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What's New in 2021

.

the end of the 2020 filing
son upon us, now is the time
to become aware of major changes for
2021. But be prepared, as politicians are
making noise in preparation for another
fun-filled year of late-breaking changes.

to help pay for daycare is increasing
And those with low income and no
children can now receive much more
using the earned income tax credit.
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Here is what we know now.

Tuition and Fees Deduction eliminated.
This often extended tax break is now
permanently closed.
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remains $2,000 per child with income
phaseouts of $200,000 single and
$400,000 married. But you can now
receive $3,000 per child age 17 and
under ( up from 16) AND $3,600 for
each child under the age of 6 in 2021.
The enhanced credit phases out at
much lower levels. Even better, more
of the credit is refundable ( you do not
necessarily need income) and you can
receive half of the credit with monthly

Lifetime Learning Credit phaseouts
increase dramatically. The income
phaseout of this education expense
tax break is dramatically increasing
to $80,000 unmarried ( $160,000 married filing joint ). This is an increase of
$20,000 to $40,000!
Medical and other health care related
expense threshold to remain at 7.5%
of income. To begin deducting health
expenses as an itemized deduction,
the expense threshold no longer
moves to the planned 10% level.

payments beginning in July.

Dependent Care Credit and the Earned
IncomeTax Credit enhancements. The
amount of money that can be applied

Child Tax Credit dramatically
enhanced. The old Child Tax Credit

Mortgage insurance premium deductibility. You may still deduct mortgage
insurance premiums as an itemized
deduction. This was set to expire
last year

.

Mortgage indebtedness forgiveness. With the extension of this
law, qualified debt forgiveness
on qualified mortgages is still not
considered income.
Above-the-line charitable deductions.
If you do not itemize, you can deduct

up to $300 in qualified charitable
deductions ( $600 for married couples).
Remember, there is still plenty of time
to change the tax code for 2021, so be
prepared and look for future announcements of rule changes.

OUCH! A Letter from the IRS
If you receive a notice from the IRS, do
not automatically assume it is correct

(§f Review the letter. Understand exactly
what the IRS is telling you needs to

documentation will cure most of
these IRS correspondence errors.

and submit payment to make it go away.
Because of all the recent tax law changes

be changed and determine whether

or not you agree with their findings.

Certified mail is your friend. Any
responses to the IRS should be sent
via certified mail or other means that
clearly show you replied to their inquiry
in a timely fashion.

and little time to implement the changes,
the IRS is making mistakes. Here are
some tips:

Qf

Stay calm. Remember, the IRS sends
out millions of notices each year.The
vast majority of them correct simple
oversights or common filing errors

.

2f Open the envelope. Try to remember

(

that the first step in making the
problem go away is to open the
correspondence.

Qf Respond timely. The IRS will tell you
what it believes you should do and
within what time-frame. Ignore this
information at your own risk.
(§f Get help. Getting expert assistance

makes the process go much smoother.

3f Correct

(

the IRS error. Once the
problem is understood, a clearly
written response with copies of

<gf Don't

assume it will go away.
Until a definitive confirmation that
the problem has been resolved
is received, assume the IRS still
thinks you owe the money. If no
correspondence confirming the
correction is acknowledged by the IRS,
a written follow-up will be required.

Don't Lose Your Refund
According to the IRS, in 2017 up to 1.4
million individuals representing $1.35
billion in unclaimed refunds had their
money turned over to the U.S. Treasury
this past year.

It’s YOUR

Economic impact payment confusion.
With the numerous stimulus checks
approved by Congress, it is very difficult to keep track of them to ensure
you receive your payments and the

As unlikely as this sounds, losing
a refund could happen to you or
someone you know.

payment amounts are correct.

The causes

QQQYOU

You may be due a refund beyond your
tax liability. While most tax credits can
be used to reduce your tax liability

down to zero, there are a few credits
that allow you to receive money
above the amount of your tax liability.
Common examples of these refundable
credits are the refundable portion of
the Earned IncomeTax Credit and the
Additional ChildTax Credit.
Part-time workers often lose refunds,
Payroll systems might assume you are
working full-time and withhold pay
from your wages at too high a rate.
While part -time workers may owe no
tax, these excess withholdings are
only returned to you when you file a
tax return.

Some tips
Seniors can be victims The same
situation happens to seniors that have
money withheld from their retirement
fund disbursements and their Social
.

.
Security checks. When withholdings
are involved, a refund could be lost.

Death and disability create tax-filing
confusion. When the person who
normally organizes and files taxes for
the family becomes disabled or passes
away, there is a possibility that timely
filing of tax returns gets missed,

The need to be perfect. A number of
taxpayers do not file on time because
they are missing a piece of information.
This concern creates lost refunds.

have three years. You
have the later of three years from the

original filing due date or two years
from the time you paid any tax to claim
your refund.
L
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Jd j Non- filer double check. If you
-’

did not file a tax return, conduct a
review of yourW-2s, 1099's and other
documentation. If there is money withheld, file for a refund.

QQES The Recovery Rebate Credit. If
you did not receive economic impact
payments, the IRS offers options to
prepare and file information to receive
payment at www . irs.gov.

Remember, now is the time to take
action for 2018 thru 2020 tax years.

Tips to Turn a Hobby into a Business
One of the main benefits of turning your hobby into a business is that you can Some tips
deduct all your qualified business expenses, even if it results in a loss. However,

if you don't properly transition your hobby into a business in the eyes of the IRS,
you could be in line for an audit. Check the chart below to see how your activity
measures up.

BUSINESS
You have a reasonable expection of
making a profit.
You invest significant personal time
and effort. You depend on the resulting

.

versus

Profit Motive

Effort and Income

income

Your expenses are ordinary and
necessary to run your business.

Reasonable Expenses

HOBBY
You may sell occasionally, but making
money is not your main goal.

It’s something you do in your free
time; you make the bulk of your
money elsewhere.

Your expenses are driven by your
personal preferences and not strictly
necessary.

You have a track record in this industry,
and/or a history of making profits.

Background

You don’t have professional training in
the field and have rarely or never turned
a profit.

You have multiple customers or
professional clients.

Customers

Your customers are mainly relatives
and friends.

You keep professional records, including
a separate checkbook and balance sheet;
you have business cards, stationery and
a branded business website.

Professionalism

You don’t keep strict professional records
of your activities; you don’t have a formal
business website or business cards.

o Work to migrate from a hobby. If your
activity tends toward hobby criteria,
actively work to move the activity
toward the business side of the chart.
The more your activity resembles the
left side, the less likely you are to be

challenged by the IRS.

o Focus on profits. If you are making
money, the IRS will be hard-pressed
to make any hobby claim on your
business designation. A rule of
thumb is to make money two out
of every five years.
O Keep separate

records. DO NOT

mingle business funds with personal
funds. This is true whether your
business is a hobby or a clear
business activity. So get a separate
bank account, credit card and other
books for your business activity.

If you need help to ensure you meet the
IRS's criteria for business-like activity,
reach out to schedule an appointment.
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