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To: 	Professor G

From:	UT Student

Date:	Wednesday, May 01, 2019

RE:	FASB



Background:  Taxpayer is an individual that receives General Business Tax Credits flowing through from investments in S-Corporation business interests via form K-1 and onto the taxpayers Form 3800 which is attached to their Form 1040. 

Issue: Understanding the utilization and carryforward rules of General Business Credits

Discussion: There are many different General Business Tax Credits available. The two that are applicable to the above referenced taxpayers are 1) the Work Opportunity Credit and 2) the Empowerment Zone Credit.

For 2014 the taxpayer had a carryover of a Work Opportunity Credit from 2013 for $77,887, and current year 2014 credits for both Work Opportunity for $268,695 and Empowerment Zone for $124,393.

For 2014 the taxpayer had a total tax of $147,973 consisting of regular tax of $127,865 and AMT tax of $20,108.

There are four considerations when determining the amount of General Business Tax Credit that can be taken on a given tax return.
1) The ordering rules when there are different business credits in the same year - According to the credit utilization ordering rules, Work Opportunity Credits are to be used first, then Empowerment Zone Credits are to be used.

2) The ordering rules of business credits when there are business credit carryovers from prior years along with current year credits - When there are unused business credits from prior years that are carried forward to a current year, all credits are utilized on a first in-first out basis. Therefore, prior year carryforwards are used up first, then current year credits are taken, then any credits that are being carried back to the current year are used.

3) Whether the credits are from passive or non-passive activities -  these rules are applied to further limit the amount of Empowerment Zone Credit taken to the lesser of 25% of total regular plus AMT tax or the credit itself.

4) The limitations on the utilization of all credits - 
a. The total of all available business credits that can be taken is the total regular plus AMT tax less the regular tax minus a $25,000 floor times 25%
b. the Empowerment Zone Credit is limited to 25% of the total regular plus AMT tax
c. the Work Opportunity Credit is limited to the total regular and AMT tax less 25% of the regular tax and less any Empowerment Zone credit taken
d. Any unused credits are carried forward to future years for up to 20 years

Conclusion: In applying the above considerations to the taxpayer for 2014, the Work Opportunity Credit carryover from the prior year (2013) is to be used first (subject to any limitations), then the Work Opportunity Credit from the current year (2014) is to be used (subject to any limitations), then the Empowerment Zone Credit from the current year is to be used (subject to any limitations).

1) The allowed Empowerment Zone Credit is figured first as it is needed to calculate the Work Opportunity credit. 
a. $147,973 x 25% = $36,993
b. the balance of the credit $87,400 ($124,393 - $36,993) is carried forward to future years

2) The allowed Work Opportunity Credit is then figured as follows, $147,973 total regular and AMT tax less 25% of the regular tax minus a $25,000 floor and then less the Empowerment Zone credit of $36,993. 
a. $147,973 - (($127,865 - $25,000) x 25%) - $25,716 - $36,993 = $85,264.
b. The prior year carryover is used first or $77,887, then the balance of 7,377 is used from the current year to get to the current year limit of 85,264
c. Then the remaining credit of $261,318 ($77,887 + $268,695 - $77,887 - $7,377 = $261,318) is carried forward to future years for up to 20 years
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