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The Tax Cuts and Jobs Act (TCJA) tax reform 

added an amazing l imi t  on larger business losses 

that can at tack you where i t  hurts—right in your 

cash f low. 
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And this new law works in some unusual 

ways that can tax you even when you have 

no real  income for the year.  When you know 

how this ugly new rule works,  you have 

some planning opportuni t ies to dodge the 

problem.

Over the years,  lawmakers have implemented 

rules that  l imi t  your abi l i ty  to use your 

business or rental  losses against  other 

income sources. 

THE BIG THREE ARE:

1  The “at  r isk”  l imi tat ion,  which l imi ts your 

losses to amounts that  you have at  r isk 

in the act iv i ty

2  The partnership and S corporat ion basis 

l imi tat ions,  which l imi t  your losses to the 

extent of  your basis in your partnership 

interest  or  S corporat ion stock

3  The passive loss l imi tat ion,  which l imi ts 

your passive losses to the extent of  your 

passive income unless an except ion 

appl ies

The TCJA tax reform added Sect ion 461( l ) 

to the tax code, and i t  appl ies to indiv iduals 

(not corporat ions) for  tax years 2018 through 

2025.

The big picture under th is new provis ion: 

You can’ t  use the port ion of  your business 

losses deemed by the new law to be an 

“excess business loss” in the current year. 

Instead, you’ l l  t reat  the excess business 

loss as i f  i t  were a net operat ing loss (NOL) 

carry-over to the next taxable year.

TO DETERMINE YOUR 
EXCESS BUSINESS LOSS, 
FOLLOW THESE THREE 
STEPS:

1  Add the net income or loss f rom al l  your 

t rade or business act iv i t ies.

2  I f  step 1 is an overal l  loss,  then compare 

i t  to the maximum al lowed loss amount: 

$250,000 (or $500,000 on a jo int  return).

3  The amount by which your overal l  loss 

exceeds the maximum al lowed loss 

amount is your new tax law–def ined 

“excess business loss.”

Example:  Paul  invested $850,000 in a 

start-up business in 2018, and the business 
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passed through a $750,000 loss to Paul .  He 

has suff ic ient  basis to use the ent i re loss, 

and i t  is  not  a passive act iv i ty.  Paul ’s wi fe had 

2018 wages of  $50,000, and they had other 

2018 non-business income of $600,000.

Under pr ior  law, Paul ’s loss would offset  a l l 

other income on the tax return and they’d 

owe no federal  income tax.  Under the 

TCJA tax reform that appl ies to years 2018 

through 2025 (assuming the wages are t rade 

or business income):

•  Their  overal l  business loss is $700,000 

($750,000 -  $50,000).

•  $150,000 of  income ($600,000 + 

$50,000 -  $500,000) f lows through the 

rest  of  their  tax return.

•  The excess business loss is $200,000 

($700,000 overal l  loss less $500,000).

•  They’ l l  have a $200,000 NOL to carry 

forward to 2019.

To avoid th is ugly rule,  you’ l l  need to keep 

your overal l  business loss to no more than 

$250,000 (or $500,000 jo int) .  Your two big-

picture strategies to make this happen are

• accelerat ing business income and

• delaying business deduct ions.

$315,000 on a jo int  return),  then your type 

of  business, wages paid,  and property can 

reduce and/or el iminate your Sect ion 199A 

tax deduct ion.

Two quest ions:

1 Did you prepay your 2019 rent so that 

you have a big 2018 tax deduct ion?

2 How do you ident i fy in your account ing 

records the monies you put on your IRS 

Form 1099-MISC for the business rent 

payments to your landlord?

For the 1099-MISC, do you simply look 

at  your check-book or payment ledgers 

to ident i fy the amounts you are going to 

report? I f  so,  you wi l l  create an incorrect 

1099 for your landlord that ’s going to cause 

your landlord a tax problem.

One golden rule when i t  comes to your 

landlord is “do not cause your landlord tax 

t rouble.”

Avoid the 1099 Prepaid-Rent Mismatch
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Let ’s say you wrote a $55,000 check to your 

landlord on December 31 and mai led i t  that 

day. Your landlord received the check on 

January 3.  Here’s how your Form 1099-

MISC can create a tax problem for your 

landlord:

•  Your Form 1099-MISC to the landlord 

shows rent paid of  $105,000 ($50,000 

paid dur ing the year and then the 

$55,000 prepayment on December 

31).

•  The landlord’s 2018 federal  income tax 

return shows $50,000 in rent received 

(he received the $55,000 in 2019).

•  IRS computers note the di fference and 

start  an inquiry.

An incorrect  1099 that overstates the 

landlord’s income is a problem that can 

lead to a tax audi t .

IRS Reg. Sect ion 1.6041-1(f)  says:

The amount to be reported as paid to a 

payee is the amount includible in the gross 

income of the payee .  .  . 

Note. As you wi l l  see below, th is amount 

does not necessar i ly  equal  the tax deduct ion 

c la imed by the payor.

Reg. Sect ion 1.6041-1(h) says:

For purposes of  a return of  informat ion, 

an amount is deemed to have been paid 

when i t  is  credi ted or set  apart  to a 

person without any substant ia l  l imi tat ion 

or restr ict ion as to the t ime or manner 

of  payment or condi t ion upon which 

payment is to be made, and is made 

avai lable to him so that i t  may be drawn 

at  any t ime, and i ts receipt  brought 

wi th in his own control  and disposi t ion.

The 1099-MISC is a “return of  informat ion.” 

The landlord did not have control  of  the 
money unt i l  he or she had possession of 
the check in 2019.

In Cheryl  Mayf ie ld Therapy Center,  the 
court  stated:

A “payment”  is  made for purposes of 

sect ion 6041 informat ion returns when 

an amount is made avai lable to a person 

“so that i t  may be drawn at  any t ime, and 

i ts receipt  brought wi th in his own control 

and disposi t ion.”
Surpr is ingly,  the 1099 could contain a 
taxable amount to the payee that is di fferent 
f rom the deduct ion amount of  the payor. 

For example,  in th is case, the correct  1099-
MISC amount is $50,000. That ’s the amount 
you should put on the 1099-MISC you send 
to the landlord for  2018 even though you 
are going to deduct $105,000 as a cash-
basis taxpayer.
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Rethink 
Your Way to 
Prosperity

P : 844.455.0500
E : support@etrendsgroup.com

954 Ponce De Leon Ave, Suite 806
San Juan, PR  00907

CLASS COORDINATOR
CR Thelin, Prosperity Advisor

SCHEDULE

F I N A N C I A L  L I T E R A C Y  C L A S S  F O R  E M P L O Y E E S 

FREE
1.5 HOURS

F I N A N C I A L  L I T E R A C Y  C L A S S 

F O R  Y O U R  E M P L O Y E E S

C L A S S E S   A R E  O F F E R E D
V I A  W E B I N A R  O R  I N - H O U S E *

www.etrendsgroup.com

Nearly five times 
more likely to be 

distracted by their 
finances at work.

Nearly twice as 
inclined to cite 

health issues caused 
by financial stress

Twice as likely to 
spend three hours or 
more at work dealing 

with financial 
matters.

Twice as likely 
to miss work on 
account of their 

personal financial 
issues.

FINANCIAL STRESSED EMPLOYEES ARE:

In this class we will teach your employees about the basics of finance and how they can use a simple system called 
the Prosperity Cycle to help them PROTECT their assets, PRESERVE their income and PRODUCE wealth.

CLASS OVERVIEW

All employees who attend will be offered a FREE Prosperity Plan, FREE access to our mobile app, and FREE Prosperity 
Club Membership for 1 year. Thru this membership they will have access to other financial tools to help them improve 
their lives.

OTHER BENEFITS

Are you ready to be part of the solution?

Schedule your class today  *in-house classes are currently available in limited locations.

2 31 4

C O S T  O F  T H E  C L A S S :

L E N G T H  O F  C L A S S :
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For most smal l  businesses and the sel f -employed, the 20 percent tax deduct ion f rom new 

tax code Sect ion 199A is the most valuable deduct ion to come out of  the Tax Cuts and Jobs 

Act.

The Sect ion 199A tax deduct ion is compl icated, and many quest ions remain unanswered 

even af ter  the IRS issued i ts proposed regulat ions on the provis ion.  And to fur ther compl icate 

matters,  there’s also a lot  of  misinformat ion out there about Sect ion 199A.

Below are answers to six common questions about this new 199A tax deduction.

Answers to Common 
Section 199A Questions

1 -  Question
Are real  estate agents and brokers in an 
out-of- favor speci f ied service t rade or 
business for purposes of  Sect ion 199A? 3 -  Question

Do my S corporat ion shareholder wages 
count as wages paid by the S corporat ion 
for  purposes of  the 50 percent Sect ion 199A 
wage l imi tat ion?2 -  Question

Wil l  my al lowable SEP/SIMPLE/401(k) 
contr ibut ion as a Schedule C taxpayer be 
based only on Schedule C net earnings, 
or do I  f i rst  subtract  the Sect ion 199A 
deduct ion?

Answer:  NO

Answer:  Yes

Answer:  You’ l l  cont inue to use 
Schedule C net earnings with no 
adjustment for  Sect ion 199A

“many quest ions 
remain unanswered”

4 -  Question
Is my qual i f ied business income for 
the Sect ion 199A deduct ion reduced by 
ei ther bonus depreciat ion or Sect ion 179 
expensing?

Answer:  Yes, to both
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5 -  Question
I  took out a loan to buy S corporat ion stock. 
The interest  is  deduct ib le on my Schedule 
E. Does the interest  reduce my Sect ion 
199A qual i f ied business income?

6 -  Question
The out-of- favor speci f ied service t rade or 
business does not qual i fy for  the Sect ion 
199A deduct ion,  correct?

Answer:  Yes, in most 
c i rcumstances

Answer  NO

Looking at  your taxable income is the f i rst 
step to see whether you qual i fy for  the 
Sect ion 199A tax deduct ion.  I f  your taxable 
income on IRS Form 1040 is $157,500 or 
less (s ingle) or $315,000 or less (marr ied, 
f i l ing jo int ly)  and you have a pass-
through business such as a propr ietorship, 
partnership,  or  S corporat ion,  you qual i fy 
for  the Sect ion 199A deduct ion.

With taxable income equal  to or below the 
thresholds above, your type of  pass-through 
business makes no di fference. Retai l  store 
owners and medical  doctors wi th income 
equal  to or below the thresholds qual i fy in 

the same exact manner.

In many of  my f inancial  l i teracy c lasses when I  ta lk about set t ing goal ’s I  ment ion the importance 

of  shar ing your goals wi th others.  I  do th is for  two reasons. First ,  i t  helps hold the indiv idual 

set t ing the goals accountable,  because others know what they are expect ing to accompl ish,  and 

second, by shar ing what we plan to do with the wor ld,  i t  a l lows the wor ld to help us reach our 

goals.

This year I  have set a very lof ty goal ,  and I  need your help to accompl ish i t .  My goal  for  2019 is 

to help 1,000 fami l ies improve their  f inancial  l ives.  I  cal l  i t  the 1,000 Lives of Change .

To help me reach my goal  I  need you to do just  one thing. I  need each of  you to commit 

yourselves,  and then get everyone else you know who is struggl ing f inancial ly to commit ,  to my 

10-Day Prosperity Challenge .  Dur ing th is 10-day chal lenge I  wi l l  provide you with the tools and 

training you need to start ing taking control  of  your f inances.

The chal lenge won’t  be easy, but I  can tel l  you from exper ience i t  is  worth i t .  What are you 

wait ing for? Go to our websi te and make a commitment to your future today.

DAVE HALL,  CPA THE PROSPERITY GUY

WORDS FROM OUR MANAGING PARTNER

1,000 Lives of Change
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Avoiding the Kiddie Tax
After Tax Reform

I f  your fami ly has trouble wi th the k iddie tax, 

you face some new wrinkles for  tax years 2018 

through 2025 thanks to the Tax Cuts and Jobs 

Act (TCJA) tax reform. This is one of  the many 

areas where tax planning can pay off .

For 2018–2025, the TCJA tax reform changes 

the kiddie tax rules to tax a port ion of  an affected 

chi ld ’s or young adul t ’s  unearned income at 

the federal  income tax rates paid by t rusts 

and estates.  Trust  tax rates can be as high as 

37 percent or,  for  long-term capi ta l  gains and 

qual i f ied div idends, as high as 20 percent.  

Unearned income means income other than 

wages, salar ies,  professional  fees,  and other 

amounts received as compensat ion for  personal 

services.  So, among other th ings, unearned 

income includes capi ta l  gains,  d iv idends, and 

interest .  Earned income from a job or sel f -

employment is never subject  to the k iddie tax.

Your dependent chi ld or young adul t  faces no 

kiddie tax problems i f  he or she does not have 

unearned income in excess of  the k iddie tax 

unearned income threshold ($2,100 for 2018 

and $2,200 for 2019).  And when your dependent 

chi ld exceeds the threshold by only a minor 

amount,  the k iddie tax hi t  is  minimal and nothing 

to get too upset about.

But i f  your chi ld is gett ing hi t  hard by the k iddie 

tax,  your tax planning should consider

•  employing your chi ld so that he or 

she has earned income suff ic ient  to 

el iminate the k iddie tax,  or

•  changing the investment mix f rom 

income generat ion to capi ta l  growth.
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Within 180 days, you invest the $5 mi l l ion gain 

in a qual i f ied opportuni ty fund.

I f  you sel l  the qual i f ied opportuni ty zone fund 

in August 2028 for $10 mi l l ion,  then your basis 

in the fund is $10 mi l l ion and you recognize no 

taxable gain on the sale,  s ince you held i t  for 

more than 10 years.

Let ’s assume the fund has a fa i r  market value 

of  $7 mi l l ion on December 31, 2026. You’ l l  have 

a deemed sale on December 31, 2026, and 

recognize $4.25 mi l l ion in income, computed 

as fo l lows:

•  $5 mi l l ion,  which is the lesser of  the 

deferred gain ($5 mi l l ion) or the fa i r 

market value of  the fund ($7 mi l l ion), 

less

• $750,000, the basis in the fund.

On January 1,  2027, your basis in the qual i f ied 

opportuni ty fund is $5 mi l l ion ($750,000 

or ig inal  basis plus $4.25 mi l l ion of  deferred 

gain recognized and taxed in 2026).

You make an elect ion on your 2018 tax return 

to defer the $5 mi l l ion in long-term capi ta l 

gain income, meaning no taxes on this gain 

in 2018.

On December 31, 2026, your qual i f ied 

opportuni ty fund has a basis of  $750,000 (15 

percent of  the deferred $5 mi l l ion capi ta l  gain), 

s ince you held i t  for  at  least  seven years.

1
2

3

4

5

6

Qual i f ied opportuni ty funds are a new tax-planning strategy created by the Tax Cuts and Jobs Act tax 

reform. 

The new funds have the abi l i ty  to defer current-year capi ta l  gains,  e l iminate some of them later,  and then 

on the new investment make capi ta l  gains tax-free. To put the benef i ts in place, you need to navigate 

some new rules and t ime frames.

Example:  On December 1,  2018, you sel l  $8 mi l l ion of  stock wi th a cost  basis of  $3 mi l l ion for  a long-

term capi ta l  gain of  $5 mi l l ion. 

Overal l ,  you have a total  of  $10 mi l l ion in gains f rom these transact ions:  $5 mi l l ion f rom 2018 and $5 

mi l l ion in 2028. Using the qual i f ied opportuni ty fund investment strategy, you

• temporar i ly  defer $4.25 mi l l ion of  long-term capi ta l  gain f rom 2018 to 2026, and

• permanent ly exclude from tax $750,000 of  long-term capi ta l  gain f rom 2018 and $5 mi l l ion 

of  gain in 2028.

For th is strategy to make great f inancial  sense, you need (a) appreciat ion in your qual i f ied opportuni ty 

fund and (b) to hold the investment for  at  least  10 years so that the appreciat ion is tax-free to you 

when you sel l  your investment.

Tax Reforms New Qualif ied Opportunity Funds
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We are excited to 
announce our new 
10 day prosperity 
challenge. 

The 10-Day Prosperity Challenge 

wi l l  provide you with the tools and 

training you need to start ing taking 

control  of  your f inances.

The chal lenge won’t  be easy, but 

f rom exper ience i t  is  worth i t .  What 

are you wait ing for? Go to our 

websi te and make a commitment to 

your future today.

MyAdv isor  App

FOR MORE 
INFORMATION,
CONTACT US.

Join Our 
10-Day Prosperity Challenge

Unique Access  Code 
ETRENDS

Download our Etrends App Today

etrendsgroup.com


