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A quixotic tax quest

The Tax Cuts and Jobs Act of 2017 gave some relief to
individuals and businesses. But it also socked individuals in
high-tax states like New Jersey with an unwelcome
whopper: a $10,000 cap on the amount of state and local
taxes that taxpayers can deduct on their federal returns.
For some residents, the local property tax alone gobbles up
the limit.

Since then, New Jersey and some other states, including
New York, have tried a variety of workarounds, including a
lawsuit seeking to overturn the cap. But at the end of
September, a federal judge ruled against the state.

New Jersey also tried an end-run by enacting a law that lets
local governments create charitable funds offering a 90
percent property tax credit to donating homeowners. The
thinking was that the new federal tax law didn’t cap
deductions for charitable contributions, so reclassifyng
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It’s a safe bet that few people look forward to �lling out their individual or business
tax returns — except, maybe, CPAs and other tax prep professionals who get paid
to perform the chores. So many people breathed a sigh of relief thinking that there
wouldn’t be any major changes in their 2019 return, since the last big shakeup was
the Tax Cuts and Jobs Act of 2017. Surprise, surprise. It turns out that some of the
TCJA provisions didn’t kick in until now — and in some cases, even at this late date,
�nal guidelines haven’t been issued.

One of the changes will probably bring a smile to some individuals, particularly
millennials and others who were bummed out by a 2010 Affordable Care Act
requirement to purchase health insurance. Formally known as the individual
Shared Responsibility Payment but usually referred to as the individual mandate
penalty, it generally penalized people who didn’t buy health insurance. There were
exceptions, but adults who were snared by it could have been subject to a
maximum penalty — which was due with their federal return — of either 2.5 percent

of their annual income, or $695 per person, whichever was higher.

That’s been eliminated for 2019 federal �lings, said John Blake, a partner at Klatzkin and chair of the tax committee at the accounting, audit, tax
and consulting �rm. Still, some states — including New Jersey — impose their own the mandate, along with a noncompliance penalty of up to 2.5
percent of a household’s income, or a $2,085 per-person, whichever is higher.

The tax treatment of alimony payments has also been changed for 2019, Blake said. It’s better for the recipient, but not so good for payer.
Generally, a person who’s receiving alimony and separate maintenance payments generally no longer has to include them in their gross income.

But the person making the payments can’t deduct alimony or separate maintenance payments made under a divorce or separation agreement
that was executed after 2018. They’re also nondeductible if the agreement was executed before 2019 but later modi�ed, at least if the
modi�cation expressly states the repeal of the deduction for alimony payments applies to the modi�cation.

Taxpayers who took a federal deduction for their quali�ed medical and dental
expenses are also getting an unpleasant surprise. During 2017 and 2018 they
could deduct certain out-of-pocket medical expenses that exceeded 7.5
percent of their income — it was 10 percent under Obamacare — but that TCJA
provision went away in 2019. The �oor has now risen back to 10 percent,
according to the IRS.

The standard deduction for individuals — a sort of automatic write-down that
reduces taxable income — also gets a nudge in 2019, Blake said. Although the
Tax Cuts and Jobs Act nearly doubled it in 2018 to $12,000 for individual �lers,
to $24,000 for joint returns, and to $18,000 for heads of household, the
deduction edged up a bit more in 2019: to $12,200 for single or married �ling
separate returns, $24,400 if a couple �les jointly, and $18,350 if a person
quali�es for head of household status.

But when it comes to business �lings, the situation is a bit murkier. “Some of
the TCJA regulations have been clari�ed only recently, while some others still
haven’t been �nalized,” Blake warned. “For example, it wasn’t until late
September that the IRS �nally released guidance on a safe harbor rule,” he
said, referring to the ability of certain pass-through entities to exclude their
interest in certain rental real estate property under the quali�ed business
income deduction.

Bye-bye bonus?
Another issue involves depreciation and so-called bonus depreciation, a tax
incentive that may enable a business to immediately deduct from taxable
income a percentage of the purchase price of machinery and certain other
eligible assets. Otherwise they would generally be written off over their “useful
life,” which is typically longer.
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property tax payments as charitable donations would
effectively restore the break. But the IRS basically turned
thumbs-down on New Jersey’s proposed workaround. “A
lawsuit was �led by New Jersey, New York and Connecticut
seeking to invalidate the ruling,” said Blake.

“But we’re telling clients not to get their hopes up, because
it will likely be shot down. There’s really nothing new about
the IRS ruling, since it’s long been recognized that a
charitable contribution isn’t deductible if you’re getting a
quid pro quo, or something in return for it.”

The TCJA made some technical changes to depreciation methods, but some
quirks were only discovered after it was enacted, and they still haven’t been
resolved. As of mid-October, for example, “We’re still awaiting guidance on
depreciation of certain quali�ed improvements, including quali�ed leasehold
improvements,” said Blake, referring to nonstructural improvements to the
interior of a building that are typically done by retail and o�ce tenants. “We’re
still not sure about the details of the depreciation methods,” which could also
affect the bonus depreciation for those assets.

“Right now we have to rely on the rules as they were written” he added. “It’s
possible that, after guidance is issued, some business returns may have to be
amended and re�led. Normally these kinds of technical changes arise almost
any time the tax laws are modi�ed, but the TCJA represented the biggest
change in decades.”


