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2026 FILING SEASON INCOME TAX UPDATE: PART 1

This course provides a comprehensive review of 2025 federal tax updates, including inflation adjustments,
new provisions under the One Big Beautiful Bill Act (OBBBA), and updates from the SECURE 2.0 Act.
Topics include changes to deductions (SALT, tip income, overtime, car loan interest), updated mileage
rates, Direct File Pilot Program details, and third-party transaction reporting. The course also covers rules
for retirement accounts, foreign accounts, taxable earnings, and filing as a qualifying surviving spouse,
equipping taxpayers and professionals with the latest compliance insights.

LEARNING ASSIGNMENTS AND OBJECTIVES

As a result of studying each assignment, you should be able to meet the objectives listed below each
individual assignment.

SUBJECTS

New Tax Law/Recent Updates
General Income Tax Review |

Study the course materials
Complete the review questions at the end of each chapter
Answer the exam questions 1 to 10

Objectives:

* |dentify the inflation and cost of living adjustments to various federal limits.

» Recall the 2025 individual taxpayer changes resulting from passage of the One Big Beautiful Bill Act
(OBBBA) impacting 2025 income

» Recognize the criteria for filing as qualifying surviving spouse.

* Recall the rules governing contributions to and distributions from various retirement accounts.
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NOTICE

This course and test uses the materials entitled 2026 Tax Filing Season Update © 2025 by
Winn Publications. Displayed by permission of the author. All rights reserved. No part of this
course may be reproduced in any form or by any means without the written permission of the
copyright holder.

Limit of Liability/Disclaimer of Warranty: While the publisher and author have used their best
efforts in preparing this book, they make no representations or warranties with respect to the
accuracy or completeness of the contents of this book and specifically disclaim any implied
warranties or merchantability or fitness for a particular purpose. No warranty may be created
or extended by sales representatives or written sales materials. The advice and strategies
contained herein may not be suitable for your situation. You should consult with a professional
where appropriate. Neither the publisher nor author shall be liable for any loss of profit or any
other commercial damages, including but not limited to special, incidental, consequential, or
other damages.

The End User shall be permitted to use the Licensed Content for internal purposes only and
not for resale or distribution. The Licensed Content is provided on an “as is” basis and with-
out any warranties of any kind, express or implied. CCH INCORPORATED AND ITS LICEN-
SORS AND AFFILIATES DISCLAIM ALL WARRANTIES WITH RESPECT TO THE LICENSED
CONTENT, EXPRESS OR IMPLIED, INCLUDING BUT NOT LIMITED TO, WARRANTIES

OF MERCHANTABILITY, FITNESS FOR A PARTICULAR PURPOSE, NON-INFRINGEMENT,
TITLE, QUIET ENJOYMENT AND INFORMATION COMPLETENESS, CURRENCY OR AC-
CURACY.

End User assumes all responsibilities and obligations with respect to the selection of the Li-
censed Content to achieve End User’s intended results. End User assumes all responsibilities
and obligations with respect to any decision or advice made or given as a result of the use or
application of the Licensed Content. CCH and its licensors and affiliates are not engaged in the
rendering of legal, accounting, tax or other professional advice or services. If legal, accounting,
tax or other expert assistance is required, the services of a competent professional should be
sought.

This course is sold with the understanding that the publisher is not engaged in rendering legal,
accounting, or other professional advice and assumes no liability whatsoever in connection
with its use. Since laws are constantly changing, and are subject to differing interpretations, we
urge you to do additional research and consult appropriate experts before relying on the infor-
mation contained in this course to render professional advice.

© Pacific CPE, LP 2025

Program publication date 8/6/25
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EXAM OUTLINE

TEST FORMAT: The final exam for this course consists of 10 multiple-choice questions
and is based specifically on the information covered in the course materials.

* ACCESS FINAL EXAM: Log in to your account and click Take Exam. A copy of the final
exam is provided at the end of these course materials for your convenience, however you
must submit your answers online to receive credit for the course.

* LICENSE RENEWAL INFORMATION: This course qualifies for 2 CPE hours.

+ PROCESSING: You will receive the score for your final exam immediately after it is
submitted. A score of 70% or better is required to pass.

+ CERTIFICATE OF COMPLETION: Will be available in your account to view online or
print. If you do not pass an exam, it can be retaken free of charge.
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CHAPTER 1: NEW TAX LAW/RECENT UPDATES

Chapter Objectives

After completing this chapter, you should be able to:

* |dentify the inflation and cost of living adjustments to various federal limits.
» Recall the 2025 individual taxpayer changes resulting from passage of the One Big Beautiful Bill
Act (OBBBA) impacting 2025 income, including:
» The deduction for state and local taxes (SALT Deduction),
» The exclusion of tip income,
* The exclusion of overtime pay, and
* The car loan interest deduction.
* Recognize the applicable optional standard mileage rates.
Recall the Third Party Network Transaction reporting requirements.
Identify the salient features of the Direct File Pilot Program.
* Recognize the SECURE 2.0 Act provisions affecting:
» Catch-up contribution rules, and
* Increased age of eligibility for the onset of blindness or disability for qualified ABLE programs
effective for tax years beginning after December 31, 2025.

INTRODUCTION

Federal tax law requires that various limits be adhered to in the preparation of tax returns, and such
limits may change from year to year based on an inflation adjustment or on other factors. Included in
those changes for 2025 are changes to standard mileage rates, credits, deductions, and various other
limits. These and additional changes brought about by recent legislation may affect taxpayers’ income
tax liability. Chapter 1 will examine these changes for 2025 and will offer some context within which they

apply.
ANNUAL INFLATION ADJUSTMENTS

Inflation adjustments are made annually to various limits that affect tax preparation, including adjustments
to:

» Certain expenses of elementary and secondary school teachers;
* The income limitation for a qualifying relative;

» The interest on education loans;

» The foreign earned income exclusion;

* The unified credit against estate tax; and
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* The annual exclusion for gifts.

Education Expenses of Elementary and Secondary School Teachers

Education expenses of elementary and secondary teachers may be tax deductible. Deductible
expenses, not exceeding the applicable limit, paid or incurred by an eligible educator include expenses
in connection with:

¢ Books;
» Supplies (other than nonathletic supplies for courses in health or physical education);
» Computer equipment, including -

o Related software,

o Services, and

o Other equipment; and
* Supplementary materials.

For 2025, the deduction for qualified education expenses used in the classroom of elementary and
secondary school teachers allowed under §162 is limited to $300.

Income Limitation for a Qualifying Relative
A qualifying relative, for tax purposes, is an individual who:
* Bears a relationship to the taxpayer including -

= Achild or descendant of a child

o A brother, sister, stepbrother, or stepsister

o The father or mother, or an ancestor of either

o A stepfather or stepmother

= Ason or daughter of a brother or sister of the taxpayer

o A brother or sister of the father or mother of the taxpayer

o A son-in-law, daughter-in-law, father-in-law, mother-in-law, brother-in-law, or
sister-in-law

o An individual (other than spouse) who has the same principal place of
residence as the taxpayer and is a member of the taxpayer’s household;

* Has gross income below the exemption amount;
* Receives more than one-half of his or her support from the taxpayer; and
* |s not a qualifying child of the taxpayer or any other taxpayer for the taxable year.

For taxable years beginning in 2025, the gross income limitation for a qualifying relative is $5,200.
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Interest on Education Loans

Student loan interest is, for purposes of the deduction of interest paid on education loans, interest paid
by a taxpayer during the year on a qualified student loan. It includes both required interest payments and
voluntary interest payments.

If the taxpayer paid $600 or more of interest on a qualified student loan during the year, the taxpayer will
receive a Form 1098-E, Student Loan Interest Statement, from the entity to which the taxpayer paid the
student loan interest.

Amounts Included as Interest

The amounts considered interest, for purposes of the student loan interest deduction, include simple
interest on the loan and—provided all other applicable requirements are met—the following items:

» Loan origination fee, i.e., the one-time fee charged by the lender when the loan is made.
If loan origination fees are not included in the amount reported on the taxpayer’s Form
1098-E, the taxpayer can use any reasonable method to allocate the loan origination
fees over the term of the loan;

» Capitalized interest, i.e., unpaid interest added by the lender to the outstanding principal
balance;

* Interest on revolving lines of credit if the borrower uses the line of credit only to pay
qualified education expenses;

* Interest on refinanced student loans. However, if the taxpayer refinances a qualified
student loan for more than the original loan amount and uses the additional amount for
any purpose other than qualified education expenses, the taxpayer cannot deduct any
interest paid on the refinanced loan; and

* Voluntary interest payments, i.e., payments made on a qualified student loan during a
period when interest payments are not required.

Student Loan Interest Deduction

Although interest, other than mortgage interest or margin interest, is not generally tax-deductible, a
special deduction is allowed for interest payments made on a student loan used solely to pay higher
education expenses. The maximum student loan interest tax deduction is $2,500 but is subject to certain
limitations. The deduction for student loan interest is taken as an adjustment to income. Because of that,
a taxpayer may claim the student loan interest deduction even if he or she does not itemize deductions.

The following is an overview of the student loan interest deduction:
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