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I. Introduction.

A. Course Outline.

B. Course Objectives.

II. Items of Gross Income (“GI”).

A. Items of GI Subject to Income Tax.

1. General Rule: Internal Revenue Code Section (“IRCS”) 61- Except as

otherwise provided in the Internal Revenue Code (“IRC”), gross income

includes all income from whatever source derived (i.e. Compensation,

Business Income, Gain from sale of Property, Interest, Rents, Royalties,

Dividends, Annuities, Pensions, Discharge Of Indebtedness, Distributive

Share of Partnership Income, Income in Respect of a Decedent (“IRD”),

Income from an Estate/Trust).

2. Items of GI Subject to Favorable Income Tax Rules.

i. Social Security (“SS”): IRCS 86. In determining the taxable portion of

SS benefits, the IRS uses Combined Income (“CI”) (CI equals the

sum of (A) Adjusted Gross Income (“AGI”) determined without

regard to SS benefits and certain IRC Sections (Generally, Line 11b

of Form 1040 without SS benefits), PLUS (B) nontaxable interest

and ½ of SS benefits).
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a. Single Filers. 

1. CI $25,000 or less: All Nontaxable. 

2. CI over $25,000 to $34,000: 50% of the 

portion of CI exceeding $25,000 is 

taxable; however, the total taxable potion 

of SS benefits cannot exceed 50% of SS 

benefits. 

3. CI over $34,000: The lesser of (I) the sum 

of 85% of CI over $34,000 PLUS the lesser 

of (A) the amount determined under 

paragraph a.2. or (B) $4,500 or (II) 85% of 

SS benefits. 

b. Married Filing Jointly. 

1. CI $32,000 or less: All Nontaxable. 

2. CI over $32,000 to $44,000: 50% of the 

portion of CI exceeding $32,000 is 

taxable; however, the total taxable potion 

of SS benefits cannot exceed 50% of SS 

benefits. 

3. CI over $44,000: The lesser of (I) the sum 

of 85% of CI over $44,000 plus the lesser 

of (A) the amount determined under 
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paragraph b.2.  or $6,000 or (II) 85% of SS 

benefits. 

c. State Income Taxation of SS Benefits. In 2026, only 8 

States (Colorado, Connecticut, Minnesota, Montana, 

New Mexico, Rhode Island, Utah, and Vermont) still tax 

some SS benefits (usually above income thresholds).  

ii. Long Term Capital Gains (“LTCG”) & Qualifying Dividends (“QD”). 

a. LTCG and QD Defined.  

1. LTCG. A capital gain or loss results from 

the sale of a capital asset (i.e., stocks, 

bonds, mutual funds, and real estate). 

Gains from the sale of capital assets 

held for more than one year (i.e., LT) are 

taxed at preferential rates.  

2. Holding Period and Income Tax Basis of 

LTCG Assets. The holding period and 

income tax basis for purchased 

property: the holding period of such 

property starts from the date following the 

day the property was acquired (i.e., the 

trade date) and its income tax basis 

equals the purchase price. The holding 
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period and income tax basis of property 

acquired by gift: the holding period of 

such property equals the length of time 

the property was held by both the donee 

and the donor; and its income tax basis 

will equal the donor’s adjusted basis (i.e., 

carryover basis). The holding period and 

income tax basis for property acquired 

by death: the holding period of such 

property is automatically long-term, and 

its basis will equal the fair market value 

(“FMV”) of such property at the time of 

death. 

3. QD. QDs are paid by US Corporations, 

entities incorporated in US possession 

and certain foreign corporations to 

common and preferred shareholders 

provided such shareholders own their 

stock for certain period. 
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b. LTCG and QD Tax Rates (CY2026). 

Income Tax Rates 

Filing Status   0%    15%          20% 

Married Joint  TI*        0- $98,900  Over $98,900 to $613,700  Over $613,700 

Single     TI*        0- $49,450 Over $49,450 to $545,500  Over $545,500 

*TI=Taxable Income   

 3.Items of Gross Income Exempt from Income Tax. 

  i. Certain Military and Government Disability Pensions. (See IRS Publication 

525 and IRCS 104(a)(4)). 

  ii. Workers Compensation paid under the workers compensation act or 

similar law for an occupational sickness or injury. (See IRCS 104). 

iii. Amounts received under a Long-Term Insurance Contract (other than 

policyholder dividends or premium refunds) are excludable in most 

cases from income as amounts received for personal injury or 

sickness. A long-term insurance contract is a guaranteed renewable 

insurance contract that only provides coverage for qualified long-term 

care services (i.e., necessary diagnostic, preventive, therapeutic, 

treating, mitigating, rehabilitative, maintenance and personal care 

services prescribed by a licensed heath care provider who certifies 

applicant is (A) chronologically ill (i.e., cannot do at least 2 activities of 
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daily living for at least 90 days (or requires heavy supervision due to 

severe memory loss or brain impairment) and (B) requires a 

prescribed plan of care. (See IRCS 7702B and 104(a)(3)). 

iv. Compensatory (not punitive) damages received on account of 

physical injury/sickness. (See IRCS 104). 

v. Compensation for permanent loss, or loss of use of a part or function 

of your body, or for permanent disfigurement. (See IRCS 104). 

vi. Life Insurance Proceeds unless there was a violation of the Transfer 

for Value Rule. (See IRCS 101). 

vii. Gifts and Inheritances other than Income in Respect of a Decedent 

(“IRD”). (See IRCS 102 and 691). 

viii. Supplemental Security Income (SSI Benefits). (See IRS Publication 

915). SSI is not reported on the taxpayer’s Form 1040. 

ix. ABLE Account distributions are completely tax-free if the money is 

used to pay for qualified disability expenses such as housing, 

education, transportation, employment training, or medical care of 

applicants. (See IRCS 529A and IRS Publication 907). 

x. Accelerated Death Benefits are generally excluded from GI if the 

insured is terminally ill (physician certifies person’s condition can 

reasonably be expected to result in death within 24 months of 

certification) or chronically ill (unable to perform at least 2 activities of 

daily living for a period of at least 90 days or person requires 
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substantial supervision to protect themselves from threats to health 

and safety due to severe cognitive impairment). (See Publication 554 

and IRCS 101(g)). 

4. Partial/Total Exclusion of Gain on Sale of Principal Residence (IRCS 121). 

i. General Rule. Generally up to $250,000(Single)/$500,000(Married filing 

Joint) of the gain (other than gain allocated to periods of nonqualified use) on the 

sale of a principal residence can be excluded form GI if: (I) applicant married, 

applicant files a joint return for the year, (II) the taxpayer (and/or spouse if married) 

owned the residence for at least 2 years out of the last 5 years, (III) the taxpayer 

(and spouse if married) lived in the residence for at least 2 years out of the last 5 

years, and (IV) during the 2 year period ending on the date of sale, the taxpayer 

(and spouse if married) did not exclude gain from the sale of another residence. 

ii. Exception to General Rule for individuals with disability. If (I) the taxpayer 

becomes physically or mentally unable to care for herself, (II) the taxpayer owned 

the residence for at least 2 out the last 5 years, and (III) the taxpayer lived in its 

residence for at least 1 year out of the last 5 years—then the taxpayer is considered 

to have lived in its residence during any time that such taxpayer owned the home 

and lived in a facility that is licensed by a state or political subdivision to care for 

such taxpayer). 

iii. Sale of Residence by Surviving Spouse. A surviving spouse can exclude up 

to $500,000 of any gain from the sale of its principal residence if: (I) the sale 
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occurred no more than 2 years after the date of death of such taxpayer’s spouse, (II) 

the surviving spouse has not remarried, (III) both the surviving spouse and deceased 

spouse met the use test at the time of the taxpayer’s spouse death, (III) either  the 

surviving spouse and/or the deceased spouse met the ownership test at the time of 

the taxpayer’s spouse’s death, and (IV) neither spouse excluded gain from the sale 

of another residence during the last 2 years. 

iv. Tax Issues to be addressed when Gifting Residence. 

a. Loss of Section 121 Exclusion. 

b. Loss of FMV Adjustment if the Residence is not included 

in the taxpayer’s estate. (See IRCS 2036). 

c. Planning Idea: Taxpayer gifts its Residence to an 

irrevocable Grantor Trust (with a use and occupancy 

agreement) retaining the right to appoint the assets in 

such trust to any one or more of the taxpayer’s loved 

ones (limited power of appointment).  

III. Deductions from GI. 

A. Standard Deduction (CY 2026), 

Std. Deduction    plus Age 65 or over plus Blind   

Single    $16,100   $2,050    $2,050  

Married/Jt. $32,200  $1,650 per spouse  $1,650 per spouse 
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B. Itemize Deductions if Greater than Standard Deduction. 

i. Medical Deductions (See IRS Publication 502). The taxpayer can 

deduct certain unreimbursed medical and dental expenses paid for 

themselves, their spouse and their dependents that exceed 7.5% of 

such taxpayer's adjusted gross income (“AGI”). 

1. Medical and Dental expenses include the cost of diagnosis, 

cure, mitigation, treatments, or prevention of disease, or any 

treatment that a ects a part or function of your body. Expenses 

incurred solely for cosmetic purposes or to benefit your 

general health are not deductible. 

a. Medicine and drugs other than insulin must be 

obtainable solely through a prescription by the doctor 

(but over the counter medicines and drugs are not 

deductible even if you have a doctor’s prescription). 

b. Diagnostic tests and doctor’s fee for annual physical. 

c. Health Insurance Premiums including Medicare 

Premiums. 

d. Nursing Homes. The payment of medical services, 

meals, and lodging to a nursing home, convalescent 

home, home for the aged or similar facility is treated as 

a medical expense if the person confined is there for 

medical treatment. If obtaining medical care is not the 
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main reason for admission and you can show the part of 

the cost covering actual medical and nursing care, that 

amount is deductible. The same deductible treatment 

applies if an individual is resident in an assisted living 

facility because of chronic illness that requires 

assistance with at least 2 Activities of Daily Living (i.e., 

bathing, dressing, eating, incontinence, toileting and 

transferring) or requires supervision due to cognitive 

impairment (i.e., Alzheimer’s disease). 

e. Equipment and Supplies include but is not limited to 

back supports, crutches, eyeglasses, contact lenses 

and solutions, and hearing aids. 

f. Home Improvements for Medical Reasons. 

1. Structural Changes (adding ramps, 

modifying doorways and stairways, 

installing railings and support bars, and 

altering cabinets, outlets and fixtures and 

warning systems and lifts (not elevators) 

made to residence to accommodate 

disabled person’s condition even if such 

change adds to the value of the 

residence. 
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2. Other Structural Changes to Residence 

are deductible only to the extent they 

exceed the increased value to the 

Residence. 

g. Premiums for a Qualified Long-Term Care Policy for the 

Chronically Ill, and Expenses for Qualifying Long-Term 

Care Services for a Chronically Ill Person. Depending on 

your age at the end of the year, all or part of your 

premiums for a qualified long-term care policy (i.e., 

policy meets the requirements set forth in IRCS 7702B) 

may be deductible. The deductible amount equals the 

actual premium paid subject to the following limits per 

person (CY 2026): 

i. Age 40 or younger: $500 

ii. Over Age 40 to 50: $930 

iii. Over Age 50 to 60: $1,860 

iv. Over Age 60 to 70: $4,960 

v. Oner age 70: $6,200. 

h. Transportation. The (I) cost of actual expenses 

for gas and oil or the IRS standard mileage rate 

(CY2026: 20.5 cents per mile for trips taken 

between 1/1 and 6/30 and 23.5 cents per mile for 
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trips taken between 7/1and 12/31) can be 

deducted when a taxpayer uses their car (no 

deduction for depreciation, insurance and 

general repair) to travel to doctor o ices, 

hospitals and other healthcare facilities PLUS 

parking fees or tolls or (II) the cost of 

transportation (bus. ambulance service, train, 

airfare) to doctor o ices, hospitals and other 

healthcare facilities.  

i. Nursing Services. Wages and other amounts 

paid (i.e., cost of attendants’ meals, extra rent 

and utilities if moving to larger apartment to 

provide space for attendants) for nursing 

services can be deducted as a medical expense. 

The services need not be performed by a nurse if 

the services are of the kind that are generally 

performed by a nurse (i.e., giving medication, 

changing dressings, bathing and grooming the 

patient. However, if the attendant also provides 

personal and household services, amounts paid 

to the attendant must be allocated between 

personal and medical services (Note: certain 
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personal care services provided for qualified 

long-term care can be included in medical 

expenses). 

ii. State and Local Income Taxes and Real Estate Taxes. There is an 

overall limitation on the amount of State and Local Income and Real 

Estate Taxes (referred to as SALT Limitation) that can be claimed as an 

itemized deduction.  From 2017 through 2024, you could not deduct 

more than $10,000.  From 2025 through 2029, this $10,000 cap is now 

$40,400 (CY 2026) and will increase for inflation for each year through 

2029. The deduction is subject to a phaseout for taxpayers with 

modified adjusted gross income (“MAGI”) exceeding $500,000 (cap 

reduced by 30 cents for every dollar over cap but it will not drop below 

$10,000).  

a. State and Local Income Taxes. Subject to the cap, a 

taxpayer can deduct (I) state and local income taxes 

withheld from their pay during the calendar year, (II) 

estimated state and local income taxes paid during the 

year (including the last installment paid in January of 

the subsequent calendar year for the prior calendar 

year) and (III) the balance of state and local tax due for 

the previous calendar year but paid in the current year 
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when you file the previous calendar year’s income tax 

return. 

b. Generally, to deduct state and local real estate taxes, 

the taxpayer must have an ownership interest in the 

property. 

c. Tax Benefit Rule.  If a taxpayer claimed an itemized 

deduction for state and local taxes in the prior year, 

then the taxpayer generally must include that refund in 

income to the extent that the refunded amount lowered 

such person’s tax in the earlier calendar year. 

C. Enhanced Senior Deduction (IRCS 151). An enhanced $6,000 deduction 

(Form 1040 Line 13b (From Schedule 1-A (Part V) is available for taxpayers 

age 65 or over. This amount is reduced by 6% of the amount of MAGI that 

exceeds $150,000(JT)/$75,000(S). MAGI starts with adjusted gross income 

(“AGI”- Line 11 on Form 1040) and adds back (1) certain deductions (like 

student loan interest payments, IRA contributions, one-half of self-

employment tax etc.) and (2) any untaxed income (like tax-exempt interest 

from municipal bonds). 
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IV. Income Tax Filing Requirements for IRS Form1040. 

A. General Rule: Tax Filing Requirements for IRS Form 1040 (CY 2026). 

Filing Status      GI **for 2026 is at least 

Single Under 65     $16,100 

Single 65 or over     $24,150 (16,100 +2,050+6,000*) 

Married/JT and  

Both Spouses are under 65    $32,200 

One Souse Age 65 or over    $39,850 (32,200 +1,650=6,000*) 

Both Spouses Over Age 65     $47,500 (32,200 + 3,300 + 12,000*) 

B. ** GI includes wages, tips, self-employment income, taxable interest and 

dividends, capital gains, taxable retirement income and annuities, taxable 

alimony, rents and taxable trust distributions.  GI also includes gain from sale 

of residence even if partially or totally excluded from GI.  SS benefits are 

excluded from GI unless 50% of SS benefits plus other GI and tax-exempt 

interest exceeds $25,000(S)/$32,000M and JT.) (but only include taxable part 

of SS benefits in GI). 

*Assumes Taxpayers qualify for Enhanced Senior Deduction. 
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V. Miscellaneous Issues. 

A. Qualified Plans (For Example: IRAs, 401(k)s, 403(b)s, 457 Plans).  

1. Most States count them as a resource for Medicaid purposes, 

but many States will not count them as a countable asset if 

they are in payout status (i.e., the account owner is receiving 

regular, scheduled periodic distributions from the retirement 

account). 

2. Distributions received from qualified plans count as income for 

Medicaid purposes. 

3. If applicant has reached their Required Beginning Date 

(“RBD”), Minimum Required Distributions (“MRD”) must be 

taken annually. Your RBD is April 1 of the calendar year 

following the calendar year the applicant turns: 

a. Born prior to 7/1/49: Age 70.5. 

b. Born between 7/1/49 and 12/31/50: Age 72. 

c. Born between 1/1/51 and 12/31/59: Age 73. 

d. Born 1/1/60 or later: Age 75. 

B. Grantor Trusts.  A legal arrangement where the creator of the trust (i.e. 

Settlor) retains certain control or ownership of the trust assets. For Federal 

Income Tax purposes, the IRS disregards trust, and all income, deductions 

and credits are reported on the Settlor’s Form 1040. 
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C. Estate and Gift Tax. 

1. Federal Estate Tax. 

a.  Basic Exclusion Amount (CY 2026): $15,000,000 (indexed 

for inflation.  If the taxable estate exceeds $15,000,000, then 

the excess is taxed at 40%. 

B. The income tax basis of an asset received at death is 

determined by the FMV of such asset at death (exception for 

IRD assets and appreciated property gifted to a person withing 

one year of death and that same property passes back to the 

original donor or such donor’s spouse).  Furthermore, any 

property received from a decedent is considered as being held 

for more than one year. 

   2. Federal Gift Tax. 

A.  Basic Exclusion Amount (CY 2026): $15,000,000 (indexed 

for inflation.  If cumulative taxable gifts exceed $15,000,000, 

then the excess is taxed at 40%. 

B. Annual Exclusion (CY2026): $19.000 (indexed for inflation). 

C. Donee’s income tax basis in an asset received by gift is 

determined by the donor’s basis (“carryover basis”) and the 
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holding period of such asset includes the time the donor 

owned that asset (“tacking”). 

   3. State Estate and Inheritance Taxes. As of 2026.  A. State Estate 

Taxes: 12 States and the District of Columbia assess estate taxes. Each State has its own 

exemption, deductions and tax rates. 

State   Estate Tax Exemption (CY 2026)   Approximate Top Rate (%) 

Conn   $15,000,000     12 

Hawaii   $5,490,000     10-20 

Illinois   $4,000,000     .8-16 

Maine   $7,160,000     8-12 

Maryland  $5,000,000     .8-16 

Massachusetts $2,000,000     .8-16 

Minnesota  $3,000,000     13-16 

NY   $7,350,000     3.06 -16 

Oregon  $1,000,000     10-16 

Rhode Island  $1,838,056      .8-16 

Vermont  $5,000,000     16  

Washington  $3,000,000 (after 6/30/26)    10-20 
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State   Estate Tax Exemption (CY2026)   Approximate Top Rate (%) 

DC   $4,988,400      11.2-16 

B. Inheritance Taxes. Only 5 States impose an inheritance tax: Kentucky, 

Maryland, Nebraska, New Jersey and Pennsylvania. 

C. Both Estate and Inheritance Taxes: Maryland. 

 

VI. Conclusion. 
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The material contained herein is for educational purposes only and is not intended as 

a substitute for the professional services an advisor would normally provide to a 

client, including up to the minute research. 
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