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Student loan forgiveness creates new tax trap
There's a new student loan repayment program that forgives some student loan debt if other
payments are made. This new debt forgiveness is creating a tax surprise for the unsuspecting
student. Here is what you need to know.
The debt forgiveness program dilemma
To combat the hardship of high student loan debt, a popular new repayment option is the
income-based repayment plan. These plans limit monthly payment amounts to a percentage of
discretionary income. They also limit the number of repayment years. If your loan is not paid by
a pre-determined future date and you've been making the payments as agreed, the balance of
the loan is forgiven.
While the prospect of having a portion of the debt canceled is enticing, it can create an
unexpected tax burden if you are not prepared. Here's why it may be a problem:
Canceled debt is considered taxable income. When a portion of a loan is forgiven, that
amount is considered taxable income in the year in which the debt is cancelled. While there
are exceptions, this is the general tax rule.
A 1099-C is issued to you and the IRS. Upon the forgiveness of the student loan debt, the
loan servicing company will issue a Form 1099-C titled "Cancellation of Debt". A copy of the
form will be delivered to both you and the IRS informing both parties of the amount of forgiven
debt. This amount needs to be included on your Form 1040.
Taxes are due at filing. The entire amount will likely be taxed at the taxpayer's highest
marginal tax rate. This amount is due in its entirety at the annual tax-filing deadline. If a large
amount is due, there may also be additional underpayment fees tacked on by the IRS.
Some exceptions apply
Before you begin to worry about a surprise tax bill, consider your other options:
Tax-exempt debt forgiveness programs: There are a few programs that consider the
student loan canceled debt tax-exempt. The two most common are for students that become
public service employees and teachers. So when you have canceled debt, conduct a review to
see if your employment complies with the possible tax exclusion.

Insolvency exclusion: The IRS provides a way to exclude a forgiven debt from taxable
income if you can prove you are financially insolvent. The IRS defines "insolvency" as when a
taxpayer's total liabilities exceed his or her total assets. To claim this exclusion, an additional
form is filed with your tax return. Make sure you can back up any claims you make, because
the IRS may request to see proof.
IRS repayment plan: If you have a balance due as a result of the canceled debt and cannot
pay it in full by the deadline, the IRS has payment plans available. There will be additional
penalties, interest and possibly setup fees that will be added to the amount due. This is not a
great option, but it is better than not paying the balance at all.
Even with the additional tax liability that is realized, debt relief is generally a good deal for
most. The hardship comes if you are not prepared for how to handle the tax payment that
becomes due. Before signing an agreement that relieves debt, it makes sense to review your
situation to avoid any surprises on your tax bill.

Sales tax changes coming after Supreme Court ruling
The U.S. Supreme Court issued a ruling in the South Dakota vs Wayfair case that opens the
door for states to impose sales tax on sellers outside their borders. The case highlights a new
standard of business presence called "economic nexus" that may have major implications for
businesses and consumers alike.
Economic nexus explained
The exact definition varies, but in general, economic nexus makes a connection between a
taxing authority (usually a state) and a seller based on certain sales or transaction levels. The
Supreme Court agrees with South Dakota that having economic presence is enough to require
an out-of-state retailer to register with the state to collect and remit sales tax. For example, the
state of South Dakota mandates that if a retailer has $100,000 in annual in-state sales or has
200 separate in-state sales transactions over the previous 12 months, they must collect sales
tax on all sales in South Dakota.
What it means for businesses
New, lower threshold for tax exposure: Sales tax nexus was mostly determined by physical
presence. If a business has an office or employee located in a state, they likely were required
to collect tax on sales in that state. The economic nexus standard removes the physical
presence requirement with this ruling. Businesses now may need to compare sales-by-state
data to the individual state economic nexus laws to determine whether they have a sales tax
obligation in that state.
More tax registrations & filings: Businesses that sell outside their state may need to register
in many more states – maybe all 50. With more registrations come more compliance
management and more sales tax returns that need to be filed on an ongoing basis. The impact

on workload for sales tax staffs could be huge.
Increased audit potential: With each new state registration comes a new potential audit
authority. Sales tax audits almost always bring in additional revenue for states, so they will be
looking to capitalize on the increased registrations. Sales tax compliance management is more
important than ever and could lead to state income tax changes.
Timing and implementation
As many as 16 states have economic nexus laws in place to try to take advantage of the new
ruling, with many more to introduce legislation. By nature, Internet retailers will be hit the
hardest and are expected to lobby in states that have not passed economic nexus laws. In
addition, it will take states some time to get their systems updated to handle the new laws and
increased filings. While there might be some short-term delays during implementation, sales
tax changes appear to be on their way.
The Illinois provision, which goes into effect Oct. 1, mirrors the South Dakota law at the center
of the Supreme Court case. Illinois lawmakers included language in budget bills passed last
month to allow the state to begin collecting sales tax from a broader swath of online
purchases, in anticipation of the ruling. E-commerce giant Amazon has collected sales tax
from Illinois shoppers since 2015.

Setting up your business accounting system
You’ve done the hard work. You have a new business idea or you've found an existing
business to purchase. Want to help ensure your business success? Pay attention to correctly
setting up your business' accounting system. Here's how:
Consider business entity. Choosing the right legal and tax entity for your business is
important. Consult experts to discuss your options. On the tax side, sole proprietors use a
Form 1040 Schedule C to report their activity, while other business entities such as SCorporations and Partnerships file informational returns and pass-through profits to your
individual tax return. C-Corporations require separate tax returns without pass-through of
profits onto your personal tax return.
Determine if you'll use cash versus accrual basis. There are different approved methods of
accounting. You will need to determine which is best for you. Sometimes your business
dictates a required method, but not always. The basic difference lies in when you can book
revenue and expense. One method (cash) is based upon when you actually receive or make
payment. While the accrual method allows capturing this same information when there is an
established obligation.
Separate your books. If starting a business from scratch, remember to set up separate bank
accounts and recordkeeping. IRS auditors are quick to disallow expenses when your business
expenses are mingled together with personal expenses. The same is true with credit cards.

Use a separate credit card for your business transactions.
Use sub-ledgers. Well-run businesses understand the need to organize elements of their
business into accounting categories. These categories often use their own reporting system
called sub-ledgers. Common areas are sales, accounts receivable, accounts payable, fixed
assets, and inventory.
Honor cash flow. Often success or failure of your business is predicated on whether you have
enough cash to pay your bills. Determining your cash needs means understanding the cash
situation of your business. To do this requires a good set of records. This includes recording
your current situation on a timely basis and establishing a forecast of cash needs throughout
the year.
Create a fortress balance sheet. Banks love a strong balance sheet. If you think your
business may need money for expansion, you will want to focus on developing a strong
balance sheet that is low in debt and high in liquid assets like cash and accounts receivable.
The irony here is that it's easy to borrow money when your records show you don't need it and
it's hard to borrow money when you do need the funds.
Identify financial pressure points. Every business has a few financial items that drive
profitability. Do you know yours? It might be payroll in a labor-intensive business. It might be
rent in a retail establishment. Perhaps your margins are low because of heavy promotional
costs. A strong accounting system will help you stay focused on the more important financial
elements of your business.
Understand seasonality. By setting up a good accounting system AND forecasting
performance over a twelve-month period, you will understand the true needs of your business.
This is especially important if your business is seasonal in nature.
Remember, by spending time setting up the accounting system that is right for you, you are
increasing your business' chance for success.

Manage capital gains tax tips
If not tracked and managed properly, capital gains tax can come as a large surprise at taxfiling time. In fact, many taxpayers don't realize they have a capital gain until they get their
1099 form in January and see a capital gain distribution. Here's what you need to know.
Understand capital gains and their taxability
Capital gains are recognized when you sell a capital asset for more than your basis in that
asset. Capital assets are typically something of value like your home, a car and other
investments. Basis is typically the original cost of the asset being sold. The difference between
the sales price of the asset and your basis is the amount of the taxable capital gain.

The IRS taxes short-term capital gains for assets owned less than one year as ordinary
income up to 37 percent, but taxes long-term capital gains at a maximum 23.8 percent (20
percent plus a potential 3.8 percent net investment tax).
Ways to manage capital gains tax
Hold investments for more than one year. Long-term gains (assets sold more than a year
after acquisition) are taxed at the lower capital gains rate. If you are able to hold assets for
more than a year, you will save tax dollars by avoiding the gain being classified as ordinary
income.
Sell large gains in low-income years. If you expect lower income this year, it might be a
good time to sell some of your capital gain investments. Since the capital gains tax brackets
follow the marginal income tax brackets, if you are in a lower income tax bracket in a given
year you may pay a lower capital gains tax. You can take advantage of this with both long-term
and short-term gains.
Harvest large losses in high-income years. If you have a high-income year you can save
taxes by selling investments that have lost money. Capital losses help reduce your capital
gains with the tax liability calculated on the net amount. Be aware of IRS netting rules that
require you to net long-term losses with long-term gains and short-term losses with short-term
gains. If one results in a net loss and the other a net gain, they are then netted against each
other. If the final amount results in a net loss, the most you can deduct against ordinary income
in one year is $3,000. The excess losses must then be carried forward to future tax years.
Gift your investments to your kids. You are allowed to gift up to $15,000 per year to each of
your kids ($30,000 per married couple). If you gift appreciated investments to a child under 19
and they then sell that investment, each child can receive favorable tax treatment on up to
$2,100 from their taxes. Be careful if you go over the annual exemption. Higher levels of
unearned income for children, including capital gains, is now subject to estate and trust tax
rates.
Consider donating property. If you donate appreciated property to a qualified charity you can
deduct the donation as an itemized deduction. Even better, if the property is owned by you for
more than one year, you can deduct the current market value without being subject to capital
gain tax.
Sale of primary residence exclusion. If you sell your home, you may qualify to exclude
$250,000 of the gain from capital gains tax ($500,000 if married filing jointly). In order to
qualify, you need to own the home and have occupied the home as your primary residence for
at least two of the previous five years. The two years do not need to be simultaneous.
There are many factors that come into play when buying or selling an asset. Just make sure
the tax implications are considered before you make the transaction. As always, should you
have any questions or concerns regarding your situation please feel free to call.
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