAs rises in 2020 to $3,550
for self-only coverage and $7,100 for family coverage. People born before 1966
can put in $1,000 more. Qualifying insurance policies must limit out-of-pocket costs
to $13,800 for family health plans and $6,900 for people with individual coverage.
Minimum policy deductibles increase to $2,800 for families and $1,400 for individuals.

 Taxpayers affected by natural disasters mainly in 2018 and 2019 get relief,
 akin to the 2017 easings given to victims of hurricanes Harvey, Irma
and Maria. We will delve into the specifics of these changes in our next Letter.

 The fine for filing late returns is higher for returns with post-2019 due dates.
 The minimum penalty for returns filed 60 or more days after the due date
is the lesser of $435 (up from $215) or 100% of the required tax shown on the return.

 As always, we’ll report on tax changes from IRS, Congress and the courts…
and how you’ll be affected. And in an election year, we’ll delve further into the tax plans
of the leading candidates for president. 2020 promises to be a very interesting year.

  Yours very truly,

Jan. 10, 2020  THE KIPLINGER WASHINGTON EDITORS
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