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Dear Client:

The following is a summary of important tax developments that have occurred in April, May, and
June of 2019 that may affect you, your family, your investments, and your livelihood. Please call
us for more information about any of these developments and what steps you should implement
to take advantage of favorable developments and to minimize the impact of those that are
unfavorable.

Final regulations shoot down states' SALT limitation workaround. For 2018 through 2025, the
Tax Cuts and Jobs Act (TCJA) limits an individual taxpayer's annual SALT (state and local tax)
deductions to a maximum of $10,000, with no carryover for taxes paid in excess of that amount.
(The SALT deduction limit doesn't apply to property taxes paid by a trade or business or in
connection with the production of income.) As a result, many taxpayers won't get a full federal
income tax deduction for their payments of state and local taxes. Following the TCJA's passage,
some high-tax states implemented workarounds to mitigate the effect of the SALT deduction
limit for their residents. One method used was to set up charitable funds to which taxpayers can
contribute and receive a tax credit in exchange. The IRS has issued final regulations, which
generally apply to contributions after Aug. 27, 2018, that effectively kill this workaround. The
regulations provide that a taxpayer who makes payments to, or transfers property to, an entity
eligible to receive tax deductible contributions must reduce his or her charitable deduction by
the amount of any state or local tax credit the taxpayer receives or expects to receive.

The IRS also issued a safe harbor that allows an individual who itemizes deductions to treat, in
certain circumstances, payments that are or will be disallowed as charitable contribution
deductions under the final regulations, as state or local taxes for federal income tax purposes.
Eligible taxpayers can use this safe harbor to determine their SALT deduction on their tax-year
2018 return. Those who have already filed may be able to claim a greater SALT deduction by
filing an amended return, Form 1040-X, if they have not already claimed the $10,000 maximum
amount.

Taxpayer First Act grants new protections to taxpayers. In June, Congress passed the Taxpayer
First Act of 2019 (the Act), and it was signed into law by the President on July 1. The Act,
among other things, provides some new safeguards to taxpayers in their interactions with the
IRS, including the following.

¢ Notice to taxpayer of IRS contact with third party. Effective for notices provided, and
contacts of persons made, after Aug. 15, 2019, the Act provides that the IRS may not
contact any person other than the taxpayer regarding the determination or collection of
the tax liability of the taxpayer without providing the taxpayer with notice at least 45 days
before the beginning of the period of the contact.

e Structuring transactions and IRS seizures. Effective on July 1, 2019, the Act provides
that, in the case of a suspected structuring violation (i.e., structuring transactions to
avoid Bank Secrecy Act rules), the IRS may only pursue seizure or forfeiture of assets if
either the property to be seized was derived from an illegal source or the transactions
were structured for the purpose of concealing a violation of a criminal law or regulation
other than rules against structuring.
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e John Doe summonses. If certain requirements are met, the IRS may issue a third-party
summons that doesn't identify the taxpayer (a "John Doe" summons). Effective for
summonses served after Aug. 15, 2019, the Act prevents the IRS from issuing a John
Doe summons unless the information sought to be obtained is narrowly tailored and
pertains to the failure (or potential failure) of a person or group or class of persons to
comply with one or more provisions of the tax law which have been identified.

e Seizure and sale of perishable goods. Effective for property seized after July 1, 2019,
the Act limits the property that may be sold under the IRS's authority to seize and sell
tangible property to satisfy unpaid taxes, to property that is liable to perish.

o Misdirected tax refund deposits. The Act requires the IRS to issue regulations, by Jan. 1,
2020, to establish procedures to allow taxpayers to report instances in which a refund
made by electronic funds transfer was not transferred to the account of the taxpayer, to
coordinate with financial institutions to identify and recover these payments, and to
deliver refunds to the correct accounts of taxpayers.

o Notification of suspected identity theft. Effective for determinations made after Jan. 1,
2020, the Act requires the IRS to notify a taxpayer if it determines there has been any
suspected unauthorized use of a taxpayer's identity, or that of the taxpayer's
dependents, if an investigation has been initiated and its status, whether the
investigation substantiated any unauthorized use of the taxpayer's identity, and whether
any action has been taken (such as a referral for prosecution). Additionally, when an
individual is charged with a crime, the IRS must notify the victim as soon as possible,
giving such victims the ability to pursue civil action against the perpetrators.

¢ IRS management of stolen identity cases. The Act requires that, not later than July 1,
2020, the IRS must develop and implement publicly available guidelines that reduce the
burdens for identity theft tax refund fraud (IDTTRF) victims as they work with the IRS to
sort out their tax affairs. The guidelines may include procedures to reduce the amount of
time victims must wait to receive their tax refunds, the number of IRS employees with
whom victims would need to interact, and the timeframe within which the issues related
to the IDTTRF should be resolved.

Final regulations permit integrating HRAs with individual health insurance plans or Medicare.
Final regulations have been issued allowing health reimbursement arrangements (HRAs) and
other account-based group health plans to be integrated with individual health insurance
coverage or Medicare, if certain conditions are satisfied (an individual coverage HRA). An
account-based group health plan is an employer-provided group health plan that reimburses
medical care expenses, subject to a maximum fixed-dollar amount of reimbursements for a
period (e.g., a calendar year). An HRA is a type of account-based group health plan funded
solely by employer contributions that reimburses employees solely for medical care expenses of
employees or qualifying family members, up to a maximum dollar amount for a coverage period.
The reimbursements are not taxed to employees.
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Under the new regulations, an employer-funded individual coverage HRA reimburses
employees for their (and eligible family members') medical care expenses. The employer can
allow unused amounts in any year to roll over from year to year. Employees must enroll in
individual health insurance (or Medicare) for each month the employee (or the employee's
family member) is covered by the Individual coverage HRA. But the individual health insurance
cannot be short-term, limited-duration insurance (STLDI) or coverage consisting solely of dental,
vision, or similar "excepted benefits". There are other important requirements as well.

The new regulations also increase flexibility in employer-sponsored insurance by creating
another, limited kind of HRA that can be offered in addition to a traditional group health plan.
These "excepted benefit HRAS" permit employers to finance additional medical care (for
example to help cover the cost of copays, deductibles, or other expenses not covered by the
primary plan) even if the employee declines enrollment in the traditional group health plan.

Employers can start offering individual coverage HRAs and excepted benefit HRAs on Jan. 1,
2020.

Next year's inflation adjustments for health savings accounts. The IRS has provided the annual
inflation-adjusted contribution, deductible, and out-of-pocket expense limits for 2020 for health
savings accounts (HSAs). Eligible individuals may, subject to statutory limits, make deductible
contributions to an HSA. Employers as well as other persons (e.g., family members) also may
contribute on behalf of an eligible individual. Employer contributions generally are treated as
employer-provided coverage for medical expenses under an accident or health plan and are
excludable from income. In general, a person is an "eligible individual" if he is covered under a
high deductible health plan (HDHP) and is not covered under any other health plan that is not a
high deductible plan, unless the other coverage is permitted insurance (e.g., for worker's
compensation, a specified disease or illness, or providing a fixed payment for hospitalization).

For calendar year 2020, the limitation on deductions is $3,550 (up from $3,500 for 2019) for an
individual with self-only coverage. It's $7,100 (up from $7,000 for 2019) for an individual with
family coverage under a HDHP. Each of these amounts is increased by $1,000 if the eligible
individual is age 55 or older. For calendar year 2020, an HDHP is a health plan with an annual
deductible that is not less than $1,400 (up from $1,350 for 2019) for self-only coverage or
$2,800 (up from $2,700 for 2019) for family coverage, and the annual out-of-pocket expenses
(deductibles, co-payments, and other amounts, not including premiums) do not exceed $6,900
(up from $6,750 for 2019) for self-only coverage or $13,800 (up from $13,500 for 2019) for
family coverage.

2019 luxury auto depreciation dollar limits and lease income add-backs released. Annual
depreciation and expensing deductions for so-called luxury autos are limited to specific dollar
amounts. The dollar limits amounts are inflation-adjusted each year. The IRS has announced
that for autos (which includes trucks or vans) acquired and first placed in service during 2019,
the dollar limit for the first year an auto is in service is $18,100 ($10,100 if the bonus first-year
depreciation allowance does not apply, for example, because the taxpayer elects out of bonus
first-year depreciation); for the second tax year, $16,100; for the third tax year, $9,700; and for
each succeeding year, $5,760. These dollar limits are $100 higher than the dollar limits that
applied for 2018 (except for the post-third tax year figure, which remains the same).
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A taxpayer that leases a business auto may deduct the part of the lease payment representing
its business/investment use. So that auto lessees can't avoid the effect of the luxury auto limits,
however, taxpayers must include a certain amount in income during each year of the lease to
partially offset the lease deduction. The amount varies with the initial fair market value of the
leased auto and the year of the lease and is adjusted for inflation each year. The IRS has
released a new inclusion amount table for autos first leased during 2019.

Cents-per-mile & fleet average FMV maximums for 2019. IRS has announced that the 2019
inflation-adjusted maximum fair market values (FMVs) for employer-provided vehicles, the
personal use of which can be valued for fringe benefit purposes at the mileage allowance rate
(58¢ per mile for 2019). For 2019, the FMV can't exceed $50,400 (was $50,000 for 2018). In
addition, the 2019 maximum fleet-average vehicle FMV for vehicles, for purposes of the use of
the annual lease value fringe benefit valuation method for an employer with a fleet of 20 or more
vehicles, also is $50,400 (was $50,000 for 2018). The IRS also announced that certain
employers may switch to the cents-per-mile valuation method or the fleet-average FMV
maximum for the 2018 or 2019 tax year.

IRS accepting ITIN renewal applications for next year. Individual Taxpayer Identification
Numbers (ITINs) are used by people who have tax filing requirements under U.S. law but are
not eligible for a Social Security number. The IRS has announced that it is now accepting
renewal applications for the ITINs set to expire at the end of 2019. ITINs that have not been
used on a federal tax return at least once in the last three consecutive years will expire on Dec.
31, 2019. In addition, ITINs with middle digits 83, 84, 85, 86 or 87 that have not already been
renewed will also expire at the end of this year. IRS urged taxpayers affected by changes to the
ITIN program to submit their renewal applications as soon as possible to avoid an anticipated
rush.

Best Regards,

Accounting Partners
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