
Life Events

5 Tax Provisions in Your Favor during a Financial Crisis

When you're hit with a financial crisis, it can be hard to find a helping hand. One place to look for help, or at least tax relief,
may be the IRS. The Tax Code has several provisions to help taxpayers when things go wrong.

Provisions that may benefit you:

Tax exclusions on forgiven debt. In a financial crisis, you may have to settle debts, or your creditors may give up on
collecting from you altogether. In that case, you generally receive a Form 1099-C, Cancellation of Debt, from the creditor,
reporting the amount you did not pay that is taxable income. If you couldn't afford to pay the debt, however, how can you
pay tax on it? Fortunately, you may qualify for an exclusion from paying tax on the debt, for example if the canceled debt
was home mortgage debt, debt discharged in bankruptcy, or debt canceled when you were insolvent (your debts were
greater than your assets).

Medical expense deductions. Catastrophic medical events are a major cause of financial crisis. A deduction for medical
expenses can help offset some of the cost. You can only deduct medical expenses not covered by your health insurance to
the extent they exceed 10% (7.5% if over 65 years old) of your adjusted gross income. However, if you have a serious
medical event, your total expenses may pass that level sooner than you think.

Exceptions to penalty for withdrawing retirement funds. The IRS discourages taking money from your retirement
account early, and may penalize you if you do so. However, if you take money out of your retirement account during times
of economic stress, you may qualify for one of several exceptions to the penalty. For example, you can withdraw funds
without penalty from a qualified plan or an IRA if you are totally and permanently disabled. You may be able to take
withdrawals from an IRA without penalty to pay for qualified higher education expenses, or for medical expenses or health
insurance premiums in certain circumstances.

Disaster area provisions. If you are a victim of a federally declared disaster area, the tax law gives you more time to pay
your taxes, options for when to take a casualty loss deduction, exclusion from income for disaster relief payments, and
other benefits.

Casualty and theft loss deduction. If you wreck your car when the value is not covered by insurance, someone steals
your laptop computer, or a flood does $25,000 worth of damage to your home, you may receive some consolation in the
form of a tax deduction. After you reduce the loss from each event by $100, you can take an itemized deduction for the
amount your total casualty and theft losses exceed 10% of your adjusted gross income.

Page 1 of 1TaxACT Online

1/26/2014https://www.taxactonline.com/s_online_tax2013/taxmanager.dll/Help?type=le&help_topic...


